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DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


WEDNESDAY, FEBRUARY 17, 1960 


U.S. SENATE, 
~ ” a 
COMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 


The subcommittee was called to order at 2:20 p.m., in room 5110, 
New Senate Office Building, Hon. E. L. Bartlett, presiding. 

Senator Barrietr. The committee will be in order. 

The committee will now open its inquiry into the steady decline 
which has occurred over a period of several years in the position of 
the coastwise and intercoastal shipping industry of the United States. 

While other forms of transportation have been expanding and 
prospering, this mode of transportation has been decreasing 1n im- 
portance. 

This decline has been marked by a decrease in number of companies 
operated, smaller tonnages transported, fewer men employed, and 
smaller revenues earned. Not only is the development of this un- 
favorable situation inconsistent when compared with the economic 
position of some other forms of transportation, but it runs contrary 
to the rapid general economic progress being made by the Nation. 

Further, the decline in the importance of the coastwise and inter- 
coastal shipping trade is not in accord with the provisions of the na- 
tional transportation policy of the Congress, which provides for rec- 
ognizing and preserving the inherent advantages of each form of 
transportation, in addition to— 
developing, coordinating, and preserving a national transportation system by 
water, highway, and rail, as well as other means, adequate to meet the needs 
of the commerce of the United States, of the postal service, and of the national 
defense. 

The hearings beginning today were announced for the purpose of 
ascertaining the cause, or causes, for the decline of this important 
mode of transportation, and for the additional purpose of determining 
what means are available to the Congress to put the industry on the 
road that leads to improved economic well-being. 

In addition, during the course of the hearings, testimony will be 
taken in respect to policies and practices that are now being pursued 
that may lead to unfavorable results in other areas of transportation. 

With these purposes in mind, witnesses having a direct interest in 
the coastwise and intercoastal industry are to be heard first. Other 
witnesses that have related interests will be heard to the extent that 
time permits. Still others will be heard on dates to be announced 
subsequently. 

1 











2 DECLINE OF COASTAL SHIPPING INDUSTRY 


The first witness today is Mr. Paul Hall, president, Seafarers’ In- 
ternational Union of North America. 

Let the record show that Mr. Hall is accompanied by Mr. Ray 
Murdock. ; 

In what capacity do you appear, Mr. Murdock? 

Mr. Murpock. As counsel to Mr. Hall. 

Senator Barrierr. The committee will be very glad, Mr. Hall, to 
hear from you. 

Mr. Murpock. We also call attention to the fact that Mr. Hoyt 
Haddock is accompanying Mr. Hall. Perhaps he should explain his 
position. 

Senator Barrietr. Would you care to add to that, Mr. Haddock? 

Mr. Happocs. I think it is a very simple position. I am director 
of the seafarers’ section of the MDT, and Mr. Hall is cochairman of 
that body and is speaking for all the maritime unions here. 

Senator Bartierr. I shall say then that Mr. Hall is well flanked 
with you on his right and Mr. Murdock on his left. 


STATEMENT OF PAUL HALL, PRESIDENT, SEAFARERS’ INTERNA- 
TIONAL UNION OF NORTH AMERICA; ACCOMPANIED BY MR. 
MURDOCK, COUNSEL, AND HOYT HADDOCK, DIRECTOR, SEA- 
FARERS’ SECTION OF MDT 


Mr. Hau. Senator, there is another definition of that. I will give 
it to you later. 

First of all I would like to thank you for the opportunity to ap- 

ar here, to the chairman of the committee and the committee mem- 
io and to the staff. 

My name is Paul Hall and I am president of the Seafarers’ Inter- 

national Union, and also the Maritime Trades Department, which is 
composed of some 28 international unions in the American labor move- 
ment. Most of them primarily concerned in the marine industry. 

I also appear here today as the spokesman for the Seafarers’ Section 
of the Maritime Trades Department, AFL-CIO, with which all sea- 
going maritime unions are affiliated. Mr, Joseph Curran, of the 
NMU, and I are cochairmen of that section. 

I also appear here today as cochairman of the Labor-Management 
Coastwise Conference. 

The Labor-Management Coastwise Conference is an informal 
organization of those interested in the preservation of general cargo 
common carrier water transportation along the coasts and between 
the coasts of the United States. The conference has no budget or 
paid staff; in addition to the two organizations representing the un- 
licensed seafaring employees of the carriers—namely, the Seafarers’ 
International Union and the National Maritime Union—the confer- 
ence membership includes Luckenbach Steamship Co., Pan-Atlantic 
Steamship Corp., Coastwise Line, and Seatrain Lines, Ine. 

So far as we know, these are the only companies remaining in the 
coastal and intercoastal trades which do a general cargo common car- 
rier business, There are, to be sure, some other companies operating 
along the coasts and between the coasts engaged in the bulk carriage 
of oil, chemicals, and other commodities. These carriers are either 
owned or contracted for by large corporations. The shipping opera- 
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DECLINE OF COASTAL SHIPPING INDUSTRY 3 


tor members of the Labor-Management Coastwise Conference are the 
only remaining carriers whose services are available to the general 
public. ; 

Much confusion has resulted because of failure to define precisely 
the segment of the maritime industry with which we are here con- 
cerned. We are here referring only to the deep-sea-going coastwise 
and intercoastal common carriers. That is, our discussion does not 
refer to inland waterway and river carriers; nor does it refer to 
contract carriers. Also, we shall not be talking here about the non- 
contiguous trade, such as an operation between San Francisco and 
Hawaii, or between New York and Puerto Rico. These segments 
of our industry have their own problems, and I might say an awful 
lot of them. But if the coastwise and intercoastal common carriers 
by water are to be saved, we must now focus attention on this partic- 
ular part of this industry. There are only 4 shipping companies 
remaining in the deep-sea common carrier coastwise and intercoastal 
trades: (1) Coastwise Line, which operates 1 ship coastwise on the 
Pacific coast; (2) Seatrain Lines, Inc., which operates 6 ships on 
the Atlantic and gulf coasts; (3) Pan-Atlantic, which operates 4 
ships in the coastwise trade on the Atlantic and gulf coasts; and (4) 
Luckenback Steamship Co., Inc., which is the only remaining inter- 
coastal common carrier by water, and operates 10—and I believe now 
the figure may be 7 ships. A coastwise operation is one between two 
or more ports on the same coast. An intercoastal operation is one 
between the ports on one coast, and one cr more ports on another 
coast. The rates charged by coastwise and intercoastal water carriers 
are regulated, and have been since 1940, by the Interstate Commerce 
Commission. Whenever I say “domestic water carriers” or “domestic 
trade,” I will be referring to these coastal and intercoastal water com- 
mon carriers. 

On May 5, 1959, L appeared before your full committee in opposition 
to the bill, S. 1507, which if enacted would give the Interstate Com- 
merce Commission jurisdiction over Alaska shipping. At that time, I 
charged that the railroads of this country are engaged in a conspiracy 
to destroy the coastwise and thteropestal shipping companies. I also 
charged that the Interstate Commerce Commission is acting collusively 
in support of the railroads by permitting them to engage in predatory 
selective rate-cutting which deprives the shipping companies of cargo. 
There and now repeat those charges. 

I might say that later on various steamship companies will document 
these matters in detail and in specific, rate-by-rate, and point-by-point. 

After that hearing, the then Chairman of the Interstate Commerce 
Commission distinguished me by filing with this committee a so-called 
rebuttal of my testimony. Of all the witnesses who appeared here 
expressing generally the same views that I expressed, the Commission 
singled me out for rebuttal. I do not know to whom or what I owe 
that honor; but I suspect it was the well-known tactic engaged in by 
many bureaucrats, and others, of blaming organized labor for all of 
our economic ills. 

I draw this inference because the Commission implied and stated 
that “serious labor-management difficulties” were essentially respon- 
sible for the plight of the domestic water carriers. I hardly think 
this implication needs refutation. Certainly it is true that when 
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maritime labor began to emerge from the slavery of the ugly past, 
there was great and serious trouble on the waterfront. But in the last 
decade there has not been a single serious labor dispute in the domestic 
trade as such. The fact that labor and management are here united 
in an effort to save our industry is the best pr oof that our labor-man- 
agement relations have reached a new high of maturity and of 
cooperation. 

Believe me, gentlemen, like all other employers, if the employers in 
this segment of the maritime industry could put the blame on labor, 
even the good ones, for the condition in which they find themselves, 
they would gladly do so. But I am sure the coastwise employers w ill 
tell you that the responsible seagoing unions have cooperated with them 
in every possible way to reduce costs, to eliminate featherbedding, to 
enable them to compete, to improve their safety conditions, to lower 
their feeding costs, and in many other w ays. To blame labor, gentle- 
nen, 1n this. connection, is an easy “out,” but it blinks the facts and 
dodges the problems. 

If Congress wants a domestic merchant marine manned by Amer- 
ican workers, it must insure that these workers be paid American 
wages and that they have American working conditions. Less than 
30 years ago, in the midst of a global depression, able-bodied American 
seamen were paid $55 to $62.50 a month. But Americans are not now 
available for employment in this hazardous industry for that kind 
of wage. Then, seamen were shanghaied by crimps, and were treated 
like slaves. They will no longer endure these practices. 1f the mer- 
chant marine cannot pay decent American wages, and provide decent 
working conditions, it cannot endure. 

At the present time, American deep-sea sailors are paid wages com- 
parable with those existing in other American industries. First, let 
me remind you that seamen are expressly excluded from the Fair 
Labor Standards Act. They are not paid in the main time and one- 
half for hours over 40 a week. Under our agreements, a day’s work 
is 8 hours, from 8 to 12 and from 1 to 5. That is for the day worker, 
If a seaman works before 8 a.m. or after 5 p.m., or on Saturday or 
Sunday, he is paid at a premium hourly rate, but this premium does 
not amount to time and one-half. For example, under the SIU 1956 
Freightship Agreement—and I take that particular agreement, Mr. 
Chairman, rather than the most recent one, because it is comparable 
to the last figures we were able to get from other industries; we were 
not able to get the most recent figures—the overtime rates for unli- 
censed personnel were as follows (sec. 21): 

All those receiving a basic wage of $322.72 or below will be paid overtime at 
the $1.60 rate. All those receiving a basic monthly wage of $529.06 or above, but 
not in excess of $375.61, will be paid overtime at the $2.06 rate. All those 
receiving a basic monthly wage of $382.24 or above will be paid overtime at the 
$2.10 rate. 

The first exhaustive study ever made of maritime wages was pub- 
lished by the Bureau of Labor Statistics in November 1958 and is 
entitled, “The Earnings and Employment of Seamen on U.S. Flag 
Ships.” I call your attention to table 1, which appears on page 4 of 
that report, and which sets forth the average earnings and employment 
of licensed and unlicensed seamen. According to the table, the average 
daily earnings of an able-bodied seaman in May 1957, including pre- 
mium pay and overtime, were $19.50. 
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The latest figures we have been able to obtain on the rates and earn- 
ings of nonsupervisory employees in other transportation industries 
is for the year 1957. For purposes of comparison, I have therefore 
used the rates as previously stated, and earnings for seafarers during 
that year. The earnings and rates available to me on other trans- 
portation industries are on an hourly basis. In our SIU agreements, 
however, the wages are set forth on a monthly basis. In our agree- 
ment which was in effect in 1957, wages of an able-bodied seaman 
were established at $336.73 a month. That was his basie pay for 
working 8 hours a day, 5 days a week. Now, I must reduce the 
monthly rate to an hourly rate so as to compare it with the rate in 
other transportation industries, which I have done as follows: If an 
employee works 40 hours a week for 52 weeks, he work 2,080 hours a 
year. Dividing that figure by 12 produces 173.3 hours a month as 
the average number of hours worked in each month at 40 a week. 
Then, dividing the aforesaid monthly wage of an able-bodied seaman, 
$336.73, by 173.3 hours, produces an average hourly rate of $1.943. 

Other hourly rates of seamen computed in the same manner are: 
Carpenters $2.32 (by way of comparison, in the District of Columbia, 
a carpenter is paid $3.675 an hour, and his overtime rate is double 
time) ; deck maintenance workers, $2.13 per hour; ordinary seamen, 
$1.51 per hour. 

As you know, a bosun is, in a sense, a kind of straw boss or leadman. 
Under the same freightship agreement, and using the same computa- 
tion, our bosuns were being paid, in 1957, $2.48 per hour. 

I would point out, Mr. Chairman, that people in attempting to 
break that down say, “Yes, but they get their meals.” The meals 
they are supplied are at a nominal cost. They average $1.60 or less 
a day and they are for the convenience not only of the employee but 
of the employer. 

I might point out, too, that they also furnish meals in jail as well, 
and when you are at sea on the ship a long time, it is not totally un- 
like jail. 

I would also like to supply for your files, a copy of our newest 
freightship rates, though we do not have a copy of the newest shore- 
side rates of those industries, to which I will refer later in this particu- 
lar report. 

Senator Bartiterr. We will be glad to receive that. 

Mr. Haw. In your consideration of seamen’s wages, please remem- 
ber that they are all engaged in a highly hazardous industry. You 
may recall just a few weeks ago, the SS Valley Forge went down in 
the China Seas, but for the grace of the good Lord they could have 
all been lost. But due to the high caliber of seamanship and crafts- 
manship which it took years to obtain, all of the crew were saved. 
This is not always the case. They are on call for 24 hours a day; 
they are required to be away from home for weeks, months, and some- 
times a year or a year and a half at a time, and by the very nature 
of the industry their movements and liberties are severely restricted. 
We cannot go to the barroom, the local movie, or anything else. This 
all adds to the hardship of the working sailor and is not compensated 
for in the figures I have recited for your benefit. 

According to the Bureau of Labor Statistics, the average hourly 
earnings of nonsupervisory workers on local railways and buslines is 
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$2.03 per hour for an average week of 45.7 hours. This, I point out 
again, parallels $1.94 for the able-bodied seamen. And I believe, 
though I do not have the actual facts, that those workers I have just 
referred to, shoreside, are paid time and a half for overtime. Accord- 
ing to the Bureau of Labor Statistics, the average hourly earnings 
of 1 nonsupervisory workers for class I railroads is $2.23 for an aver- 
age week of 42.4 hours. Ace ording to the Library of Congress, in the 
over-the-road trucking industry, the average hour ly rate for drivers 
is $2.32 per hour and for helpers $2.07 per hour for a 40-hour week. 

We are not here complaining about the wages of seamen in the 
coastwise trades. But while we are on the subject of wages, let me call 
your attention to the plight of other seamen than those to whom I 
have referred. Because of the fact that seamen are excluded from the 
Fair Labor Standards Act, there are thousands of them who work 
for small, local—but frequently interstate—water carriers who are 
paid less than the present minimum wage of $1 an hour, and who are 
required to work many more than 40 hours a week, and whose work- 
ing conditions, feeding, s sanitary, and social facilities are a disgrace 
to the United States. I give you an example: The Old Bay Line— 
also known I believe corporatewise as the ae Steam Packet 
Co. —which operates between Baltimore, the Nation’s Capital, and 
Norfolk, in 1958 paid its unlicensed men less than the minimum wage, 
In fact, it paid some of its employees, as their own records will indi- 
cate, less than 50 cents an hour, and required them to work 70 hours 
a week. Incidentally, this line is owned and operated for the profit 
of two large and wealthy railroad companies, the Seaboard Airline 
Railroad Co. and the Southern Railway. 

It is obvious, Mr. Chairman, that wages and labor relations are 
not the evils which have destroyed domestic shipping. 

The so-called rebuttal of the Commission also questioned my so- 
called partial casualty list of shipping companies which have fallen 
victim to the ICC’s power over coastwise and intercoastal shipping. 
I listed in that particular report 22 carriers as casualties. Before 
that hearing we had little opportunity to complete our research. The 
operators and the unions were obliged to rely largely on memory. 
Subsequently, we have been able to review the « “asualt y list. We have 
not been able to find any record of the Raritan Steamship Corp., which 
in effect made my report of that company previously an error. But 
all of the other 21 were casualties, and appended to my present state- 
ment is a more complete casualty list, consisting of 47 domestic car- 
riers whose ships have disappeared from the domestic trade under 
the regime of the ICC. 

There is one other statement in the rebuttal of the Interstate c om- 
merce Commission which I would lke to rebut. On page 2, the 
distinguished chairman of the Interstate Commerce Commission 
said— 

Nor has the affected industry on responsible levels ever seriously contended 
that the ICC was the focal point or cause of its deterioration since World War II. 
Mr. Chairman, that statement proves, far more effectively than any- 
thing I could say (1) that the ICC does not know anything about 
coastwise and intercoastal common carriers, and (2) it did not know 
anything about the hearing which was held by your committee on the 
subject of the Alaska bills. At that hearing you heard Mr. John L. 
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Weller, president of Seatrain Lines; Mr. W. Claude Farnell, Jr., vice 
president of Pan-Atlantic; and Mr. Daniel J. Seid, vice president of 
Coastwise Line. That is, top executives of these three particular 
remaining coastwise lines testified at your hearing, and told you the 
sad story of their decline, and, as I did, fixed the blame on the Inter- 
state Commerce Commission. 

Regardless of my statement and the Commission’s rebuttal, the 

roblems of the domestic water carriers have not been solved. Since 
May 5, 1959, the three remaining coastwise operators—only one on 
the west coast and two on the east coast—have moved dramatically 
closer to insolvency. ‘The reason for this accelerating failure of the 
domestic water carriers is that the railroads are taking their cargo 
away from them. And it is as simple as that. It is obvious, there- 
fore, that whoever is responsible for enabling the railroads to take 
away the cargo of these domestic water carriers, is responsible for the 
plight of those carriers. And who is responsible for enabling the 
railroads to prey upon the business of the domestic water carriers ‘ 
Clearly, it is the railroads themselves, who engage in predatory rate 
cutting, and the Commission, above all, which permits them to do so. 

Collusion is a strong and ugly word, and I used it in my discussion 
of the parts played by the Commission and the railroads in the destruc- 
tion of the domestic water carriers. Let me tell you about a recent 
case and see if you can find any other kinder word to describe what 
happened. And, I might say, Mr. Chairman, the way these things 
are described down on the docks and in the fo’e’sle of the ships is even 
a whole lot stronger than collusion because they know what the rail- 
roads have done to them. 

Coastwise Line is the only remaining coastwise carrier on the west 
coast. The northbound business which has recently kept it alive is 
the carriage of beer between California ports and Seattle, Wash. Its 
competition on the west coast is primarily the railroads which serve 
Seattle, Portland, Oregon, and the California ports. Quite recently, 
the railroads cut their own rate for hauling beer from Los Angeles to 
Portland, Oreg.—167 miles closer than Seattle. Now, this would 
seem to be a violation of the fourth section of the Interstate Commerce 
Act. Therefore, Coastwise Line filed a protest with the Board of 
Suspension, and sought the advice of the “fourth section” people in 
the Interstate Commerce Commission. The fourth section people 
said, yes, this appears to be a clear violation of the fourth section, 
and wired the railroads to that effect. The railroads wired back 
saying, in effect, yes, we have inadvertently violated the fourth sec- 
tion of the act. Meantime, gentlemen, the Board of Suspension had 
denied the protest of the Coastwise Line and had held the railroad 
rate to be legal. 


That is not only collusion, Mr. Chairman, that is clumsy and awk- 
ward and obvious collusion. 

I am happy to report that this particular awkward injustice was 
corrected, when Coastwise appealed from the Board of Suspension 
to the full Commission. I feel it incumbent to say that one reason, 
and I think the main reason why it was restored, this injustice, or 
made whole, was the very fact that the ICC itself knows of the great 
interest that this very committee here is now taking in this matter, and 


they know they can’t get by with the raw deals that they have in the 
past. It wasn’t altogether good faith. 
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It is frequently and correctly charged that American shipping com- 
panies are reactionary, that they cling to the slow- -paced past, that 
they are suspicious of improvement. Gener ally, it is true that ships 
are operated, and that they are loaded and unloaded, as they were 
generationsago. That isin theoffshore field. There are some notable 
exceptions recently. One is Grace Line which recently innovated 
an offshore package-type deal. 

There has been little mechanization and practically no automation 
in the maritime industry. Compared with other forms of transporta- 
tion, the shipping industry has lagged far behind. The causes of this 
failure to develop new methods and equipment, I might say, should 
also be thoroughly explored by this particular committee. 

But, gentlemen, these criticisms do not apply to the coastwise and 
intercoastal shipping companies. This segment of our industry has 
advanced far ahead of every other segment of this trade. It has de- 
veloped the roll-on-roll-off, and the lift-on-lift-off techniques and 
equipment. It has dev eloped a highly mechanical, safe, and efficient 
technology for the transportation “of goods and handling of cargo. 
But unfortunately it is precisely these most advanced, most progres- 
sive, most efficient shipping companies which are now being destroyed 
by the predatory rate cutting of the railroads, and which remain un- 
protected by the Interstate Commerce Commission. And all this in 
spite of this committee’s wise, farseeing, and often repeated trans- 
portation policy, which is designed to preserve all forms of transpor- 

tation required by our economy and our national defense. 

The National Academy of Sciences recently labored mightily and 
brought forth a mouse or perhaps we should say a w: alrus. It pub- 
lished a report entitled “The Role of the U.S. Merchant Marine in 
National Security.” The project was named “Project Walrus,” and 
this title is derived from the celebrated poem of Lewis Carroll in 
“Through the Looking Glass,” where it is written : 

“The time has come, the Walrus said, 
To talk of many things: 

Of shoes—and ships—and sealing wax, 
Of cabbages—and kings. 

And why the sea is boiling hot, 
And whether pigs have wings.” 





The report—and I might say it is in complete line with the Ameri- 
can Merchant Marine Institute’s position, which should be called the 
Foreign Flag Institute Association, or something more similar— 
turns out to be primarily a defense of the indefensible runaw ay-flag 
gimmick, which we will answer in another forum at another time. 
But if I may be permitted a moment of levity, we think the project 
should have been named “Project Oyster.” You will remember that 
the poem describes how the Walrus and the Carpenter enticed the fat 
oysters into going for a walk with them. The walk wound up witha 
juncheon at which the Walrus and the Carpenter ate the oysters, and 
the poem ends with the verse: 

“O, Oysters,” said the Carpenter, 
“You have had a pleasant run. 
Shall we be trotting home again?” 
But answer came there none— 


And this was scarcely odd because 
They’d eaten every one. 
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The eaten oysters, of course, are American shipping companies 
which are being consumed by runaway-flag competition, and in the 
coastal and domestic trades by the predatory practices of the rail- 
roads, with the connivance, consent, support, and help of the ICC. 

But the “Walrus report” does set forth some interesting facts. It 
points out—page 51—that in the United States there are 250,000 quali- 
fied and documented seamen, of whom only 51,000, or about one-fifth, 
licensed and unlicensed, are now employed. It also points out—page 
45—that the merchant marine is most likely to be “the least damaged 
transportation medium,” in the event of general war. 

It is obvious that nuclear attacks could quickly immobilize railroads 
and trucking operations and, as the report points out at considerable 
length, after a surprise attack our main reliance would have to be 
on the merchant marine. 

But, gentlemen, at present we lack the capacity to move more than a 
tiny fraction of the men and materiel which would have to be moved 
by ships in the event of general war. : or example, if the State of 
Alaska were attacked—as it was by the Japanese in World War II— 
there is at present only one common carrier coastwise ship in operation 
on the Pacific coast. There is no railroad operating between the west 
coast and Alaska. Trucking operations between the Northwest and 
Alaska, which are minimal in peacetime, could be halted suddenly by 
minor bombing of the Alean Highway. Therefore, unless the Gov- 
ernment commandeered all west coast ships, thereby completely dis- 
rupting our commerce with and defense of Hawaii and the Far East, 
we would be pitifully incompetent to move either men or materiel to 
Alaska. The same thing is true on the Atlantic and gulf coasts where 
only 10 coastwise ships are now in operation. ‘The ‘lack of ships, of 
seamen, and shipyard facilities, all of which are the results of the 
decay of our merchant marine, would paralyze mobilization, and the 
movement of men, supplies, and equipment, between any two ports of 
our homeland. This decay, this disappearance of shipping from the 
seas, may provide some short-term profit for the railroads, but it is 
monumental folly so far as our economy is concerned, and it is suicidal 
so far as our national defense is concerned. 

Gentlemen, you have a question to answer which is of vital impor- 
tance to our economy and our national defense. It is a simple question. 
It is: Do you want the coast wise and intercoastal shipping industry to 
survive? It cannot survive under existing conditions. It can only 
survive if you take some positive action to preserve it against the 
depredations and raiding and tearing down of the railroads. As we 
talk here the last three coastwise lines are failing rapidly, and are 
doomed to die in the near and foreseeable future. 

If you want the domestic industry to survive, you must stop the 
rate war. Legislation now pending will improve the situation of 
the domestic carriers. I refer to the bills S. 1881, S. 3047, and S. 3048, 
introduced by the distinguished chairman of this committee, all of 
which we endorse. 

We believe that a reasonable differential between the rates of rail 

carriers and water carriers should be established by law, and enforced 
by the ICC. And we further believe that without such statutory 
differential the domestic water industr v is dead. 
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We believe that if the railroad rate war is stopped, the domestic 
carriers can survive. But if it is not stopped, they cannot. survive 
unless Congress provides them with both a construction and an operat- 
ing subsidy. In other words, we most sincerely believe that Congress 
must make a choice between the death of the domestic carrier s, the halt- 
ing of the predatory railroad rate war, or, the alternative, ‘complete 
subsidy for the coastwise and intercoastal carriers. 

Top executives of the domestic carriers are scheduled to appear be- 
fore you in this hearing, and they will document with specific cases 
and much evidence the points that I have stated. I understand that 
they are prepared to discuss with you and this committee the techni- 

alities involved in the ratemaking process, the particular problems 
which beset. them, and the remedies which from experience they pro- 
pose and feel that they need. 

In behalf of management and labor I thank you for this opportunity 
to appear before you, for the courteous attention I have received, and 
especially for your deep and continuing interest in maritime problems. 


(Tables follow :) 


EMPLOYMENT, Hours, AND EARNINGS 
Class I railroads’ (SSB industry 4011, in part) 


{Includes all class I line-haul railroad companies regulated by the Interstate Commerce Commission. 
Class | railroads include those with over $1,000,000 annual revenue, Switching and terminal companies 
are excluded] 


Production or nonsupervisory employees ? 


Year and month | Allemployee s| | 

(thousands) | Average | Average Average 

weekly weekly | hourly 

earnings hours earnings 
eR Ahn ee ee 1, 275.9 | $70.93 | 41.0 $1.7 
1952 ee ee . vabnkl 1, 226. 2 | 74, 30 40.6 | 1. 83 
1951—January...........-. i et eee 1, 254. 1 66. 68 42.2 | 1. 58 
February......-...------- 1, 253.1 | 68. 39 | 41.2 | 1. 66 
March -__- 1, 274.2 | 70. 39 41.9 1. 68 
BT ne oo , a : 1, 286.8 | 69. 60 40.7 1.71 
WS ee Pas kad dak oe hed 1, 290.0 | 70. 69 | 41.1 1.72 
June -- csanwel 1, 295. 71. 98 41.1 | 1. 7 
wun. 5.x ae ; 1, 295.9 | 71.15 40. 2 | 1.77 
August____- ; Socewe sansa! 1, 297.1 | 73. 43 a3 | 1.7 
September ___---- a 1, 286. 7 | 69. 99 39.1 | 1.79 
October 4 emis ue taal 1,271.2 | 73. 68 | 42.1 | 1.75 
November. . See, 1, 258. 2 72. 98 41.0 1. 78 
December__ 1, 247.3 | 71. 28 39.6 1. 80 
1952—January-.__. 1, 223. 1 75. 06 41.7 1. 80 
February 1, 218.0 75. 58 41.3 1. 83 
March_. 1, 221.1 72. 76 40. 2 | 1. 81 
a a 1, 230.0 74. 11 | 41.4 1.79 
May 1, 242. 9 | 71. 82 39.9 1. 80 
June 1, 225.1 72. 25 | 39. 7 | 1, 82 
July a 1, 183. 6 73. 02 39.9 1. 83 
Sent rere Just 1, 221.5 | 74.19 | 40.1 | 1. 85 
September 1, 237.8 76. 26 41.0 | 1. 86 
October 1, 249.9 | 77. 52 41.9 1. 85 
November othe he ethes i 1, 238. 8 | 74, 29 | 39. 1 1. 90 
December 1, 222.7 76. 30 49.8 | 1. 87 
1953—A verage____ 1, 206.5 | 76. 33 40.6 | 1. 88 
January -_. 1,195. 5 | 74. 61 39.9 1. 87 
February - 1, 184. 8 | 76. 95 40.5 1.90 
March__. 1, 188. 5 75. 30 40.7 | 1. 85 
April__. 1, 204.9 76. 82 41.3 1. 86 
May. 1,217.5 | 74. 43 39.8 1. 87 
June -- 1, 229. 2 | 77. 75 41.8 1. 86 
July 1, 238. 8 | 78. 31 42.1 1. 86 
August 1, 236. 7 75. 36 | 40.3 | 1, 87 
September | 1, 224. 3 | 76. 33 40.6 | 1, 88 
October 1,214.6 77. 30 40.9 1. 89 
November 1, 188.0 76. 04 39. 4 1. 93 
December---- 1, 155. 1 76. 78 | 40. 2 1.91 


See footnotes at end of table. 
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Class I railroads* (SSB industry 4011, in part)—Continued 


| ; . , 
Production or nonsupervisory employees 2 


Year and month Allemployees 

| (thousands) Average Average Average 

weekly weekly hourly 

earnings hours earnings 
1954- Average-.--- : j a ear 1, 064. 6 78. 74 40. > 1. 93 
January -- 1, 108. 0 75. 08 38. 7 1.94 
February - 1, 084. 1 79. 18 40.4 1. 96 
March......- ins 1, 059. 6 78. 66 41.4 1. 90 
April... 1, 052. 4 78. 50 41.1 1.91 
paey.... 1, 062. 4 76. 05 39.2 1.94 
June. -- 1, 074.7 79. 84 41.8 1.91 
omiy...- . | 1, 078. 2 77. 59 40.2 1. 93 
August--- | 1,070. 7 79. 10 41.2 1. 92 
September - 1, 064. 0 80. 32 41.4 1. 94 
October 1,055. 1 73. 38 40. 4 1. 94 
November - - 1, 036. 7 80. 90 41.7 1. 94 
December. .- 1, 029. 2 81. 64 42.3 1.93 
1955—A verage-. 1, 057.2 | 82. 12 | 41.9 1. 96 
January ---- | 1,009. 4 | 78. 78 40.4 1.95 
February - - Pe 1, 005. 8 83. 36 | 42.1 | 1. 98 
March. -.--. = 1,010.6 80. 64 42.0) 1. 92 
April_--- : 1,011.8 79. 93 41.2 1. 94 
cdc caciee = a 1, 052. 9 80. 12 41.3 1. 94 
a ae en cen 1, 080. 1 82. 64 42.6 1.94 
| ee aiaiodkicnss 1,091.4 81.14 41.4 1. 96 
August....... ; ine nas 1, 096. 7 83. 61 43. 1 1. 94 
September- -.- - -- ee ee 1, 092. 4 83. 07 42.6 1.95 
ee , 1, 086.9 81. 58 41.2 1.98 
November. ..-- - as - | 1, 078.0 84. 35 | 42.6 1. 98 
December...--- oe a geil 1, 070.8 86. 31 41.9 2. 06 
1956—A verage-_-- 1, 042.6 88. 40 41.7 2.12 
January -..-- ‘ 1,045.8 86. 73 41.3 2. 10 
February 1, 041.5 89. 89 42.4 2. 12 
March eee ‘ae 1, 041.2 87.78 | 41.8 2.10 
Rar sa dehi: camwtn adage ; 1, 049. 0 86. 51 41.0 2.11 
 — . 1, 063. 4 88. 41 42.3 | 2.09 
NS oatice pudathgutacsae | 1, 076.1 | 87.78 41.6 2. 11 
tse ge Sueadines see ho | 1, 031.7 | 85. 67 | 40.6 2.11 
August__- owe — — 1, 036. 9 | 88. 83 | 42.5 2. 09 
September. _- 1, 040.8 87. 10 40.7 | 2.14 
October. oe 1, 041.1 89. 46 42.6 2.10 
November. - -- | 1, 027.7 92. 20 42.1 2.19 
December-. 1, 016.0 90. 61 41.0 £5 
1957—A verage. ___-- be Se | 984.8 94, 24 41.7 2. 26 
January de eden an aagia gages 4 | 995. 3 | 93. 08 42.5 | 2. 19 
February. - ------ inc bnigal 987. 1 94. 53 | 42.2 2. 24 
March paee trae ; | 987.8 | 89. 98 40.9 2. 20 
Pitching teen shaonsuongua 991. 4 | 92. 82 42.0 | 2. 21 
May. of 1, 003. 4 | 94. 55 40.4 2.31 
June. -...- a 1,010.1 | 93. 07 41.0 | 2. 27 
July 1,007.9 | 95. 42 42.6 | 2. 24 
August ‘ | 1, 006. 5 95. 60 | 42.3 | 2. 26 
September. - incees ---| 994. 8 | 93. 71 41.1 | 2. 28 
October -_ 974. 5 94. 95 42.2 2. 25 
November. -- ‘ 939. 6 98. 16 40.9 2. 40 
December 918.9 97.92 | 40.8 2. 40 
1958—January | 884.1 | 99.01 | 41.6 | 2. 38 
February | 861.9 101. 26 41.5 2. 44 


1 Data are based upon reports summarized in the M-300 report by the Interstate Commerce Commission 
and relate to employment at middle of month; averages are based upon monthly data (exclusive of switch- 
ing and terminal companies) and relate to all employees who received pay during the month, except execu- 
tives, officials, and staff assistants (ICC group I). 

* Number not available. 


Note.—Data are based upon reports s'tmmarized in the M-300 report by the Interstate Commerce Com- 
mission and relate to employment at middle of month; averages are based upon monthly data (excl sive 
of switching and terminal companies) and relate to all emplovees who received pay during the month, 
except executives, officials, and staff assistants (ICC group I). Beginning January 1956, data includes 
only railroads having annual operating revenues of $3,000,000 or more. Tiis class formerly inelided all 
railroads having annual operating revenues of $1,000,000 or more. 


Source: U.S. Department of Labor, Bureau of Labor Statistics—issued July 1958. 
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Locat railways and buslines (SSB major group 41) 


[Includes systems primarily engaged in operating street, suburban, and interurban railways (including 
elevated and subway lines), and city and suburban motorbus and trolley-bus lines] 


) ccc 


| Nonsupervisory employees ! 











|} All employ- Pi Aan sob PERRIS ROT 

Year and month |; ees! (in | | = 

thousands) | Average Average Average 

weekly | weekly | hourly 

earnings | hours | earnings 
——— —_—| | —— ——|————————|—__—__. 
NR ore oh ee nn cas baegene Eaaaaee ead aaa $72. 23 | 46.3 | $1.56 
RU CE rath asa aceneekebdale 76. 56 | 46.4 | 165 
1951 —January-- 5 cendpame se} 70. 23 | 45.9 | 183 
February . odapon) 70. 84 | 46.0 1.4 
March - se 70. 38 | 45.7 | 1.54 
April-_-- 71.15 | 45.9 | 1.55 
MEME oc bdiee ns caccddedeesendeead 72. 08 46.5 | 1.55 
June. ...--------------------------------- 73.01 | 46.8 | 1.56 
Fag... 73.01 46.5 1.57 
August-. 72. 53 | 46.2 | 1.57 
September - -- 73. 30 | 46.1 | 1.59 
October | 73. 46 | 46.2 | 1.59 
November | 73.15 46.3 | 1.58 
December- | > | 75.21 | 47.6 1.38 
1952—January-- 37.2 | 73. 78 46. 4 | 1.59 
February 36.8 | 73. 47 46.5 | 1 ie 
March 135.2 | 75.03 46.6 | 1.61 
April. 134. 1 | 74. 22 | 46.1 | 161 

May 132. 3 | 75.98 | 46.9 | 8 

June i | 132. 6 | 76.77 | 47.1 | 1.63 
July... 133.1 | 78. 32 | 46.9 | 167 
August 132.6 | 78.49 | 47.0 | 1 67 
September 131.8 | 77.74 | 46.0 | 1. 69 
October 130.7 | 77. 57 45.9 1, 69 
November | 130.6 | 77. 81 45.5 1.71 
December... | 130. 5 738. 66 | 46.0 1.71 

1953— A verage 3 129.1 | 277.12 | 245.1 1.71 
January 123.7 | 74. 20 44.7 | 1. 66 
February 129.3 | 75. 82 45.4 | 1.67 
March_. . s : 128.9 | 75. 99 45.5 1.67 
April..... | 128.8 | 76. 78 45.7 1. 68 

May | 129.1 | 78. OS 46. 2 1. 69 

June cites 129. 8 | 78. 37 | 46.1 | 1.70 

Fale. .ts 5s sae 129.8 | 77.92 | 45.3 | 1.72 
August 128.7 | 77.40 | 45.0 1.72 
September 128. 4 | 78. 13 | 44.9 1.74 
October | 130.8 77. 53 44.3 1.75 
November : : | 130.7 | 77.18 44. | 1.7 

De ember | 130.7 | 77.43 44.5 | 1.74 

1954— A verage ] 126.4 | 78.19 43.2 1.81 
January | 130.4 | 78. 5Y 44.4 17 
February : 130.4 77.2 43.4 1.78 
March wan ar 130.3 | 77.33 43.2 | 1.79 
April . | 129.9 77. 58 43. 1 Ly 

May | 127.7 } 77.94 43.3 | Ls 

June 126.6 | 79. 10 43.7 1.81 

July 125.9 | 78. 51 $2.9 | 1.8 
August 124.8 | 78. 26 43.0) 1.82 
September | 124.0 | 78.14 12.7 | 1.8% 
October 123.0 | 78. 32 | 42.8 | 1. 
November 121.9 77.738 42.5 18 
December 121.3 79. 49 43.2 | 1M 

1955— A verage | 116.1 SO. 60 43.1 Lg 
January 120.3 78. 63 42.5 1. 8 
February re 119. 6 79. 37 42.9 1.8 
March . : ; | 118.9 | 79. 18 42.8 1.8 
April ; | 118, 2 | 79. 98 43.0) 1. 

May -| 118.3 | 80. 54 43.3 1.& 

June 117.2 82.09 | 43.9 1.8 

July 111.3 | 81. 22 | 43.2 | 1.8 
August ‘ wad] 112.1 | 81. 40 | 43.3 1.88 
September bossactinedtl 115.2 | 81.70 | 43.0 | 1.0 
October 3 item 114.3 80. 56 | 42.4 1.# 
November vai 2.245 s | 113.9 | R150 42.9 1.0 
PUNO Ss istics sill. aeeue és 113.7 | 83. 03 43.7 | 1. 


See footnotes at end of table. 
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Local railways and buslines (SSB major group 41)—Continued 


| 
Nonsupervisory employees ! 
| | 
iol Allem- |— — -——_— —-— 
Year and month ployees! | 


| 

es a Average | Average Average 

(in thousands) weekly | weekly hourly 

| earnings | hours | earnings 
= be . : Saabs = Rea ; 
1956—A verage...---- er Sh es soak | 109.5 | 84. 48 | 43.1 1. 96 
PRT cick ow dense 5 ® 113. 2 | 31. 60 | 42.5 | 1.92 
February Sain mete ; 110.7 | 82. 60 | 42.8 1. 93 
March... “ike 112.4 | 83. 23 | 12.9 | 1. 94 
Arell......- Shee aan ‘ 111.7 | $3. 27 | 2.7 | 1.95 
Wray... aiden — onl 110.9 | 84. 83 13.5 | 1.95 
PUR 2 3 <tc dacccee oases 110. 2 | 85.85 | 43.8 | 1. 96 
July : i ; 109. 1 85.73 | 43.3 | 1.98 
August rita | 108.5 85.30 | 43.3 | 1.97 
September : 7 : 108. 0 85. 14 43.0 | 1. 98 
October ‘ 106.9 | 85. 54 | 43.2 1.98 
November ee - | 106. 1 85. 97 | 43. 2 | 1. 99 
December ; Baal 105.8 | 86. 80 43.4 2. 00 
1957—A verage . - ---- =~ 103. 6 | 88. 56 | 43.2 | 2.05 
January ae 105.1 | 86. 86 43.0 2.02 
February Shey 105. 1 | 86. 25 | 42.7 | 2. 02 
March- _. ace | 104.9 86. 66 42.9 | 2. 02 
April : 104. 6 | 87. 29 13.0 | 2.03 
Eee | 104. 5 | 88. 71 43.7 | 2.03 
I tg Se . 104.0 | 89. 96 | 44.1 | 2.04 
I a ac chk nso mpi nein Peed | 103. 6 | 90. 02 43.7 | 2. 06 
a a cats | 103. 5 | 89. 40 | 43.4 | 2. 06 
September. .....-.---.- _ 103. 3 90.05 | 43.5 2. 07 
OM 35 ee ke ceeded 103.0 | 89.01 | 43.0 | 2.07 
November... ---- ; aie a2 a 101.0 88. 80 12.9 2.07 
December : oa | 101.1 89. 65 43.1 | 2. 08 
19§8—January - ae 100.9 88. 61 42.6 | 2.08 
February. - dart 101.6 | 88. 83 42.5 | 2.09 


1 


| Data are based upon reports from cooperating establishments covering both full-and part-time employees 
who worked during, or received pay for, any part of the pay period ending nearest the 15th of the month. 
This employment series has been adjusted to the Ist quarter 1955 benchmark level indicated by data from 
Government social insurance programs. All data are comparable with the series prior to 1951 which have 
been adjusted to Ist quarter 1951 benchmarks. The few exceptions, occurring principally in years prior to 
1951, are noted. JIlours and earnings data relate only to nonsupervisory employees and working super- 
visors. 

? Beginning January 1953, data include only privately operated establishments. Prior to 1953, data 
included both privately and Governme nt-operated establishments. Data comparable with the earlier 
series for the Ist quarter of 1953 are: January, $76.01, 44.5, $1.71; February, $76.61, 44.8, $1.71; March, $76.78 
44.9, $1.71. 


Source: U.S. Department of Labor, Bureau of Labor Statistics, issued June 1956. 

Nore. Data are based upon reports from cooperating establishments covering both full- and part-time 
employees who worked during or received pay for, any part of the pay period ending nearest the 15th of the 
month. These employment series have been adjusted to Ist quarter 1957 benchmark levels indicated by 
data from Government social insurance programs and are comparable with series for prior years adjusted 
to earlier benchinarks except when specifically footnoted. Jlours and earnings data pertain only to non- 
supervisory workers. Data for 1957 and later years are subject to revision when new benchmarks become 
available. 


Mr. Has. In closing I would like to make a little point. I like 
to sometimes draw on an analogy to make a point, sometimes being 
at a loss for words. 

This particular situation is something which reminds me of a play 
which I saw some time ago. We do a lot of talking about this busi- 
ness of the elimination of this industry and coastal and intercoastal 
trade, but nothing has been done about it. 

Some years ago I saw a play by that great author, Ben Hecht, and 
the name of it was “A Flag Is Born.” ‘Tt was a story of the history 
of Israel. In this particular play an old rabbi stood before the world 
court and he pleaded the case of himself and of the Jew. He said 
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to this world court, “We are in serious trouble and you must help 
us.” And the head of this court said to him, “Rabbi, you don’t have 
unything to worry about. We have it all set up. We have got you 
on the agenda. So you go on home and worry no more. You have 
made the agenda.” 

This old rabbi said, “Listen, I have been on your agenda for 2,000 
years, Mister, and I am still being burned, my people are still being 
destroyed, and being on this agenda is no relief to us at all.” 

The parallel is obvious. We have been on the : agenda in this coastal 
traffic an awfully long time. It is not simply a case of hurting the 
economic situation of this industry, the preservation of a vital part 
of our transportation industry, the preservation of a vital section of 
our defense industry and our total country setup, but also there is a 
human factor, and that is one of the main sides of the side that I 
represent, and that is those sailors who are out of a living, the same 
sailor who during the war was promised so much and who lost, as 
you know, the highest percentage of casualties even of any branch 
of the armed services 

They have been put on the beach by the thousands and thousands, 
particularly along the west and east coasts. It seems to me, Mr. 
Chairman, that it is about time all of us recognize these facts. The 
courts are full, the records are full of what this ICC has done, and 
is doing today. 

I would urge very strongly that something be done and as imme- 
diately as possible. In closing I would like to thank all of you very 
much for this time and this attention. 

Thank you, sir. 

Senator Barrierr. Mr. Hall, you have made a moving and eloquent 
and useful statement, and the committee is obligated to you. 

A few questions from me and probably more from the staff mem- 
bers, Mr. Hall. 

You referred to the figure of $1.60 for meals. Was that per meal 
or per day ? 

Mr. Hau. Per day, sir. 

Senator Barrietr. And no charge made, of course, for bunks? 

Mr. Hau. No, sir. 

That is the mean average. They are higher and lower. But across 
the board today the average would run around, give or take 5 cents, 
$1.60 per day. 

Senator Barrierr. What retirement arrangements are made for 
seamen? Social security / 

Mr. Hauu. We have social security, of course. We also are covered 
by collective bargaining contracts pertaining to retirement. They 

vary in amounts, depending on the organization involved and the 
particular collective bargaining agreement. 

Senator Barrierr. Could you compare those benefits in a general 
way, even a very general way, with benefits granted under the Rail- 
road Retirement Act? 

Mr. Hatu. They are not so large as to pension, but to be perfectly 
honest with it, they are not contributory. They are noncontributory, 
whereas we know under the R: lilway Labor Act they are contributory. 

Senator Bartierr. What is the retirement age ? 

Mr. Hauu. The retirement age is 65. 
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Senator Barrterr. After how many years of service ? 

Mr. Haui. Ranging from 12 to : 20) years of service, depending on 
the particular organization which you are in. That is, service, 1f I 
may say so, meaning actual sea time. The —_ time on the ship. 
And it is impossible to work a full year in a year as a seaman. 

Senator Barrierr. This sad situation w hich you have described, this 
decline in the coastal and the intercoastal trade, has taken place with- 
out any intervention or interference from foreign- flag carriers ? 

Mr. Haw. True. 

Senator Barrierr. This is just a competitive situation among the 
U.S. steamship lines, railroads, and trucks ? 

Mr. Hau. Precisely. 

Senator Barrierr. It is one case we can't blame on the foreigners? 

Mr. Hau. No; the foreigner has in this particular case nothing to do 
with this partic ular matter. 

Senator Barrterr. You mentioned the working conditions and the 
pay on the old Bay Line. Are those seamen or eanized ? 

Mr. Hau. No, sir; they are not. 

Senator Bartierr. Are there many other seamen in any of these 
trades who are unorganized / 

Mr. Hau. There are many in similar operations. I might say, 
Senator, with regard to old Bay, they were on strike for 6 months, a 
legitimate strike. They were held guilty of unfair labor charges, but 
they were able to deny the seamen the protective rights and wages and 
conditions because they had that large fatback of the railroad com- 
panies to fall back on, while they had already cut off the hind sides 
of the shipping companies in the domestic trade. If it had not been 
for this, they would have been required to pay decent wages 

Senator Barrierr. Mr. Hall, you spoke about the carriage of beer 
between California and the State of W ashington, and mentioned that 
the railroad rate had been cut unfairly. It is vour conviction, as I 
understand it, that this would never have been corrected had not this 
whole subject been under prospective review by this committee ? 

Mr. Hauy. I am convinced of it, and Iam further convinced that the 
record of this whole matter will substantiate that feeling and position. 

Senator BartLerr. Why do you believe it is, as you have stated, and 
I quote from your own words, “ Ships are operated and they are loaded 
and unloaded as they were generations ago, and the shipping com- 
panies cling to the slow- paced | past and are suspicious of improvement. 

Why do you think that has been the case ? 

Mr. Hatu. It is a historical fact that the maritime industry, f from 
the point of management—and of course labor must accept its part of 
the responsibility—has been slow to adopt many things in this indus- 
try. Part of this is because of the split interest of the groups. 

For ex: ample, the American Merchant Marine Institute is primarily 
an organization that is supposed to represent the voice of the American 
industry, but instead of doing this, their announced purpose, they are 
instead announcing and taking the position in favor of the foreign-flag 
operation. 

Further, we find various operators who would like to join labor- 
management groups. They are primarily interested only in the preser- 

ration of subsidy. This is the industry from which I come. But 
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where we are critical of the railroads, and honestly so, I think that 
we also should be subject to criticism on some points ourselves. 

Take these types of points and put them across the field, and you 
will find the shipping industry by and large, from the management 
end, in many sections, those who are not blinded by greed are blinded 
by incompetency. They are not bold, they are not farsighted. They 
have not mov ed nearly so fast as in other industries. : 

However, in all fairness to this industry, I think that today the 
thing looks much better. I think that the Grace Line development, for 
example, where the first container operation offshore has been put into 
effect, is a tremendous thing. 

You must remember this, Senator, if I may elaborate: that the trade 
union movement in the maritime industry was the last part remaining 
of the jungle. We have been badly, badly mistreated by management. 
There have been many bloody, long, and brutal strikes. There were 
strikes of months and months in which people were machinegunned 
and tear gassed and which in the final analysis no wage increase was 
won. 

Therefore, it must also be recognized that, because of this fact, quite 
often on the improvement by automation or things of this nature, there 
has not always been the degree of cooperation between the two groups, 
in my opinion, that there should be. 

However, this situation has ch: inged considerably, and IT think that 
the statement that I have presented indicates that certainly in this one 
area, I am happy to tell you, that in the coastwise operation that not 
only one segment but every segment of labor for sometime now has 
been working fully with those particular operators involved. 

We have helped them to institute new systems. They could not 
have done it by themselves. The containerization program alone was 
a great problem for the American longshore worker. But he ac- 
cepted it, even though it meant less jobs for less people. He accepted 
it. And even though it meant less jobs for us, we have accepted it. 

This I think is an indication, as I have said previously, of maturity, 
of a growing feeling of responsibility. But in our attempt to do this, 
to preserve this industry, then to shoot us in the back of the head like 
the railroads and the ICC are doing, is an absolutely intolerable, un- 
forgivable, and unthinkable situation. 

Senator Bartietr. Do a substantial number of the members of your 
union, for ex ample, get. work for 52 weeks a year ? 

Mr. Hau. The average sailor does not work a full year. There 
are some who do, and some who do not. If you average it out you 
will probably find that it will run somewhere in the neighborhood of 
9 months. Again I point out the peculiarity and the uniqueness of 
the trade in which we live is of such a type that if any of the fellows 
wanted to stay home with their families just for a short while, it is 
quite necessary or at least at times it is, to get off of a vessel. Then 
to ship back out takes some time. 

The average human being—in spite of what some people think, the 
average sailor is an average human being, after 6 weeks away from 
home likes to spend a week with his wife and with his children. This 
means that in between vessels he is unemployed. So he never, in the 
main, gets a full year’s employment for that reason. 
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Senator Bartiett. Then when he has visited at home and done all 
the errands that can be found there and wants to go to sea again, he 
can’t go out at the moment that he wants to ¢ 

Mr. Haun. At times it is very difficult; very difficult. 

Senator Barrietr. Under existing conditions would you have an 
answer to this question: Can a railroad take a ton of freight cheaper 
from New York to New Orleans than a steamship ? 

Mr. Haru. If you base it on legitimate cost, legitimate cost, water 
transportation is the cheapest in the world. If you can’t do it, if you 
are going to let one fellow operate for no profit or below cost, simply to 
cut the other fellow’s fleet, it is impossible. 

Senator Bartietr. Do you mean beneath cost on certain items ? 

Mr. Hari. On certain commodities. 

I might say, Senator, that some of the operators are going to spell 
those things out. I know in the last hearing and in subsequent discus- 
sions it was amazing to me, and I knew how bad the ICC and the rail- 
roads were, but it was a shocking thing to me, and let me tell you it 
takes an awful lot to shock me—to find out exactly what these guys 
had done. They had just cut these peoples’ throat from ear to ear, 
without even blinking about it, without any consideration at all. 

Senator Barrtert. Why do you think the ICC permitted this 

Mr. Hatt. I have an opinion. Because firstly they are ae the 
control of the railroads. The railroad is the ICC, and the ICC is the 
railroad. I think a study of the makeup of the ICC is self-explana- 
tory. I don’t think there is anybody at the top level of the ICC who 
has any concept of the problems of our industry, or any desire to 
help our industry. Absolutely to the contrary, they are railroad 
satellites as far as I am concerned. Nothing more, and nothing less 
than just that. 

Senator Bartterr. The ICC has been in charge, regular charge of 
this regulatory trade since 1940? 

Mr. Hatz. That is correct. 

Senator Barrierr. What is the situation with respect to the coastal 
and intercoastal trades say from 1920 to 1940? 

Mr. Haut. In that period of time this was the principal area of 
employment for the American sailor, and also it was that principal 
region and area where the great reserve fleet of the U.S. merchant 
marine lay and operated. It was this fleet which was used as a stop- 
gap emergency pending the development of a wartime fleet. 

There were tens of thousands of jobs involved. But if you recall, 
starting with 1939, with the emergency, and later the war, with the 
inception of the ICC control in 1940, with the pulling out of this 
coastal and intercoastal fleet for an emergency reason—which was 
a good and sound reason and which in fact in my opinion as a sailor, 
a professional sailor, I could not say otherwise, did in fact save this 
country in that war—then when in 1940 the ICC came in they were 
then able to take and hold the position, after getting it, to prevent 
the institution of this service by the very method and tec hniques which 
we have discussed and described here today, by allowing the railroad 
to cutthroat, and the prevention of these companies resuming their 
normal operations in a normal method and in a normal manner. 

Senator Bartrierr. Did you say that we now have about a quarter of 
a million seamen ? 
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Mr. Hau. There are a quarter million seamen who are valid, legiti- 
mate sailors in the sense of being certificated, qualified seamen. 

Senator Barrierr. Of that number, only about 51,000 are em- 
ployed / 

Mr. Hauty. Between 50,000 and 60,000 of them have jobs. 

Senator Barrierr. Let me ask you this, Mr. Hall: How many of 
the remaining 200,000 will drift away from the sea entirely and not 
be available for service again if they are needed / 

Mr. Hau. There are a considerable number who drift away. Some 
of them might return, some of them might not return. This is also 
one of the hazards of the depletion of this industry. Because where 
you take years to make a craftsman—and it takes years to make a 
craftsman on the ship—it takes 3 years actual sea service to be certi- 
tied as an able-bodied sailor. 

Senator Barrierr. Three years ? 

Mr. Hatu. Three years at sea; not in port or in an office, but at 
sea ona ship. It takes 3 3 years to make an AB, and it takes six AB’s 
tomanaship,asa minimum. This does not apply to the sailor alone; 
it applies to the boilermaker, machinist, and all types and desc rip- 
tions. One of the dangers of this is that by this kind of activity all 
these skilled crafts are being lost. 

I sailed all during the war as an active sailor. I remember during 
the war how difficult it was for the Government to get people, par- 
ticularly in the shipyards, and I am sure that all of you gentlemen do, 
too. Now they have developed or had developed in this country a 
pretty good group of craftsmen. This is another contributing factor 
to what makes it a bad situation, what the ICC is doing in destroyi ing 
this group of craftsmen. 

Senator Bartierr. On the last page of your statement, Mr. Hall, 
you made certain recommendations for remedial action. If all of 
those recommendations were adopted, in your opinion would they 
suffice to restore order to this industry and to rehabilitate it? 

Mr. Hatt. In my opinion they would. It would certainly put this 
industry in a better shape to compete and to live. And one good thing, 
Senator, I think about this industry, from the point of management— 
and I am not generally a promanagement fellow; I have never met a 
sailor who really was, who loved the shipowner—but I do believe that 
the position of the shipowner in this trade has been one of a fair 
nature. They have not asked for unfair advantages. I think that 
their position and our position in support of these bills is a fair and 
equitable position. I believe if it is passed it will very well turn the 
trick, or at least allow them an opportunity to compete. 

Senator Barrterr. I am not quite clear on one point, and that is if 
nothing else did the job, would your recommendations go so far as to 
be for construction and operating subsidies? 

Mr. Haru. My feeling is that with the burden on the American tax- 
payer as it is, that this should be i in the final analysis the last thing 
to do, But I think that it requires a decision. First, assuming that 
we need a coastal and intercoastal fleet for the various reasons we have 
described, then if the responsible parties are going to allow the rail- 
roads, by this cutthroating, to biedity destroy this segment of industry, 
then in the final analysis for national defense alone you must then 
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resort to subsidy, although, very frankly, nobody has asked or pressed 
for it; nobody would even like to see it. 

I think again, Senator, that this underlines emphatically the fair- 
ness of the position of the industry in which we are. All we want— 
and I say “we” meaning all of us—is just a chance to compete without 
being shot in the head all of the time. 

Senator Barrierr. However, your statement about what might 
happen, for example, in my own State of Alaska, in the event of war 
is In my opinion absolutely correct. There are not enough ships avail- 
able to service that State should war come. If it were to happen, then 
we might put in hundreds of millions of dollars all in a hurry, and 
perhaps most inefficiently, and no one would begrudge the cost of 
that expenditure at all. 

Your plea, as I understand it, that now, while we have time to plan, 
time to do the job correctly, we restore our coastal and intercoastal 
fleet and cause them to operate efficiently, competitive, and yet with a 
fair break. 

Mr. Hatu. Precisely. 

Senator Barrierr. Mr. Barton? 

Mr. Barron. Thank you, Senator. 

Mr. Hall, you mentioned the increasing efficiency that had been 
brought about by the cooperation of the unions and management in 
the coastwise and intercoastal shipping industry. Do you have any 
figures which show the relative decrease in costs of handling certain 
units of traffic 7 

Mr. Hauu. Yes. Ican get them. I don’t have them with me. These 
figures are subject to variation by, say, 5 percent. Thanks to the fore- 
sight of these new types of operations, the cargo production, for ex- 
ample, per hour, has increased from an average of 35 tons to 150 tons 
per hour, at less cost for the high figure than it had been for the low 
figure. What I am saying is that in cargo handling alone—I will get 
to the ship in a moment—in the cargo handling alone, for example, 
in the piggyback deal and Pan-Atlantic operation, the production 
has been increased by 4 times, if not by 5—a minimum of 4. In some 
cases, I believe in New Orleans, as high as 6. This is the excep- 
tion, not the general rule. 

They have increased production 4 to 5 times without increasing 
cost. This is the type of efficiency that has been undergone. 

This can be translated across the board. For example, Seatrain is 
going in for the same thing. There are other people who are in the 
same area. They have devised ways and means to really increase pro- 
ductivity in the finest sense. This will result and has resulted in a 
loss of employment for some of the people involved, but we are trying 
torelocate those people in other areas. 

Aboard ship we have allowed these operators to work on scales 
that are different. Not wage scales, if you please, but on manning 
scales that are different from other types of operations. 

It would interest you to know, Counselor, for example, that I re- 
cently held a meeting with all of the longshore and checker groups, 
with whom we work in relation to these coastal vessels that I referred 
to, and we are agreed that we are going to see if we cannot further 
reduce the cost. of this operation, whether it is in relation to manning 
scale or in any matter that we can. So I can, if you would like, supply 
for this record actual and specific figures. 
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What I am giving you now I will tell you again will hold true to 5- 
to 10-percent variation, no more than that. But I can, if you like, 
very easily supply you with specific figures and facts on this matter, 

Mr. Barron. I shall be grateful if you will do so. 

That is all, Mr. Chairman. 

Mr. Grinstern. Do you have any figures to show how many sea- 
men have been laid up ? 

Mr. Hau. On the east coast alone since the ICC took over the regu- 
lation of rates, we think, again, without being specific, but we can 
supply the figures, I think that on the Atlantic coast alone the figure 
would run up to probably 6,000 or 8,000 jobs. On the west coast I 
think it would be pretty close to 75 percent of the same figure. That 
is as it relates toseamen. This is not a true figure. It does not relate 
to the longshore worker who lost his job, nor to the checker, nor does it 
relate in this case to truckdrivers, nor does it relate to other crafts— 
for example, again, the shipbuilder, repair yard man, all of whom had 
a part in making a living in the maintenance of the domestic fleet. 

I would say across the board it would be 75,000 or 80,000 people, 
right across the board, in all categories, all crafts, top to bottom. 

Mr. Bourson. Has the containerization idea been adopted generally 
on all four coasts ? 

Mr. Hatz. It has been generally adopted as you know. At the in- 
ception of the containerization program there was some difliculty be- 
cause there was an inability, at first, for the parties bargaining to reach 
aconclusion. But they have reached a conclusion. They have reached 
an agreement on general principles. They are now working on the 
mechanics. The fact that it is successful is proved by the very fact 
that the matter on which they have worked is now operating. 

Pan-Atlantic is not a theoretical operation. It is an actual opera- 
tion with ships moving every day back and forth. So from that 
point of view it is successful. I would point out, too, that while this 
was somewhat of a difficult problem to start with in the field of labor 
relations, that it has been over the hump now for some time. The 
only thing left is the mopup. 

It is interesting again to understand that some of the biggest difl- 
culties we have had in waterfront labor relations is on this question 
where we have all recognized among ourselves the necessity of making 
sacrifices that even we don’t think we ought to have to make, but we 
are willing to do so to see this particular service maintained, not only 
maintained but restored to its proper place. 

Mr. Bourson. I noticed a report in the paper from Caracas that the 
Grace Line ship had been held up for about 2 weeks because they re- 
fused to unload it there. 

Mr. Hauy. Caracas, Venezuela ? 

Mr. Bourson. Yes. What I want toask you: You apparently work 
in collaboration with unions in other countries. On this specific proj- 
ect would you have any means of working with the people in Vene- 
zuela to persuade them to go along ? 

Mr. Haz. We have relationships in an international body with all 
of the labor movements of the free labor world, through the Interna- 
tional Transport Workers Federation. Without going into specific 
detail, this might be the appropriate committee, I do not think so, In 
that particular country the Communist Party has moved in rather 
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rapidly. This might be responsible for a part of the labor problem. 
It might be attributable to a simple misunderstanding of the workers 
involved. In any event, where the American worker is concerned, 
this has not been such an issue for some time. At first there was an 
argument, but we have answered it. 

In due course I am sure that in Venezuela, as there will be in other 
countries, particularly in Latin America, there should be an answer 
to this problem. 

While this isn’t on this subject, we could get a little more under- 
standing and enlightenment on the part of many people in the Latin 
American countries, and I don’t think this would be happening. But 
this is another story and another place. 

Senator Bartiterr. Mr. Hall, the committee is indebted to you for 
the really fine contribution that you have made. Thank you. 

Mr. Hau. Thank you very much. 

Senator Barrierr. Mr. Weller, president of Seatrain Lines. 

You may proceed at your convenience, Mr. Weller. 


STATEMENT OF JOHN L. WELLER, PRESIDENT, SEATRAIN 
LINES, INC. 


Mr. Wetter. My name, Mr. Chairman, is John L. Weller. I am 
the president of Seatrain Lines, Inc., 711 Third Avenue, New York. 

Let me say how grateful I am to you, Senator, and to the other 
Senators, for your permission to attend these hearings, and in particu- 
lar for the public interest that you have displayed in calling these 
hearings. It is certainly timely and urgent that there be an investiga- 
tion of the problem you are going into. 

Ihave a prepared statement. With your permission, Senator, I will 
not read it. I would ask that it be put in the record. I have some 
charts, and an outline of my remarks. I will try to abbreviate it a 
little bit, and if I may, depart from this. 

Senator Bartrierr. You may do that or you may read it, whichever 
you prefer. 

Mr. Wetter. I think we won’t need to read all of it. 

Senator Bartierr. You will highlight it, then? 

Mr. Wetter. Yes. I would like to speak from notes, if you will. 

Senator Barrierr. The complete statement will be incorporated in 
the record. 

(Statement and charts follow :) 


STATEMENT OF JOHN L. WELLER ON BEHALF OF SEATRAIN LINES, INC. 


My name is John L. Weller. I am president of Seatrain Lines, Inc., 711 Third 
Avenue, New York. 

I am grateful to this committee for the opportunity to appear; and also wish 
to express my appreciation to the members of this committee for their devotion 
to the public interest which has prompted this investigation into the decline of 
our domestic merchant marine. Certainly, such an investigation is not only 
timely but urgent. 

In addition to my appearance as president of Seatrain, I am here today as 
ecochairman of the Labor-Management Coastwise Conference. I believe the 
committee has already heard from Mr. Paul Hall, president of the Seafarers’ 
International Union, who is the other cochairman of this conference. The 
Labor-Management Coastwise Conference is an informal organization of those 
interested in the preservation of general cargo common carrier water transpor- 
tation along the coasts and between the coasts of the United States. The con- 











22 DECLINE OF COASTAL SHIPPING INDUSTRY 


ference has no budget or paid staff; its membership includes Coastwise Line, 
Luckenbach Steamship Co., Pan-Atlantic Steamship Corp., Seatrain Lines, Ine. 
and the two organizations representing the seafaring employees of these com- 
panies; namely, the Seafarers’ International Union and the National Maritime 
Union. 

COASTWISE AND INTERCOASTAL LINES IN CRITICAL CONDITION 


This membership, so far as I know, includes all the few remaining stragglers 
from what once was a thriving trade. The conference came into being early in 
1959 under the pressure of circumstances which indicated to all that if prompt 
action were not taken, there soon would exist no coastwise or intercoastal water 
carrier industry. Every single member company of the conference reported a 
deficit in net income for the year 1958, and two of the four companies reported 
deficits in net worth at the end of that year. The average return on total 
capitalization was a negative 11.95 percent. 

The statistics of individual lines (from ICC reports) are shown below: 
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Company Total | Freight Net income | Capital and 
| tonnage | revenue | | surplus 

Pan-Atlantic. | 721,916 | $19, 252,517 | —$3,006,159 |  —$276, 699 
Seatrain_--_- | 801, 493 | 9, 068, 143 | — 215, 816 16, 183, 121 
Coastwise Line..-.. IE CER Le cress. 2 288, 559 2, 883, 604 | — 541, 289 | — 182, 697 
Luckenbach---- | 1, 306, 929 34, 728, 351 —1, 719, 762 | 23, 486, 957 
Total... ethane ...-| 3,118,897 | 65, 982,615 | —5, 483,026 | 39, 210, 682 





One of the immediate tasks of the Conference was to obtain the facts on the 
extent of the debacle that has taken place. Our research indicates that in 1939, 
just before the outbreak of World War II (and also before the enactment of the 
Transportation Act of 1940) there were a total of 350 dry-cargo ships in the 
coastwise and intercoastal trades. It is understood that these vessels, together 
with the bulk transports in the domestic trades, furnished approximately 70 
percent of the merchant marine upon which the United States had to depend 
at the beginning of World War II, before the program for building Victory and 
Liberty ships began to produce. 

As of February 1959, there remained a total of 78 ships in the coastwise and 
intercoastal trades, Of these 78, Luckenbach had 10 in the intercoastal trade; 
Seatrain had 6 in the Atlantic coastwise trade, and Pan-Atlantic 4; and Coast- 
wise Line had 1 vessel operating in the Pacific coastwise trade. Out of this 
total number of 78, 57 either were industrial carriers or affiliated with offshore 
subsidized operators, and not primarily engaged in the domestic trades. Thus, 
only 21 vessels remained in’ February 1959 in general cargo common carriage 
along and between the coasts of the United States, out of a once flourishing 
industry. Since February 1959 Luckenbach has sold 5 of its ships, and Seatrain 
has laid up 1, so that the active number at the end of 1959 had been further 
reduced to 15. 

I should like to show you a chart depicting the trend along the Atlantic and 
gulf coasts, where Seatrain operates, over the 20 years 1939-58. This chart 
shows that whereas there were in 1939 12 companies in this trade operating 
123 vessels, by 1958 this had declined to 2 companies with 10 vessels (1 of 
which has since been laid up). The regulated tonnage had declined from about 
6.5 million to 1.4 million or 78.9 percent. 

As we also see from this chart, this drastic decline took place during a period 
when transportation generally was growing. The ton-miles of class I railroads 
increased 65 percent. 

I might say here that, while I have spent my business career in transporta- 
tion, with background in both the railroad and the airline industries, I have 
been president of Seatrain for only about 2 years. When presented with these 
data, I was shocked. Every form of transportation of which I have knowledge 
has its particular difficulties, but no other form has had an experience in the last 
20 years anything like this. 

The question immediately arose as to what is the cause for this situation and 
what could be done about it. The prompt answer from some outside the indus- 
try was that the cause is high labor costs, particularly dockside labor costs. In 
fact, I believe your committee has been presented with suggestions to that 
effect from the Interstate Commerce Commission. 
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CRITICAL CONDITION NOT RESULT OF INEFFICIENCY OR HIGH LABOR COSTS 


My own study and those of our group have convinced us that, while labor 
costs are a factor as in any industry, they are not a primary or controlling 
factor here. If they were, the answer would be fairly simple—mechanize the 
industry through containerization. 

But in fact, the two companies remaining on the Atlantic coast, Seatrain and 
Pan-Atlantic, are completely containerized, and yet they are encountering critical 
difficulties. Seatrain was the pioneer in the application of containerization, or 
fishyback, methods to ocean transportation, and has been doing this for over 
30 years. 

Our vessels were specially designed and built to carry 100 loaded freight cars 
each, and our terminals are equipped with special cranes and mechanism to 
transfer these freight cars to and from the piers rapidly and with a minimum of 
labor. In the past 2 years, we have spent substantial sums in improving and 
modernizing our service to permit the carriage of truck body containers in addi- 
tion to freight cars. 

I should like to show the committee a few photographs (exhibit 2) illustrating 
the method in which this operation is conducted. While we are always seeking 
improvements, certainly it will be readily apparent that this is a highly mechan- 
ized operation in which excessive labor is not a factor. 

Exhibit 3 shows the distribution of Seatrain’s operating expenses for the 
vear 1958, a very bad year. Our water line operating expenses exceeded operat- 
ing revenues by $246,729. Out of the total water line operating expenses, the 
expense of shipboard labor, including welfare, vacation, payroll taxes and other 
fringe benefits consumed a little over $2 million, or 21.7 percent of the expenses. 
Stevedoring labor costs, also including fringe benefits, consumed $353,000, or 3.7 
percent of the total operating expenses. I am informed that the experience of 
Pan-Atlantic, the other containerized company on the east coast, is about the 
same. 

Certainly we would like to see our stevedoring labor costs as low as possible, 
but it is apparent that an item which accounted for 3.7 percent of operating 
expenses cannot be the cause of Seatrain’s difficulties, nor can we look to this 
area for correction of them. 

During the past 2 years, Seatrain’s revenues have declined about 20 percent, 
in the face of an expanding economy. We suffered a deficit in 1958 and will 
show a larger one for 1959. If mechanized companies like Seatrain and Pan- 
Atlantic cannot make profits in the coastwise trade, how can others raise the 
capital to convert or build vessels and acquire the equipment for container opera- 
tions? It is manifestly impossible. 

There is, however, one area of labor costs which does have an effect on our 
situation. Under the law, coastwise and intercoastal shipping companies are 
required to employ vessels built in the United States, and thus they must pay the 
high U.S. shipyard costs for replacing their fleet. I might point out that this is 
a handicap not imposed on any other form of transportation—the railroads, 
the highway carriers, the pipelines and the airlines are free to buy their equip- 
ment abroad if they so desire. Yet, while tied to U.S. shipyard costs, the 
coastal water lines do not have the benefit of construction differential subsidy, 
and I recommend that in equity Congress should make the construction differen- 


tial available to the coastwise lines. This by itself, would not be an effective 
remedy for our problems, however. 


CRISIS PRIMARILY RESULT OF RAILROAD SELECTIVE RATE CUTTING 


Our studies have convinced us that the one central and controlling problem 
of the coastwise shipping industry, which has led to the present situation, is a 
calculated and concerted campaign of selective rate cutting by the railroad 
industry aimed at the elimination of coastal water transportation. 

When the 1940 amendment to the Interstate Commerce Act was enacted, 
placing water lines under the regulation of the Interstate Commerce Commis- 
sion, fears were expressed by members of this industry and by Senators and 
Congressmen that, because of the preoccupation of the Commission with rail- 
road problems, water carriers might suffer neglect by that agency. These 
fears were allayed both by specific protections written into the act and by 


assurances that the Commission would be alert to the special requirements of 
water transportation. 
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Among the specific protections for water transportation were the declaration 
of national transportation policy, which required that the act be so administered 
as to recognize and preserve the inherent advantages of each form of trans. 
portation, including water transportation; the provision for water line differen- 
tial rates; the requirement that railroads make joint rates with water carriers; 
the fourth section, which prohibits long-haul rates lower than short-haul rates 
for the purpose of destroying water competition; and the suspension powers 
of the Commission. 

Nonetheless, some Senators and Congressmen expressed the fear that the 
Commission might so administer the act that these provisions would become 
worthless. In response to such questions, the following colloquy appears in 
the Congressional Record for May 22, 1939: 

“Senator WHEELER. Of course, that is the fear that some persons have: but 
if they take that position they have to say that they do not trust the Intersate 
Commerce Commission. 

“Senator MiLier. To be perfectly frank, I do not. 

ok * cs * * * x 


“Mr. Norris. Suppose, however, this bill should become a law, and an article 
of freight were to be transported which admittedly could be carried by water 
better than by railroad, and suppose the railroad should undertake to reduce 
its rate down to the water rate: Would there be anything in the law to prevent 
the railroad from doing that? 

“Mr. WHEELER. Of course there would be. 

“Mr. Norris. Disastrous rates can be brought about by reducing them just 
as well as by increasing them, as a matter of fact. 

“Mr. WHEELER. Exactly. 

“Mr. Norris. And the water carrier ought to be protected on the freight 
that ought to be carried by water rather than on the railroad. 

“Mr. WuHeeEter. It would be absolutely pretected under this measure. 

“Mr. Norris. That is what I want to see done. 

“Mr. Wueeter. There is not any question about it. Under the ratemaking 
provision and under the other provisions I have read, there is not any question 
about it.” 

In the early years of the 1940 act, the Commission seemed to be mindful of 
the congressional intent and admonitions, and its decisions regularly recognized 
at least to some degree the need of the waterlines for differential rates, for joint 
rates, and for some measure of protection from railroad selective rate cutting. 
Perhaps this was in part due to membership on the Commission in those years of 
the late great Joseph B. Eastman, who was a profound student of all forms of 
transportation, and who had indicated his understanding of the needs of water 
transportation in a 1933 opinion, from which I should like to remove a few 
excerpts: 

“This promises to be the beginning of a return to a policy of railroad rate- 
making which existed for many years and reached its fullest development in the 
southeastern portion of the country * * *. The railroads in their early years 
encountered stiff competition from many steamboat lines plying upon these 
waters, and they proceeded to meet this competition ruthlessly. Eventually they 
swept the waters clean of the competing craft, except on the ocean and the gulf, 
and even there the competition was greatly weakened. This was done by cutting 
rates where the competition existed, to whatever extent was necessary to para- 
lyze it, at the same time maintaining rates at a very high level elsewhere. The 
steamboats did not have this reservoir of noncompetitive traffic to help them 
out, and hence perished in the unequal struggle * * *. The theory on which the 
railroads drove out water competition by these low rates was a simple but, as 
I see it, dangerous theory. They argued that their trains would run anyway, 
that the added expense of taking on more traffic would be comparatively little, 
and that if they could get water-competitive traffic at some margin over this 
added or out-of-pocket expense, it would help them just that much. The danger 
in this theory is twofold. In the first place, the railroads have always had very 
imperfect knowledge of this added expense and in the old days it was more of 
a theory than anything else. They went out frankly to cut the throats of their 
water competitors and made the rates whatever was necessary for this purpose. 
In the second place, the theory places the chief burden of sustaining the profits 
and credit of the railroads upon the noncompetitive traffic, and this burden is 
likely to increase progressively. Commerce and industry tend to center at the 
favored competitive points, and their traffic tends to increase while that at the 
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normal rate points tends to decrease. Gradually the traffic moving on the low 
rates ceases to be mere added traffic and the out-of-pocket expense swells in 
volume. So does the burden upon the noncompetitive traffic. 

But in recent years, and since the death of Commissioner Eastman, there 
has seemed to be no one on the Commission with a particular understanding 
of water transportation problems, and the railroad industry has conducted a 
tremendously expensive propaganda campaign calling attention to its needs and 


problems. Under cover of this propaganda barrage, it has embarked on an old- 


fashioned 19th century campaign to polish off coastal water transportation, once 
and for all. It has nearly achieved success in this objective, with little or no 
interference by the Commission. 

The coastal water carriers are particularly vulnerable to such selective rate- 
cutting tactics, because (a) they are heavily dependent upon the movement of 
relatively few commodities between limited origins and destinations, and (b) 
they cannot solicit any traffic except with differential rates. For example, in 
Seatrain’s northbound service between Texas and New York, 10 commodities 
currently account for 88 percent of revenues and 20 commodities account for 
97 percent. 

The railroads serve thousands of localities which are not competitive with the 
coastal waterlines, and they have access to a multiplicity of commodities and 
communities on which they can place the burden of their overhead. They need 
only choose the selected commodities upon which the coastal waterlines are 
heavily dependent and cut the rates on them one by one to eliminate the water- 
lines from the picture. 

Seatrain, because it is engaged in rail-water-rail service, is even more vulner- 
able to these predatory tactics than other coastwise carriers, because the rail- 
roads are in control of the local rates to and from the ports which the shipper 
must pay if he is to use our water service. 

Our single claim upon the shipper’s affection is low cost of transportation— 
differential rates. A long succession of past Commission decisions has upheld 
the principle of differential rates, based upon considerations of both cost 
and value of service. 

The Commission’s report in docket 28300, issued in May 1952, for example, 
showed very clearly that Seatrain’s cost, even when combined with railroad 
costs for the movement to and from the ports, is lower than all-rail costs for 
movement between the areas to which we provide service. Recent cost studies 
have convinced us that the same relationship continues. The Commission’s de- 
cision in May 1952, based upon cost and other considerations, declared that 
the class rate differentials then in effect were proper. 

Nevertheless, by resorting to ‘fighting’? commodity rates, by refusing to make 
joint rates, and by jacking up the local rates, the railroads in recent years have 
been able to squeeze Seatrain out of one piece of traffic after the other, and to 
slash our revenues on the remaining traffic to the point of no return. 

Let me show you a few examples of how this is done: 


OILFIELD PIPE 


Exhibits 4 and 4-A show the situation involving oilfield pipe moving from 
Sparrow’s Point, Md., to Houston, Tex. I might say that this is merely typical 
of a wide variety of rate changes involving iron and steel pipe, which is a very 
important commodity to Seatrain, and the effects of which are the same as 
demonstrated here. 

As of April 26, 1958, the all-rail rate on oilfield pipe from Sparrow’s Point to 
Houston was $1.20. There was a through joint rail-water-rail rate of $1.03, 
leaving a differential prescribed by the Interstate Commerce Commission sev- 
eral years ago of 17 cents per hundredweight. Out of this prescribed through 
relationship, Seatrain’s division was 531% cents. On April 27, 1958, the rail- 
roads reduced the all-rail rate to 88 cents. They refused, and have consistently 
since refused to make joint rates with Seatrain maintaining the differential 
prescribed in the Commission’s order. 

Under the previous joint rate, the eastern railroads received a division of 3¢ 
cents for the 197-mile haul from Sparrow’s Point to Edgewater. At present, 
they insist on receiving the local rate of 36 cents to participate in this traffic 
Via Seatrain, the net result being that Seatrain would have to accept 2614 cents 
if we tried to maintain the differential. Were it not for the fact that there 
are contractual through rates from Edgewater to Houston via Texas City, the 
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situation would be worse. As it is, Seatrain cannot afford to carry this pipe 
for 2614 cents, so we have had to give up the traffic, as well as similar traffic to 
other destinations. 

Incidentally, the committee would be interested to know that, whereas the east- 
ern railroads insist upon 36 cents for the 197-mile haul from Sparrow’s Point 
to Edgewater, their division of the 88 cents all-rail rate in which they willingly 
participate, yields 45.8 cents for the 888 miles from Sparrow’s Point to St. Louis, 
Thus, they are willing to accept 9.8 cents to haul this pipe an additional 691 
miles just to avoid doing business with Seatrain. Seatrain petitioned the Com- 
mission to suspend these 88 cents all-rail rates until and unless the railroads 
mantained differential joint rates with Seatrain, but to no avail. 


WELDING COMPOUNDS 


Exhibits 5 and 5—-A show the situation on welding compounds moving from 
Niagara Falls, N.Y., to Orange, Tex. Prior to August 16, 1959, there was an 
all-rail rate on this commodity of $1.75. There was also a through rail-water- 
rail rate of $1.61, prescribed by the Interstate Commerce Commission, leaving 
a Commission-prescribed differential of 14 cents. 

Out of this Commission-prescribed joint through rate, the eastern railroads 
received a division of 53.1 cents and the southwestern railroads received 45.1 
cents, leaving the ocean carrier (Seatrain) with 62.8 cents as our proportion. 

On August 16, 1959, the railroads made effective a new all-rail rate in trailer- 
on-flatcar service of $1.61—completely eliminating the water differential. They 
refused to make new joint rates with Seatrain, so that if Seatrain wished to 
continue participation in the business, we would have to pay the eastern local 
of 75 cents (an increase of 22 cents over the previous division), and the 
southwestern local of 49 cents (an increase of 4 cents over the previous divi- 
sion), leaving Seatrain with a port-to-port rate of 28 cents to maintain the 
previous differential of 14 cents. 

Seatrain and Pan-Atlantic petitioned the Interstate Commerce Commission 
to suspend these all-rail rates on several grounds. 

The Interstate Commerce Commission has before it a series of cases (dockets 
6834, M—10415, 32313) which involve the proper differential relationship between 
rail trailer-on-flatear rates, rail-water-rail rates, and motor-water-motor rates, 
which began in November 1957. Hearings on these cases were completed and 
briefs filed July 15, 1958, but the Commission has not yet issued a decision. 
Nevertheless, the Commission’s Suspension Board in the meantime has allowed 
these and many other rates to go into effect without suspension, thus effectively 
prejudging the final decision in these dockets. 

Seatrain could not afford to carry this welding compound for 23 cents a 
hundred, so we have had to get out of the business. 

Our most recent and critical situation concerns the movement of pulpboard 
through the port of Savannah, Ga., to points adjacent to New York Harbor. 

Seatrain began service between New York and Savannah in 1952 under a 
certificate issued by the ICC, which was hotly contested by the railroads. Ever 
since the issuance of that certificate and the commencement of Seatrain’s 
service, the railroads serving Savannah, with one exception (the Central of 
Georgia Railroad), have resorted to every possible tactic and obstruction to 
prevent the success of the service. They have placed notes in their tariffs 
refusing to issue or accept through bills of lading for shipments via Seatrain; 
they have refused to switch cars from the plants of shippers who used Seatrain 
service; and they have never obeyed the law which requires joint rates with 
vater carriers, even though they had such joint rates in the past with water 
carriers of railroad ownership. 

Despite these obstacles, the Seatrain service at Savannah managed to survive 
until late 1959. In October 1959 the railroads cut the rates on pulpboard, 
originating at Port Wentworth and St. Marys, Ga., which commodity accounted 
for nearly half of Seatrain’s northbound revenues from Savannah in 1958. I 
should like to give you an illustrated example of the manner in which these 
rates cuts were applied. 

Prior to October 22, 1959, there was an all-rail rate from St. Mary’s to these 
New York destinations of 79 cents per 100 pounds. Via Seatrain, there was a 
combination of rates adding up to 74 cents per 100 pounds, made up of a local 
rate for the 112 miles St. Mary’s to Savannah of 25 cents; a local rate for the 
approximately 10-mile eastern haul of 16 cents; and a Seatrain port-to-port rate 
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from Savannah to Edgewater of 33 cents. Effective October 23, the railroads 
reduced the all-rail rate to 55 cents, but left the two rail locals at 25 and 16 
cents, respectively, a total of 41 cents. This meant that if Seatrain wanted 
to continue to participate in the pulpboard traffic we would have to accept 9 
cents as a port-to-port rate in order to maintain the 5-cent differential. Inci- 
dentally, this was traffic on which the shipper was obliged to resort to multiple 
bills of lading. 

Seatrain of course petitioned the ICC to suspend these railroad pulpboard 
rates, and in our petition we pointed out, among other things, that: 

a. Effectiveness of these railroad rates would mean the end of coastal 
water service at Savannah; 

b. The reduced rail rates discriminated against the port of Savannah ; 

e. The railroad rates constituted destructive competition because in our 
belief the railroads would be accepting less total revenue for 100 percent of 
the pulpboard traffic concerned than they had been accepting for a portion 
of the traffic. 

Exhibit 7 shows the effects of the all-rail rate reduction on St. Mary’s traffic 
only. For the 6-month period February through August 1959, the railroads 
earried 10,542 tons of this pulpboard to the destinations concerned by all-rail 
means; they also particlpated in the movement of 15,204 tons by combination 
rates via Seatrain. After October 23, of course, they carried all the traffic. 

In the 6-month period before October 23 the railroads received $166,564 revenue 
from this all-rail tonnage, plus $76,020 for the movement from St. Mary’s to 
Savannah and $48,653 for the movement from Edgewater to eastern destina- 
tions—a grand total of $291,237. For moving the same traffic under the rate 
structure after October 23, 100 percent all rail, they would receive revenue of 
$283,206—a net decline of $8,031. Thus they received 8,000 less dollars for per- 
forming 12,619,320 ton-miles of additional service. 

If this does not constitute pointed cutthroat destructive competition, I do 
not know what possibly could constitute destructive competition. Of course, 
it was successful in depriving Seatrain of approximately $200,000 worth of reve- 
nue on an annual basis. 

To my utter surprise and consternation, the Commission’s Suspension Board 
refused to suspend these rates, and an appeal to the Appellate Division of the 
Commission was abruptly dismissed, so that as of October 23, we were com- 
pletely out of this pulpboard business, and the revenues on the remaining traffic 
were utterly insufficient to support the service. 

Therefore, Seatrain was left with no choice but to announce discontinuance of 
our Savannah service at the end of October. Within a few days, we were de- 
scended upon with inquiries from the shippers of other commodities to and from 
Savannah, who asked what could be done for them, since their businesses were 
founded upon the existence of low-cost water transportation. They wished to 
join us in a complaint to the Commission, or an injunction proceeding in court, 
to reverse these predatory pulpboard rates which had destroyed the water 
service. 

We were forced reluctantly to reply that (a) our counsel advised us that an 
injunctive proceeding would be of no avail—we had no standing in court to 
contest a Commission failure to exercise its suspension powers; and (b) while 
we might file a formal complaint, the Commission would take at least a year, 
possibly 2, 3, or 5 years to decide it. Meanwhile, Seatrain could not possibly 
continue in Savannah without the pulpboard business. In effect, by the Suspen- 
sion Board’s failure to act, we had been deprived of our day in court, because 
we could not afford it. 

A little later, the authorities of che State of Georgia, the city of Savannah 
and other public bodies, filed a complaint with the Interstate Commerce Com- 
mission seeking joint rail-water rates through the port of Savannah on pulp- 
board. They were able to persuade the Commission to give expedited treatment 
to this complaint because of the obvious damaging consequences to the State 
and the city of Savannah through loss of their single remaining coastwise water 
service, and they persuaded Seatrain to continue at Savannah pending disposi- 
tion of this expedited complaint, even though we would be suffering heavy losses. 

The expedited proceeding is now before the Interstate Commerce Commission 
and has been since November; I expect it will be decided in the very near 
future, and I do not wish to comment here upon the merits of a case pending 
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before the Commission, except to say that of course if the State of Georgia is not 
successful in its complaint, that will mean the end of coastal water service at 
Savannah. 


COASTAL WATER TRANSPORTATION ESSENTIAL TO NATIONAL DEFENSE AND COMMERCE 
OF UNITED STATES 


There may be some who feel that the survival of the coastal water lines js 
unimportant, and that nothing need be done about the present crisis. I know 
that the members of this committee are aware of the importance of a domestic 
merchant marine, and therefore shall not dwell long on this point. 

It is the policy of the United States, expressed by Congress in the Merchant 
Marine Act, and in various other laws, that we should have a merchant marine 
under the U.S. flag adequate for the foreign and domestic commerce of the 
United States, and for its national defense. Certainly the history of World War 
I, World War II, and the Korean war shows the wisdom of that policy, and noth- 
ing has happened to change its wisdom. Under that policy, we have spent more 
than $700 million of the taxpayers’ money over the past 5 years for operating and 
construction differential subsidies to maintain our offshore fleet, and there is 
every indication that this burden will increase in the future rather than decreage, 

Certainly it is unreasonable to spend the taxpayers’ money for such a subsidy 
program, while allowing our unsubsidized domestic merchant marine, which 
was our principal reliance at the beginning of World War II, to be torpedoed by 
the predatory actions of the railroads. 

Moreover, the coastal and intercoastal fleets, because they offer the primary 
field for containerization and mechanization, provide the ideal vessels for defense 
transportation in national emergency. 

For example, the Seatrain Texas, which is still in our fleet, was called upon in 
emergency in 1942 to go alone and unescorted through submarine-infested waters 
to deliver the tanks and other equipment for General Montgomery after an 
earlier shipment had been sunk in convoy. The 7ezas delivered 250 tanks, half 
a hundred tank destroyers, and enough assorted weapons to equip a division, at 
Suez 3 days before the battle of El Alamein. These tanks and guns spearheaded 
the British attack which began the allied move to victory. A copy of an article 
from the American Legion magazine reporting on this voyage of the Jezas is 
attached to my testimony. 

But even if it were not for national defense considerations, the preservation 
of our coastal merchant marine is vital to the commerce of the United States, 
Great industries and cities have been built along our coasts upon the presump 
tion of low-cost ocean transportation. If history is any guide, as soon as the rail- 
roads have completed the destruction of the coastal lines, they will revise up 
ward the rates, and thus destroy the natural advantages on which these cities 
and industries are based. 

The vital necessity of water transportation to a coastal community was 
pointed up in the recent case of Savannah. In that case, the railroads reduced 
the rates on one commodity—pulpboard—sufficiently to kill off the water service, 
but proposed to do nothing for the shippers of other commodities by water, who 
would then have been at the mercy of the high railroad rates on their products. 
It was the loud complaints of these shippers about the consequences to their 
industries which brought about the present complaint of the State of Georgia 
before the Interstate Commerce Commission. 


SURVIVAL OF COASTAL LINES WILL NOT HURT RAILROADS 


It has been suggested in some quarters (and sometimes I wonder if it is the 
feeling of the Interstate Commerce Commission), that the railroad industry 
is so vital that the leaders of that industry should have a free hand to domi- 


nate the transportation scene and demolish other transportation at will. Per- | 


haps this might be so if demolition of coastal water transportation were neces- 
sary for the preservation of the railroad industry, but it is not. 

In the hearings at Savannah, a witness for the Seaboard Airline Railroad gave 
as his company’s reason for refusing joint rates with Seatrain, despite the law 
and the public interest : 

“It is our fear that the ultimate effect would be the commercial closing of the 
through all-rail routes.” 
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The Seaboard Airline Railroad, in the 5 years ended 1957 had average gross | 


revenues of over $157 million per year, 12.9 times as great as Seatrain’s revenues 
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for the same period. In fact, its average net income after taxes during this 
period was in excess of $20 million per year, or approximately twice Seatrain’s 
total operating revenues. Moody’s Transportation Manual reports its average 
return on total capitalization for this period as 10% percent—a pretty good 
return in the transportation business. Yet the giant Seaboard Railroad justified 
its predatory attacks on Seatrain by the expressed fear that it would otherwise 
be put out of business. 

The Senators will remember that similar fears were expressed by the Rus- 
sions when they invaded Finland in 1940, and by Hitler and Ribbentrop when 
they attacked Poland. 

In 1958, one single railroad had net income after taxes greater than the com- 
pined freight revenues of all the coastal and intercoastal water lines. 

No one could seriously argue that the railroad industry, which grosses about 
$10 billions per year, would be hurt by the survival of the coastal water car- 
riers, Which grossed $65 millions in 1958. 


PRESERVATION OF COASTAL WATER TRANSPORTATION REQUIRES EXERCISE OF 
SUSPENSION POWERS 


On November 16, 1959, representatives of the coastal and intercoastal lines 
met with the Interstate Commerce Commission. In the meeting, we pointed 
out to the Commission that survival of the coastal lines depends, above all, on 
suspension of railroad rate cuts designed to eliminate water differentials. We 
listed for the Commission seven specific sets of circumstances in which pro- 
tested railroad rates should be suspended. <A copy of that listing is attached to 
this testimony. 

Suspension of railroad rates, which would eliminate water differentials is 
essential, because in the absence of suspension the water lines are deprived of 
their day in court. The Commission’s attitude has been that they would allow 
the railroad rate cuts to take effect, and if the water carrier is the low cost 
medium, he can prove it by cutting his rates also. But all this proves, when 
a $10 billion industry is stacked up against a $65 million industry, is that 
bankruptcy will occur first with the $65 million. Alternatively, the Commission 
apparently believes that the railroads should be allowed to make their rate cuts 
effective, and if the water carriers do not like it they can file complaints. 

But while the water carrier is filing and processing the complaint, at least 
2 years usually would pass, in which he has to do without the traffic concerned 
or carry it at rates below cost. Seatrain is a party to a series of cases in- 
volving the relative level of railroad and water carrier rates between the 
Northeast and the Southwest which began in October 1957 and which—2 years 
later, have not yet been decided. The Jron and Steel case, which has been 
pending since August 1958 has not yet even reached hearing. The water car- 
rier can be effectively bankrupted by subjecting it to these long periods of 
administrative delay without access to the traffic which is the subject of the 
complaint. 

This is elementary, and presumably it was one of the reasons Congress placed 
the suspension powers of the Commission in section 15(7) of the act. Unfor- 
tunately, the Commission in recent years has allowed these powers to become 
rusty for lack of use, as will be shown on exhibit No. 8. 


CONGRESSIONAL ACTION REQUIRED 


I believe the testimony of myself and other witnesses will establish conclu- 
sively that— 
1. The coastal and intercoastal water transportation industry is in crit- 
ical condition, and will not survive without prompt and decisive relief. 
2. This critical condition is not the result of inefficiency or unduly high 
labor costs. 
3. The situation results primarily from railroad selective rate cutting. 
4. The survival of these domestic waterlines is essential to the commerce 
and the national defense of the United States. 
5. The necessary steps to insure survival of the coastal and intercoastal 


waterlines will not injure the railroads, nor any other mode of trans- 
portation. 
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So far, appeals by the coastal and intercoastal waterlines individually and 
collectively to the Interstate Commerce Commission have not produced relief, 
Therefore, action by Congress appears to be vitally and urgently needed if the 
industry is to be preserved. 

The action I would propose is along three lines: 

First, amend title V of the Merchant Marine Act to make available to the 
coastal and intercoastal lines the construction differential subsidy for replace- 
ment of their fleets. 

Second, clarify the present provisions of the Interstate Commerce Act with 
respect to water differentials, which provisions have become fuzzy in their 
administration of recent years. To do this, I recommend the adoption of §. 1881, 
introduced by Senator Magnuson, which would amend section 4 of the act to 
insure that relief from the long- and short-haul provisions of the section may 
not be used for the purpose of eliminating adequate water differentials. This 
amendment also would insure the water carriers of hearings before fourth 
section relief is granted. 

I understand that the Interstate Commerce Commission has told this com- 
mittee it objects to S. 1881. Frankly, I do not see the basis of the Commission’s 
objection, because it said in its 64th annual report in 1950: 

“It has been the general policy of the Commission not to grant any relief 
from the fourth section to meet water competition without full justification at 
a hearing.” 

The Commission has drifted away from this policy in recent years and fourth 
section relief to the railroads has become almost an automatic matter. I do 
not understand the Commission’s objection to returning to the policy which it 
considered proper in 1950. 

Also, there should be legislation along the lines of H.R. 7510, which proposes 
to amend sections 1(4), 15, 15a, 305(b) and 307(d), so as to make it clear that 
the administration of these sections should provide for adequate waterline 
differentials. 

Third, but the most immediate and urgent need, in my opinion, of the coastal 
and intercoastal lines is a congressional mandate to the Interstate Commerce 
Commission to stop the practice whereby in recent years the railroads have been 
allowed to pursue, their predatory rate practices against the coastal lines without 
exercise of the Commission’s suspension powers. By this device, as I have 
explained, the water carriers are being deprived of whatever protections they 
have in present law, because they cannot get to court to enforce these protec- 
tions. Bankruptcy would overtake them before they could complete the long 
process of complaints before the Commission, which appears to be presently 
required before they can have access to court. 

To overcome this defect, there is needed a change in the present suspension 
powers of the act. We ask that the law be changed to require the Commission, 
upon complaint of a water carrier, to suspend rail rate reductions which will 
eliminate or reduce an existing differential with the ocean routes. Should the 
Commission not complete its investigation of the suspended rates within the 
statutory 7-month period, new rail rates would still become effective and would 
remain in effect until the Commission’s final ruling. All the waterlines ask is 
that they be guaranteed 7 months in which to convince the Commission that 
the reduced rail rates are unlawful. 

To accomplish this, I propose that the following clause be added at the end 
of the first sentence of section 15(7) of the Interstate Commerce Act: “: Pro- 
vided, however, That upon complaint by a common carrier by water subject to 
part III, the Commission shall enter upon such hearing, and pending such hear- 
ing and the decision thereon the Commission shall order such suspension where 
it appears that said schedule will result in the elimination or lessening of a 
differential or differentials between all-rail rates and rates via water, rail- 
water, water-rail, or rail-water-rail routes in which the complainant partici- 
pates.” 

This is the minimum immediate help which can be given to the coastal and 
intercoastal lines, and I urge upon this committee its prompt enactment. 
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ExursBit 1-B 


Tons carried by coastal and intercoastal maritime common carriers, 
years 1939-58 


- aS aan a 


























Total tons all carriers, (from ICC Tons, coastal and intercoastal, 
| reports) maritime common carriers 
bd mths baclamteasieaia — |— — 
| Pacific | | Pacific 
| Atlantic coast and Total Atlantic coast and Total 
and Gulf inter- | and Gulf inter- 
coastal coastal 
| | 
| j | 1 } 
a. 5 uae | 8, 469, 501 (1) | a) 6, 594, 134 | re) i) 
Ne tein ck ieee aria Sonata apsdine casein 9, 220, 553 | 12, 570, 576 | 21, 791, 129 7, 058, 330 | 4,098,177 | 11, 156, 507 
eee > | 13, 802, 167 | 14,358, 100 | 28, 160, 267 5, 364, 575 3,655,755 | 9, 020, 330 
SR dhdavdbancnctase daar (?) (2) | (2) | (3) (3) (3) 
ME ctecuascan as ror () | (*) () (3) | (3) (3) 
ERE ee (2) (2) ) (3) (3) (3) 
ee eee ace nucetetoaed (2) (2) (2) (3) (3) (3) 
Se Scheel (2) | (2) | (2) (3) (3) | (3) 
WR eteiiiccccccavatnsansis | 11,801, 661 | 18,258,706 | 30, 060, 367 1, 172, 336 1, 778, 668 2, 951, 004 
1948 0... Be Oe Sada eed 13, 258, 560 | 15, 895,946 | 29,154,506 | 1,345,667 | 1,417,892 2, 763, 559 
NS oes bc cmtbusicn bala aare 9, 910, 512 | 17,626, 371 | | 1,556, 824 2, 321, 630 3, 878, 454 
TTL He cent cheatin dckcuhins & qambode | 11, 092, 623 | 17, 630, 993 | 2,010,758 | 2,398, 521 | 4, 409, 27§ 
se ckpdamesnududeeimmactaglh eis kle tae | Saree ‘ s | 1,602,021 2, 225, 569 3, 827, 590 
ili aaa __..-----| 11, 849, 463 | 18, 408,615 | 30,258,078 | 1,512,879 | 2,076, 206 3, 589, O85 
Oe nae neta lta eae | 12,086, 068 | 19,555,971 | 31,642,039 | 1,844,775 2, 060, 159 3, 904, 934 
RO ot ear EeS Re Er ee 12, 483, 591 | 21, 139, 667 | 33,623,258 | 1, 602, 959 2, 015, 752 3, 618, 711 
ast oti eseienanl | 14, 195, 508 | 2% 9, 454 | 37,294,962 | 1,671,202; 1, 939, 330 3, 610, 532 
Bs ceases <: corbin ntoinch bak Sete Ge Oe ee | , 457 | 40, 298, 268 1, 772, 142 1, 815, 803 3, 587, 945 
1957 ¢- daar -:..-}| 15,239, 735 | 2 , 979 | 38,867,714 | 1,470,871 | 1,772,821 3, 243, 692 
We Rtas ctk ~~ cseabitbscas | 12, 027, 414 | 20, 779, 853 | 32, 807, 267 | 1, 523, 409 1, 617, 392 3, 140, 801 
| 


1 Intercoastal trade not subject to ICC jurisdiction until 1940; hence, no statistics for years prior to 1940, 

2 Figures not shown account absence of maritime common carrier operations. 

8 All maritime common carriers ceased operations during war years account requisition of vessels by 
War Shipping Administration. 

Note.—Atlantic and gulf tonnages for maritime common carriers include some bulk petroleum products 
which these carriers report but handle under certificates of exemption. 

Sources: : 

*ICC Q-650 reports (QWS), 


+“ICC Statistics of Railways in the United States’? (table 173-A for water carriers) for all carriers and 
ICC Q-650 reports for maritime common carriers. 
¢“ICC Transport Statistics in the United States, Pt. 5—Carriers by Water.” 


Exnutsit 1-B 


DEFINITIONS 
All carriers 
These are the total tons carried, according to published ICC reports, by all car- 
riers designated “class A and class B, inland and coastal waterways” and as 
“maritime” in those published reports. 


Coastal and intercoastal maritime common carriers 


The ICC transport statistics report carriers according to the types of certifi- 
cates of public convenience and necessity they hold, rather than the manner in 
which they conduct operations. 

The figures under this heading show total tonnages for steamship companies 
operating on the high seas whose operations are primarily those of a common 
carrier. These carriers are listed in appendix A hereto. Carriers, whose ton- 
nages are reported by the ICC under “Maritime Carriers” but are not included 
under this heading in this statement, are not and have not operated as true com- 
mon carriers. They are listed, together with a brief description of their opera- 
tions, in appendix B hereto. 
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APPENDIx A 


MARITIME CARRIERS WHOSE OPERATIONS ARE OR HAVE BEEN THOSE oF A Comon 
CARRIER 


ATLANTIC AND GULF 


a IN i a Ss Discontinued operation, 
1947. 

American Liberty Steamship Co_...-__----__-._--_-. Do. 

aon remem neat) Boek ne eo Se Do. 

areas Om PINRO 5 Nk Discontinued operation, 
1940. 

Merchants & Miners Transportation Co_______----~_-- Discontinued operation, 
1942. 

Mooremac Gulf Lines_....------_---- ins cilia sniaishyorsnibd Discontinued operation, 
1940. 

ne TD CI ia oid enihaetansintcmncrncscnabiiiciiig Discontinued operation, 
1956. 

Ocean Steamship Co. of Savannah__----__--_-------. Discontinued operation, 
1942. 

Pan-Atilantic Steamship Corp--................_~... Presently operating. 

Speeeeeraten weeemenin C6... = ee Discontinued operation, 
1950. 

SORE) THM EOE: foots Fe os ee ee Presently operating. 

Southern Pacific Steamship Lines_____-_-_-_-__ wed oe; Discontinued operation, 
1941. 

Neutmein Bieamekin Oo. 16 as eens sk Discontinued operation, 
1947. 

INTERCOASTAL AND PACIFIC COASTWISE 

American Hawaiian Steamship Co__------__-------. Discontinued operation, 
1955. 

I TI crt sce thsnrcecicninnctneta eg aman iiit Do. 

COOTER ATO. 5 ie es tet dec cdaaatimaetinn Presently operating. 

Luckenbach Gulf Steamship Line____-__--_---__-~_- Discontinued operation, 
1953. 

Tmckenbach Bieatwshin Oo. 2 Sie esa as Presently operating. 

Pacific Coast Dirett Line... 208... sh che Discontinued operation, 
1949. 

States Marine Steamship Co.?___.----------_-------. Presently operating. 

COmi6ed Btaten EANOR..... nnn dietician desaes Discontinued operation, 
1948. 


2A company by same name operated in 1940 but did not report its tonnage to ICC. 
Postwar company not related to prewar company. 

2First operated by Sudden & Chistenson and then by Waterman Steamship Corp. 
Included for 1940 are S. & C. Pacific Coastwise Service. 

3 Not a true domestic common carrier service since their operations are primarily foreign 
and domestic traffic is incidental to foreign operations. However, their tonnages are 
Included because they took over the former Luckenbach Gulf operation. 
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APPENDIX B 


MARITIME CARRIERS WHOSE OPERATIONS ARE Not THOSE OF A TRUE COMMON 
CARRIER 


ATLANTIC AND GULF 


Marine Transport Co___--__-.- Operates exclusively as a contract carrier. 


PACIFIC COASTWISE 


Alaska Steamship Co__--_-~-_-- Does not engage in Pacific coastwise trade. 

W. R. Chamberlain & Co___-_- Carries lumber only in Pacific coastwise and Ha- 
waiian trade. 

Oliver J. Olsen & Co___-_-__- Carries lumber and bulk petroleum only. 


Olympic Griffiths Line, Inc__. Had 1 ship engaged in the carriage of salt. Dis- 
continued service end of 1959. 


INTERCOASTAL 
American Foreign Steamship Inactive since 1941. Handled only lumber east and 
Corp. sulfur west. 
American President Line, Operations principally foreign. Limited service 
Ltd. westbound and eastbound to extent it can be 
carried in addition to foreign commerce. 

Calmar Steamship Corp_-_-_-- Owned by Bethlehem Steel Co. Carries steel west- 
bound and lumber only eastbound. 

Isbrandtsen Co., Inc__.--___. Operations principally foreign. Limited opera- 
tions eastbound in connection with foreign serv- 
ice. 

Pacific Atlantic Steamship Contract carrier exclusively. 

Co. 

Pope & Talbot, Inc______-.-- Handles lumber eastbound under contract. Oper- 
ates as a true common ¢carrier westbound only. 

Sheppard Steamship Co___-_-. Contract carrier, lumber only. 


Terminal Steamship Co., Inc_ Do. 

West Coast Steamship Co__.. Handles lumber eastbound only. 

Weyerhaeuser Steamship Co_ Proprietary carrier, lumber eastbound and common 
carrier westbound. 
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ExHIsBItT 2 
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EXHIBIT 2B 





EXHIBIT 2c 
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RAIL TONNAGE 


S7. MARYS, GA. TO SAVANNAH, CA. 
EDGEWATER TO DESTINATIONS 


RAIL REVENUE 


ST. MARYS, GA. TO SAVANNAH, GA. 
EDGEWATER TO DESTINATIONS 














ExHIsit 7 
PULPBOARD 
THE EFFECT OF ALL-RAIL RATE 
REDUCTION ON RAIL REVENUE of 
6 MONTH PERIOD ; 
BEFORE OCTOBER 731959 AFTER OCTOBER 23,1959 b 
# 
15,204 we N 
15,204 
ST. MARYS, GA.T0 DEST/NATIONS (ALL RA/L) 10,542 25,748 
1 
: 
> 76,020 - 
48,653 ‘ 
SE MARYS, G4. TO DESTINATIONS (ALL RAIL) 166,564 $283,206 
Rca aaeeee? } 
#291237 = *283,206 | 
RAIL REVENUE LOSS ------------- 8.031 i. 
SEATRAIN REVENUE LOSS ------------ %100,346 ; 
s 
EXHIBIT 8 


DISPOSITION OF SEATRAINS 3 


SUSPENSION PETITIONS 






JUNE 13,1958 - JANUARY 13, 1960 
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Exursit No. 9 
{From American Legion magazine, August 1951] 
THE SHIP THE Nazis Hap To GET 
(By James H. Winchester) 


Of all the ships that sail the seas, from Reykjavik to Rangoon, from the Cape 
of Good Hope to Nome, none looks less glamorous than the SS Seatrain Tevas. 
In the coastwise trade, between Texas and New York, she’s as functional as a 
bathroom plunger, long on space, short on looks, built for ruggedness rather 
than grace or comfort. 

No excited or admiring glances from those in skyscraper windows or on ferry- 
boat decks, no riotous welcomes from spouting fireboats or blasting whistles ever 
greet her as she plods her workmanlike way through the cluttered waters of 
New York harbor on her bimonthly visits. 

But well they might, for the Seatrain Tezas, for all her lack of glamour, is a 
ship that changed the course of history. 

Night had not yet turned to dawn on the morning of July 29, 1942, when 16 
low-riding freighters, ghostlike in their war gray paint in the clinging darkness, 
slipped away from the Army’s sprawling New York port of embarkation piers 
in Brooklyn. One of them was the Seatrain Tezras, loaded to her Plimsoll mark 
with 250 heavy tanks, half a hundred tank destroyers and assorted weapons 
enough to equip a division, more than 8,000 tons in all. 

On the bridge, as she pushed out into the busiest harbor in the world, George 
Mason, a civilian harbor pilot, stood shoulder to shoulder with the ship’s skipper, 
44-year-old Kenneth George Towne, a soft-spoken, dead-earnest Yankee from 
Vermont, who’d worked his way up from deckhand to master in 23 hard years 
at sea. 

All but one of the freighters pointed their bows northward, on the East River 
toward Hell Gate and Long Island Sound, toward the sleek and comforting de- 
stroyers waiting to meet them off Block Island. 

On the bridge of the Seatrain Texas Mason turned to the helmsman, ready to 
swing the ship into line behind the other vessels. Towne reached over quietly, 
touched his arm. 


“Wrong way, George,” he corrected. “We're going the other way this time— 
alone.” 

Surprised, Mason looked across at the captain, hesitated a moment, then shrug- 
ging his shoulders, passed word to the man at the wheel to change course. The 
Hell Gate or The Narrows, it was all the same to him. This was wartime and 
strange things were happening on the seas and to the men and ships that sailed 
them. His job was not to ask questions, only to get the vessel safely out of the 
busy harbor. 

Towne, sucking the dry stem of his pipe, watching the early morning traffic 
of the harbor as they moved slowly down the Lower Bay, knew where he was go- 
ing, knew that men in high places in Washington and London were watching his 
progress, knew only too well that the odds, none too good at best, were all against 
him. 

It had been quite a week, the days just past, he was thinking. In from Ire- 
land, after delivering a load of tanks to American troops in training there, 
he’d been met at the dock by a messenger with acar. Even before his lines were 
tight to the Brooklyn dock he was speeding across the Brooklyn Bridge, through 
the South Street traffic to stop in front of the Whitehall Building on New 
York’s Battery. 

Inside, in a narrow, windowless room, its walls covered with maps of the water- 
ways of the world, Commander Clark, stiff and shining in his Navy blues, 
although it was summer, took him into his confidence. It wasn’t a bright or pretty 
picture that the commander painted. Listening to it silently, absorbing its top- 
secret details, Towne wondered where and why he fitted into its picture. 

In mid-June, less than a month before, deadly disaster had struck at Gen. 
Bernard L. Montgomery’s battered British 8th Army in the wastelands of Libya, 
the commander explained. Three hundred tanks, all the armor that Monty was 
able to muster, moved to battle against the mechanized might of Field Marshal 
Rommel, that wily fox of the desert. Outmaneuvered and outgunned, the Brit- 


—- were slaughtered. When the dust had settled, barely 70 of their tanks were 
eft. 
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Tobruk had fallen and the Afrika Korps stood before El Alamein. 

As Cairo prepared for evacuation, Montgomery spread his weary troops in a 
thin line across the desert. The Berlin radio crowed jubilantly, “Cairo will be 
ours within a month.” 

It looked as though they would be right, that Hitler’s cherished dream of 
controlling the oil-rich Middle East would be fulfilled. The Allied fortunes of 

yar were never lower than on that last day of June when Winston Churchill 
picked up the transatlantic telephone to call the White House in Washington. 

“We've got to have armor,” was his harassed plea. 

“Hold on. Fight for time. Count on us,’ was FDR’s solemn pledge. 

Although America’s own faltering war production was barely beginning to roll, 
Roosevelt called in his Army and production chiefs, delivering them the ulti- 
matum. Tanks and tank destroyers, enough to halt the Germans in the desert, 
Not next month, but next week, he impressed upon them. Grimfaced, they 
marked the consequences if they failed. 

Their answer, during the next 10 hectic days, will always stand as a mark of 
pride, a shining example of what labor and management can do together when 
faced with a mutual crisis. 

In a midwest tank arsenal, the manager called in the president of the local 
CIO union, and explained the situation, asking that contracts and hours be for- 
gotten until the hour of need was past. 

“OK,” the union leader replied. “Let’s get started.” For the next 9 days 
and nights, through the Fourth of July weekend without a letup, every man in 
that factory worked at least 14 hours a day, some of them for 20 hours ata 
stretch. As fatigue increased, more than 10 percent of the workers suffered 
injuries—a greater percentage of casualties than in the average battle. Yet 
not one man asked to be relieved. The tanks rolled out on time. 

It was a story repeated across the Nation in a hundred plants, large and small. 
As the days wore on, the tempo of work increased, doubled, trebled, then doubled 
again. The 10-day deadline set by Washington was met. Quotas were sur- 
passed. The emergency order, labeled “ZZ-—2” by the British and “R-7” by the 
United States, had called for 250 tanks. Nearly double that number were pro- 
duced, along with extra guns, howitzers, tank destroyers, and ammunition. 

Highballed along by triple-A priorities, special freight trains rolled across 
the Nation, converging on the docks at Jersey City. Lighters transferred the 
goods across the bay to the Brooklyn Army docks. From ports as far south 
as Norfolk and as far north as Portland, Maine, the Army’s Transportation 
Corps had rounded up six freighters to carry the goods to Egypt—the Fair- 
port Zaandam, Exhibitor, Tarn, Empire Oriole, and Hawaiian Shipper. 

Loading figures skyrocketed as longshoremen, toiling around the clock, 
transferred the goods from lighters to freighters. On the sixth day of the 
emergency order it was 80 tons an hour. On the eighth day it was 258 tons 
an hour. In the heat of the emergency, ships were loaded as the cargo 
arrived. No time was wasted waiting for everything to arrive, then spread- 
ing it out among the six vessels of the convoy: No one ship would be 
carrying all the vital eggs in one basket. Last to arrive were the tanks. 
Heavy and cumbersome, they were crowded together, deep in the holds of the 
Fairport. 

Two destroyers riding their flanks, the convoy, loaded with 37,821 tons of 
supplies for Montgomery, sailed from Brooklyn with the tide on the morn- 
ing of July 15, less than 2 weeks after the cry for help had flashed across 
the Atlantic. In that time the weapons had been forged and assembled, 
shipped from a hundred different lecations to New York loaded aboard ship 
and were now on their way, the difference between victory and defeat for 
the tired and exhausted infantrymen resting in their foxholes halfway 
around the world. 

Six days out of New York, evading the antisubmarine screen around the 
convoy, a lone German U-boat poked its periscope above the Caribbean waves 
south of Bermuda, took aim and fired four torpedoes, before plunging itself 
back into the depths. 

Three of the deadly missiles missed the target. One struck home. It was 
the one that counted. Of the six ships, it was the Fairport, loaded with the 
vital tanks, which was hit. Split wide open, she sank in minutes, carrying 
most of her crew to the bottom with her. The rest of the convoy, scattered 
wide at the first warning of danger, regrouped and sped on. But without 
the tanks, it was a futile and almost useless mission. Montgomery needed 
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tanks and now his replacements were gone. Would there be time for another 
shipment? Already Rommel was massing his forces for the strike at Alex- 
andria. It was nearing the end of July and time was running out. 

“That’s where you come in,” Commander Clark told Towne as he finished 
bringing him up to date with the facts. “Fortunately, we have enough tanks 
in reserve at Chester, Pa., to replace those lost aboard the Fairport. Wash- 
ington is gambling that your ship can get them there in time to do some 
good. 

“You'll have to go alone, depend on your speed and luck to make it.” 

Like the skipper to whom he was taking the commander was a man of the 
sea. He didn’t try to minimize the danger. 

“Tt’ll be tough,” he said, “Those subs love a ship alone. Personally, I 
don’t think you have a chance. But may God have mercy on us all if you 
fail. Good luck. 

It was a big order, but if any ship was capable, at least on paper, of doing 
the job, it was the Seatrain Texas, 3uilt in 1940 to haul fully loaded, 
40-foot freight cars at a crack from Texas to New York, she’d hardly wet 
her feet in the commercial trade hefore being requisitioned by the Army’s 
Transportation Corps for war work. A hybrid of the high seas, halfway be- 
tween a car ferry and an oceangoing freighter, with three reinforced con- 
erete decks, she was all space inside, could carry almost twice the tonnage 
of an ordinary freighter. 

Her own booms could handle a 70-ton locomotive as easily as a jeep. 

Captain Towne’s sealed orders, handed to him on the dock before he sailed, 
were terse: 

“Proceed to Port Suez by way of Capetown. Trip will be made at full speed of 
16% knots.” 

Nowhere in them was mentioned the urgent reason for the trip. Unofficially, 
though he knew it only too well. 

At a briefing the day before, an admiral had whispered in his ear, ““Roosevelt 
is issuing the orders on this one himself.” 

Fighteen days, every second filled with potential death, it took the Seatrain 
Teras to cross the Caribbean, the South Atlantic, turn south down the we:t 
coast of Africa and finally reach Capetown, South Africa. During this 2 weeks 
and 4 days, Towne slept hardly a wink, grabbing catnaps in the wheelhouse or 
40 winks in his cabin without removing his clothes. Day and night all around 
him, the air was filled with ominous warnings of submarine attacks, ships sink- 
ing. Crossing the top of the Caribbean, one U.S. freighter had been torpedoed 
less than 12 miles away from his own position. The Seatrain Teaas held to its 
course. 

At Capetown, the Seatrain Texas was oiled and supplied, on her way again 
in less than a day. In the harbor there had been the five remaining ships of the 
original convoy. 

“That was the first time I even allowed myself to hope that perhaps we 
might be successful,” Towne recalls. “We'd made record speed to Capetown. 
Now, we’d met up with the original shipment and left them behind. They'd left 

3rooklyn, more than 2 weeks before me.” 

Code named the “Treasure Ship” by the British, who assumed operation con- 
trol of her movements from Capetown north, the ship headed up Africa's east 
coast. On August 21, Captain Towne paused briefly in Durbin, not even drop- 
ping his anchor in the outer harbor, to pick up additional orders, then sped on. 

A Free French corvette arrived alongside to escort them through the sub- 
infested Mozambique Channel. It was their only company on their long and 
dangerous voyage. When the corvette, whose crew members were cut off from 
their homeland, made ready to leave them, the crew of the Seatrain Texas 
constructed a raft, nailed a box to it, filled it with razor blades, matches, candy, 
and magazines, and floated it across the calm seas to the crew of the French 
ship. 

Back across the sunlit waters, the corvette’s captain signaled a heart-warming 
message of appreciation: 

“Thanks. We never expected to find a Santa Claus this far from home. God 
be with you.” 

Twenty-nine days out of Brooklyn, the Seatrain Texas slid through the inky 
blackness of the night off Somaliland’s Cape Guardafui, near the mouth of the 
Guif of Aden. In the chartroom, redeyed and haggard, Captain Towne plotted 
his course between the cape and tiny Socotra Island. 
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In the radio shack, the ship’s wireless operator leaned forward as his ear- 
phones began to crackle. Static blurred the message. Try as he might, those 
portions of it he could receive fitted no pattern. 

“It’s hopelessly garbled,” he reported to the bridge. “Shall I ask for a repeat?” 

“No,” Captain Towne replied. ‘Keep your radio silence. We'll be in Aden to- 
morrow and we can check it then.” 

In Aden, a chill ran down his back when the British port control officer gave 
him the ungarbled text of the message his radio operator had missed. An 
Italian submarine, spotted by a British patrol plane, had been waiting in the 
narrow channel between Cape Guardafui and Socotra Island—square in the path 
of the plotted course of the Seatrain Tezas. 

Urgently, Aden had radioed Captain Towne to change his course, to move out- 
side the island to avoid the deadly peril ahead. 

The Seatrain Texas had missed the message. The submarine did not. Al- 
though it was in code, they had the key. Pulling out of his lair in the narrow 
channel, the sub’s skipper sped to the new course, on the other side of the 
island where, during the night, he sank two other freighters. The Seatrain 
Texas, a prize the Germans would have valued above all others, slipped through 
on her old course unmolested. 

From Aden, the ship raced up the Red Sea under the broiling August sun. On 
the morning of September 2, exactly 35 days out of Brooklyn, she eased into the 
harbor at Port Taufiq, at the Red Sea end of the Suez Canal. 

An American Army captain led a crew of British stevedores aboard before 
the dock lines were fastened. The ship’s own booms were used to swing the 
tanks out of the deep holds and onto the dock. Waiting British drivers took 
them over, speeding them to the desert front. Three days after the last of them 
were unloaded, and days before the original convoy arrived, Montgomery sent 
the American armor into battle against Rommel. 

Along the dusty roads leading out of El Alamein they thundered and roared, 
weary soldiers of the 8th Army rising from their foxholes to cheer as they lum- 
bered past. In the 6 weeks of bitter desert fighting which followed, these tanks 
spearheaded the British attack. Their guns were the weapons that stopped the 
German armor. They were the decisive factor that turned Rommel’s advance 
into a retreat to mark the beginning of the end for Hitler’s Third Reich. 

The Seatrain Texas, against almost impossible odds, in what was surely one of 
the dramatic trips of the war, had arrived in time. 

It was a moment in history. 


Exursit 10 


Excerpt From Letter, DATED DECEMBER 2, 1959, From LABor-MANAGEMENT COAST- 
WISE CONFERENCE TO CHAIRMAN, INTERSTATE COMMERCE COMMISSION 


We believe that the Commission should suspend protested railroad rates at 
least under the following circumstances: 

(a) When the protested rail rate yields less than fully distributed costs and 
would require competitive water rates to yield less than fully distributed water 
costs. 

(b) When proposed rail reductions are specially designed to eliminate differ- 
entials of coastal water lines. 

(c) When the protested rates would affect traffic which is vital to a coastal 
water line. 

(ad) When protested rail commodity or exception rates would defeat a Com- 
mission-prescribed rail-water-rail class rate, with no demonstrated change in 
the character of the traffic. 

(e) When protested rail rates involve fourth section violations. 

(f) When the proposing rail lines have not shown willingness to make proper 
simultaneous adjustment of joint rates with coastal water lines. 


Mr. Wetter. Senator, you have just heard Mr. Hall, who is the co- 
chairman of the Labor-Management Coastwise Conference. I am the 
other cochairman, and I may say that I am very proud to be associated 
with Mr. Hall in this kind of activity. I think the thing that we are 


doing is very constructive to both the labor and management people. 
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The Labor-Management Coastwise Conference, as he told you, repre- 
sents in its membership four companies: Coastwise Line, which is the 
only remaining line on the west coast; Seatrain; Pan-Atlantic Steam- 
ship Co.; and Luckenbach Steamship Co. So far as we know, these 
are the only remaining general carrying common carriers in these 
trades. 

The Labor-Management Conference was formed about a year ago 
under the pressure of circumstances. One of the pressures of those 
circumstances was that every single one of these companies had shown 
a net deficit for the year 1958 in its income. Everyone of them had 
red figures. The aggregate of these red figures represented a red 12 
percent return on the investment in these companies. 

These conditions have grown worse since a year ago when our studies 
of this matter began. The first thing we started doing was trying to 
determine the extent and the causes of the decline in which we were 
engaged. 

I should like to show some charts which will reveal something of 
that. 

Senator Bartierr. Very well. 

Mr. Wetter. This chart, exhibit 1, shows the regulated tonnage 
transported, so far as we could peg it out, carried by coastal water 
carriers on the Atlantic and gulf coasts. That is, between ports on 
the Atlantic coast and ports in the gulf coast, for the 2 years 1939 and 
1958. As you will note from the first part of this chart, in 1939 there 
were 123 vessels in this trade. There were 12 companies. Between 
them they carried just about 614 million tons of regulated cargo. By 
“regulated cargo” I mean common carrying traffic. In addition, some 
of these companies, such as my own—we carry a little fuel oil in the 
side tanks of the ships, but this is not regulated tonnage. 

Senator Barriterr. Mr. Weller, would you prefer to continue un- 
interrupted ? 

Mr. WeEttERr. I would be glad to be questioned. 

Senator Bartiterr. Who provided the regulation prior to 1940? 

Mr. Wetter. Prior to 1940 it might have been in two ways. It 
would have been regulated by the Federal Maritime Board or, if it 
moved under joint rates with railroads, it would have been regulated 
by the Interstate Commerce Commission. In some cases it was one; 
in some cases the other. 

For instance, Seatrain largely came under Interstate Commerce 
Commission regulation before 1940 because it operates in conjunction 
with railroad rates. 

In 1939 there were 12 companies in this trade with 123 vessels and 
614 million tons of cargo. In 1958, there were two companies, 10 ves- 
sels, and the tonnage carried was a little short of 1,400,000. That is 
a decline of 78.9 percent in those 20 years. Since the end of 1958 one 
of those 10 ships has been laid up. Unfortunately it is ours. 

This didn’t happen at a time when transportation generally was 
going to pot. As you can see on the next tentinas this is the trend of 
railroad ton-miles in the same period. I point out that these are 
hundreds of billions of ton-miles; and ours are millions of tons. So 
they aren’t the same scale. The railroad ton-miles increased 65.4 
percent in this same 20 years. 
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That is the trend for the Atlantic and gulf trade in which I am 
particularly interested as the president of Seatrain. 

May I show you what we believe to be the trend for the total 
trade. 

This chart does not represent the same 2 years because we could not 
obtain figures for 1939. This chart, exhibit 1A, represents total ton- 
nage carried by coastal and intercoastal deep-sea common carriers for 
the years 1940 and 1958. 

The source of these data is attached to my statement and I will not 
go into detail. As you will note from the left-hand bar, in 1940 the 
total was 11,157,000 tons. In 1958 it had declined to 3,141,000 tons, 

71.8 percent. About the same trend as on the east coast. Not 
quite as bad. It is a case of near death against death. I have not 
been in this business a long time. I was in transportation all my life, 
I have been in the railroad industry since 1925. I have been in the 
airline industry. I only became president of Seatrain a couple of 
years ago. 

When I began to be shown these kinds of figures I was completely 
shocked. I had not seen anything in any form of transportation that 
represented anything like it. Yet I have tried to make some studies 
myself as to what was the cause of this. 

‘Immediately as a newcomer in the industry, when I began to ask 
questions from people outside the industry, I was told the answer is a 
very ready one: inefficiency, labor costs, especially shore-side labor 
costs. I believe in fact that some suggestions like this have been made 
by the Interstate Commerce Commission to your committee. I have 
made some studies of this because if this is the result the. the answer 
to the problem would be probably a relatively simple answer. Mecha- 
nize it; and this would get rid of these excessive costs. 

Then I looked further. On the Atlantic coast the only two com- 
panies which are in operat ion—ourselves and Pan-Atlantic—are com- 
pletely ¢ onté uinerized and mechanized; and they are in very, very seri- 
ous difficulties. And labor costs are not the answer. 

I would like to show if I may a few pictures to illustrate Seatrain’s 
type of operation, and how it 1s mechanized. 

This is exhibit 2. This is a drawing showing a cross section of a 
Seatrain vessel and the way it is laid out to accommodate, to begin 
with, freight cars, the cross section here shows that there are four 
decks in the ship. Each deck has on it four railroad tracks. There 
are approximately i mile of railroad tracks on these four decks, to- 
gether. The ship comes in alongside a pier. On the pier is a large, 
and I may say, very heavy and expensive crane. This crane has a 
tonnage capacity of 125 tons. There is a pit in the pier. The rail- 
road pushes the car out on this pit, the crane picks the cradle with the 

car in it up, lifts it over, puts it in the proper place m the ship and 
the car hauling gear which is built into'the ship moves it into place in 
the ship. On the : average we can load a freight car in about 3 minutes, 
or unload it. We can carry a hundred freight cars on the rom We 

can unload the hundred freight cars in about 6 hours. We can load 
a hundred freight cars in about 6 hours. 

This is exhibit 2-A. This is a picture of the ship alongside the 
pier with the cars on it. The freight cars come out on one of these 
tracks, go onto a cradle, are lifted up, over, dropped into an automatic 
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locking position for the proper track, the car is lifted off it, and that 
is it. 

Incidentally, the total use of longshoremen that you will see on 
duty when the ship is being loaded is 21 men. One hundred freight 
cars, 4,000 to 5,000 tons of freight, go aboard the ship in 5 to 6 hours 
with a crew of 21 men. 

This is exhibit 2-B. In the last few years we have also been 
st our service with a container service which provides 
truck deliveries to and from the ship. This shows you generally the 
way that operates. The highway truck comes in from the shipper’s 
door with the body of the truck lifted off by the crane. It chen 
goes aboard the ship in exactly the same fashion as the freight cars do 
and the operations are meshed together. 

Exhibit 2-C shows the upper two decks of the ship in cross section 
when the ship is loaded. As you note on some of the tracks there are 
freight cars. There would be three rows of freight cars aft of this 
position. In the next position here are two of these seamobile boxes 
standing on top of each other. The other isthe same. Here we have 
only one box. We have lost some business. But that is the general 
position of the ship when it is loaded. You see how many laborers 
there are standing around. This fellow is not a laborer. He is part 
of management. 

Senator Barrierr. The one with his hands in his pockets? 

Mr. Wetter. The one with his hands in his pockets, that is right. 

Senator Bartiterr. What percentage of your total cargo goes by 
freight car? 

Mr. Wetier. At the present time, Senator, we have only been in 
this seamobile business, as we call it, for about a year and a half, and 
we are experimenting with it. Weare not heavily in it. We are buy- 
ing more containers. I think you will hear later from Mr. Farnell 
of Pan-Atlantic Steamship. His operation is completely container. 
This is a long way of answering your question. I would say at the 
present time perhaps 10 percent of our traflic moves in containers and 
the rest in freight cars. 

Senator Barriterr. Does this tend to increase 

Mr. Wetter. The container percentage increases. We are buying 
more containers. 

Senator Bartierr. Will this be at the expense of the other segment 
or will this be additional to your fleet ? 

Mr. Wetter. Did you say will it be as expensive ? 

Senator Barrierr. At the expense of the freight-car type operation ? 

Mr. Wetter. ‘To some extent it is at the expense of the freight-car 
operation. May I say at the present time it doesn’t need to be at the 
expense of anything. We have plenty of room on our ships which 
isn’t occupied by either containers or freight cars. 

The impression I am trying to convey is that this operation is mech- 
anized. It isnot cluttered up with a lot of excess workmen. Mr. Hall 
is correct in saying that generally speaking the labor people, not to 
my complete satisfaction, of course, have cooperated with us in the 
mechanization of this business. 

Chart 3 shows the difficulties of breakdown of Seatrain’s operating 
expenses for the vear 1958. The bar on the left shows our operating 
revenues, which totaled $9,358,000 for the year 1958. The bar on the 
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right is the operating expenses. Unfortunately this little red line up 
here is the excess of the operating expenses over the revenues. The 
deficit was $246,000. The total operating expenses were $9,605,000. 

This little gray-hatched area down here was our stevedoring labor 
costs, as a percentage of the total operating expenses. It was 3.7 per- 
cent of the total operating expenses. This next line, this gap, which 
was a little higher, represented Mr. Hall's type of people, which de- 
rived 21.7 percent of our total operating expenses, or $2 million. The 
remaining area is the remaining operating expenses, which were a 
little over $7 million, or 74.9 percent of the total. Those expenses 
were such things as fuel for the ships, salesmen, repairs to the ships, 
andsoon. But the point I wish to make is this: 

This comes about from my original study of this picture. People 
say that labor costs are the answer to the thing. I say they are not, 
because here is a mechanized operation in which stevedoring labor was 
3.7 percent. Certainly I neal like to bring that 3.7 percent down, 
but if I brought it down to zero, it would hardly abolish this deficit. 
You can’t expect people to work for nothing, and you can’t mechanize 
to the point where you don’t have any people. This is not the answer 
to the problem. 

If the two completely mechanized and containerized companies— 
Seatrain and Pan-Atlantic—incidentally I have seen the Pan-Atlantic 
figures and they are very similar—if the two mechanized and com- 
pletely containerized companies which do not have high stevedoring 
expenses, which certainly have reasonable shipboard labor costs, can- 
not make a go of it, how can anybody else do it? How can anybody 
else raise the money? I can’t. I can’t buy any more money to buy 
more containers or anything else until I start raising a profit. How 
can anybody else go in this business. So that is not the answer to the 
problem. It isn’t labor costs. 

There is one area of labor costs that does affect the coastwise trade 
to some extent, and that is the fact that under the law the coastwise 
operator is required to use ships built in U.S. shipyards. As every- 
body knows, these ships built in U.S. shipyards cost about twice what 
they would cost abroad. We are not permitted to use ships which 
were built abroad. 

This, incidentally—our industry—is the only industry which has 
this kind of a requirement. If you are in the airline business, as I used 
to be, you can buy your airplanes abroad, if you want to. You have 
to pay the customs duty on them but you can buy them abroad, and we 
have some foreign-built airplanes operating in the United States. If 
you are in the railroad industry you can buy your locomotives abroad. 
I don’t know of anybody having done it yet, but they will one of these 
days. When I was in the railroad industry we did buy our driving 
tires from Krupp in Germany because they were cheaper. 

If you are in the trucking industry it is legal for you to buy trucks 
abroad and I expect they will be doing it one of these days. 

We cannot do this. We are required to use the ships built in the 
U.S. yards. 

I think it would only be fair if the construction differential subsidy 
were made available to the coastwise lines. That is the only area in 
which I think labor costs have any bearing on our problem. 
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It would not be an answer to the problem, however, because no mat- 
ter how cheaply you can buy the ships, if you can’t operate them at a 
profit there is no use buying them. I wouldn’t care to have anybody 
give me a ship right now. 

Senator, I have come to the conclusion—and I am not the only 
one—that the problem therefore is not in labor costs, and that it is in 
the calculated, concentrated, and positive campaign of the railroads 
to put the coastwise and intercoastal lines out of business by collusive 
reductions of rates aimed at the traffic we carry. 

There isn’t anything new about this. When the Transportation Act 
of 1940 was passed, the various Senators asked questions on the floor. 
I have been looking up the congressional history. It is very clear that 
various Senators at that time were alarmed that this would happen, 
because they said the Interstate Commerce Commission was primarily 
disposed toward railroads; they expressed this fear and they were 
afraid that the railroads would conduct that kind of a campaign. 

For this reason certain specific protections were written into the 
Transportation Act of 1940 together with some protections which had 
existed in prior law to prevent it. The Interstate Commerce Act pro- 
vides that water lines are entitled to differentials in the rates. Every- 
body recognizes that this is an absolute essential of water line opera- 
tion. You can’t get any business except at differential rates. 

The act also requires that railroads make joint rates with water 
carriers. We have the fourth section of the act, which prohibits rail- 
roads from reducing their long haul rates below the short haul rates 
in order to drive a water carrier out of business. Unfortunately there 
is a relief clause in it, subject to the Commission’s discretion. 

The act also gives the Commission power to suspend rates which 
are destructive or predatory. 

All those protections were written into the law and the Senators, the 
chairman of this committee at that time—the chairman of the Com- 
merce Committee—expressed his confidence that the Interstate Com- 
merce Commission would enforce these protections and that we could 
depend on it that the water lines would survive. 

In the early years of the act it appears that this happened to a 
large extent, and the decisions of the Commissions in those days 
seemed to keep in mind the congressional admonitions. I think this 
perhaps might have been true partly because of one member of the 
Commission, the last Joseph Eastman, who knew a lot about water 
transportation. Whatever the reasons may be, in recent years the 
Commission has drifted away from the precedents that it then set, 
and in particular in the last few years the railroads have embarked 
on @ very expensive propaganda barrage which would lead everybody 
to think that they are going bankrupt and need emergency help and 
that they are the only people who should get any help, and they have 
simultaneously behind this barrage embarked on an old-fashioned 19th 
century rate-cutting campaign aimed at the coastal water lines. I 
might say that some of the railroad representatives have been very 
frank in telling me privately that this is what they were doing. Noth- 
ing personal about it, they were just going to put us out of business. 


am not the kind of fellow who enjoys that, so I intended to do 
some fighting about it. 
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The coastal and intercoastal water lines, Senator, are particularly 
vulnerable to this kind of a campaign. First because they absoluely 
require a differential. They can’t move any traffic unless they have 
a differential in rates. Secondly, because they are dependent to a 
large extent on relatively few commodities which move between lim- 
ited or igins and destinations. 

For instance, Seatrain, in its service from Texas City to New York, 
88 percent of our northbound traffic is represented by 10 commodities, 
When you name 20 commodities you have 97 percent of the traffic. 

Seatrain is even more vulnerable to this kind of a campaign than 
the other water lines for the reason that we are a rail-water-rail 
carrier, and the railroads are in control of the local rates to and from 
the ports. Over the last 15 years they have been regularly jacking 
up these local rates while cutting the long-haul rates, so that the ship- 
per, if he wants to use Seatrain, is placed in a squeeze. 

I have a couple of examples of how that works. Exhibit 4 shows 
the situation applying to oil field pipe. It is only a typical sort of 
a situation. Pipe, in general—iron and steel pipe—is a very im- 
portant commodity to ‘Seatrain. This only purports to show one 
example of oil field pipe moving between Sparrow’s Point, Md., and 
Houston, Tex. 

Our operation is from Edgewater, N.J., to Texas City. In April 
1958 the rate situation was like this: there was an all-rail rate on this 
pipe from Sparrow’s Point, Md., to Houston, of $1.20 per hundred 
pounds. There was a rail-water-rail rate with a differential pre- 
scribed by an order of the Interstate Commerce Commission of $1.03. 
The prescribed differential was 17 cents per hundredweight and it 
was just enough to move some of the business. Under this through 
rate the eastern railroads, for the haul of I think it is about 197 miles 
from Sparrow’s Point to Edgewater, received a division of 30 cents. 
The southwestern lines for the 40-mile haul from Texas City to 
Houston got a division of 1914cents. That left Seatrain with 53% 
cents per hundred pounds. That is what we got for hauling it 2,180 
miles from Edgewater to Texas City, when we got some traffic. 

Now let me show you what ee the next day, and still happens. 
Exhibit 4—A shows that on April 27, 1958, the railroads cut the all-rail 

rate from $1.20 to 88 cents. They refused to make any further joint 
rates with Seatrain, so that instead of this railroad division of 30 cents 
for the move from Sparrow’s Point to Edgewater, if we want to par- 
ticipate in the traflic we would have to pay them the local rate of 36 
cents, an increase of 6 cents. They are willing to go down 32 cents 
here but they want 6 cents more here. 

Fortunately we do have a contractual through rate arrangement 
between Texas City and Houston, so they had to share in the ‘shrink 
there. Even there we would have to go down to 261, cents if we 
wanted to maintain the differential. 

We were completely unable to do this and we petitioned the Inter- 
state Commerce Commission to suspend these rates. We pointed out 
in our petition for Suspension that this relationship was a violation 
of the Commission’s order. The Commission didn’t suspend them, 
however. That is the way it is. 

I might point out another thing which will illustrate this a little. 
As I say, the eastern railroads dema ind, if the traffic is to move by Sea- 
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train, they demand 36 cents for this 197-mile haul from Sparrow's 
Point, Md., to Edgewater. When they participate in the rail haul, and 
if it moves via a junction at Evansville, Ind., their division of that 
rate is 35.7 cents, and they are hauling it, I believe 770 miles. 

Senator Barrierr. As compared to what 4 

Mr. Wetter. For the 197 miles here they want 36 cents. But they 
take 35.7 cents for hauling it 770 miles if it goes via a railroad. They 
will go that far out of their way to avoid doing business with Seatrain. 
We hav e drawn these things to the Commission’s attention time and 
again, but without muc sh success. 

“Mr. Barron. Did you say they refused to make a joint rate with 
you ¢ 
” Mr. Wetter. Yes, sir. 

Mr. Barron. Doesn’t the law provide for joint rates, compulsory 
joint rates / 

Mr. Wetter. It does. But the railroads refuse to abide by the law. 
What can I do about it? 

Mr. Barron. Has the Commission refused to do anything? 

Mr. Wetter. When we asked the Commission to suspend because 
there are no joint rates, the Commission does not suspend. 

Mr. Barron. Another question. Do you think 88 cents is a com- 
pensatory rate to the railroads ? 

Mr. Wetter. | doubt it. I have not explored that element. But let 
me say this: If 35.7 cents is compensatory for this 700 miles, then this 
36 cents is certainly an awful lot more than compensatory. 

Mr. Barron. I take it 2614 cents 

Mr. Wetter. We have had no opportunity before the Commission 
to prove whether they are or are not, Mr. Barton. 

Senator BartLerr. Why haven’t you? What occurred to preclude 
you from this opportunity ? 

Mr. Wetter. Because when we asked the Commission to suspend 
the rates and hold an investigation they don’t do it. They will let 
the railroads put them in. 

Senator Barr.err. There is no investigation at all on the part of the 
ICC? 

Mr. Weiter. Well, sir, I had better back up here a little. This is 
the situation as of a year ago. There has been since another series 
of pipe rate cuts, this about the end of 1959, sometime, with another 
round of rate cuts coming up. Seatrain went to the Federal court in 
New York and petitioned for an injunction to require the railroads 
to abide by this Commission of some 20 years ago. The court has 
not acted on that. The action is suspended because the Commission 
has now opened an investigation and has suspended the new pipe 
rates that are coming. I am going to get awfully complicated about 
this. 

Senator Barrierr. But this has no reference at all to the 1958 situa- 
tion which you have described ? 

Mr. Weiter. This situation still exists. 

Senator Bartierr. This relates to another episode entirely ? 

Mr. Wetter. That’s right. 


Mr. Grinsrerx. What does the failure to suspend do to Seatrain ? 
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Mr. Wetier. What it does is this: generally speaking, we are 
deprived—I could demonstrate this to you with a later chart a little 
better if I might be allowed to come back to that question. 

I have two more examples, and then I will explain why it doesn’t 
do us any good. 

This is the situation on welding compounds moving from Niagara 
Falls, N.Y., to Orange, Tex., on exhibit No. 5. As of August 15, 1959, 
there had been a rate situation for some time, in which the all-rail rate 
on that commodity was $1.75 for the movement from Niagara Falls 
to Orange, Tex. Here again there was a joint through rail- -water- rail 
rate which had been prescribed in an old proceeding ‘by the Interstate 
Commerce Commission : $1.61. There was a differential prescribed by 
the Commission of 14 cents a hundredweight. 

Out of that through rate of $1.61 the eastern railroads got 53.1 
cents for the haul from wenee Falls to Edgewater, Seatrain got 
62.8 cents for hauling it 2,000 miles around here. The southwestern 
railroads got 45.1 cents for that little haul from Texas City to Orange, 
Tex. 

Senator BAartrierr. How far is it from Niagara Falls to Edgewater? 

Mr. Wetter. 350 miles. That is a fairly long haul, Senator. But 
not proportional to this one. 

Mr. Grinsrern. Was the Seatrain division of 62.8 cents compen- 
satory to Seatrain at that time 4 

Mr. Wetter. Yes; I would say it was. Naturally we would like to 
have more. But we were carrying the business and happy to have it. 

The next day the railroads cut the all-rail rate to $1 61, exactly 
eliminating the differential. They have refused to make joint rates 
with us on the new basis. 

So now if you want to move welding compound via Seatrain you 
have to pay the railroad local rate of 75 cents from Niagara Fo alls to 
Edgewater. That is an increase to the eastern railroads of 22 cents. 
This is exhibit 5-A. You have to pay the local rate fiedeet ‘Deon City 
to Orange of 49 cents. That is an increase of 4 cents there. So that 
if Seatrain wanted to be in this business under these circumstances it 
would have to cut its local rate between these two ports to 23 cents. 

Senator Bartierr. Are you hauling any now? 

Mr. Wetter. No, sir. We couldn’t afford this. We petitioned the 
Interstate Commerce Commission to suspend this relationship on the 
grounds that the railroads didn’t—we didn’t ask them to stop the rail- 
roads from cutting this rate. We asked them to do it if they wouldn't 
make a proportional cut here. 

Senator Bartrierr. When was this? 

Mr. Wetier. August 16,1959. 

Senator Bartierr. Did they make an investigation of any kind ? 

Mr. Wetirr. Not yet. No, sir. 

Senator Barrierr. Was this a fairly important element of your 
business ? 

Mr. Wetter. Everything is important to us, sir, but it is not a big 
percentage of our business. 

Senator Barrterr. How about the pipe? 

Mr. Wetter. The pipe is. The one item of pipe I showed you is 
not. But pipe I would say, I think in 1957 we moved about 500 car- 
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loads of pipe, and I think our revenue on it was something on the 
order of $250,000 out of a $9 million gross. 

It is about 5 percent. 

Senator Bartierr. It has importance, then ? 

Mr. Wetter. Oh, yes, 5 percent. 

Mr. Grinstern. Why will the railroad from Texas City to Orange, 
Tex., not give you the Joint rate when it seems to its interest to main- 
tain that carriage ? 

Mr. Wetter. That is a very good question, Mr. Grinstein. I have 
asked some of the railroads in that area. For instance, let us say— 
I can’t answer the question as to this railroad because, to be frank at 
the moment I don’t know what railroad that is. The rate people 
forgot to tell me. 

But I have had conversations with railroads. One railroad in par- 
ticular in the Southwest, the president of which railroad agreed that 
it would be much to his benefit to have through rates with Seatrain, 
and he would like to do so. But his traffic vice president told me that 
he was a member of an agreement among the southwestern rail- 
roads not to do this, and that was the end of that. 

Senator Bartierr. This, then, pursuing that line of inquiry, could 
be very costly to the railroad, too, that operates between Texas City 
and Orange ? 

Mr. Wetier. Of course it is. He has given up the business, too. 

Senator Barrierr. But you don’t know whether that railroad is affi- 
liated with the others or not ? 

Mr. Wetter. All railroads are affiliated, Senator. I found that 
out. 

You don’t exist outside the family in that industry. 

Mr. Barron. Do you think they have some sort of formal or in- 
formal agreement not to make rates with water carriers ? 

Mr. Wetirr. Various vice presidents of railroads have informed 
me that they have one. They haven’t said whether it is formal or 
informal but they have one. 

Mr. Barron. Do you suppose that has antitrust approval under 
section 5(a) of the Interstate Commerce Act ? 

Mr. Wetter. I don’t recall their asking the Commission for the 
approval, no. 

Mr. Barron. There is a possibility then that it might be in viola- 
tion of the antitrust laws? 

Mr. Wetter. I think it is quite possible, yes. 

Mr. Grinstetn. Why is it necessary for Seatrain to maintain a 
differential with respect to rail carriage ? 

Mr. Wetter. Because it has been our experience that no traffic will 
be shipped by Seatrain unless there is the differential. And the rea- 
con the shipper will give you for this, first our shipping is slower 
than all-rail service. 

Second, it is less frequent. To Texas City we maintain two sailings 
a week. To New Orleans we maintain only one. If the shipper 
wants to ship from New Orleans to a point near New York, or from 
Texas City to a point near New York, in volume production, let’s 
suppose he produces one carload a day, seven cars in a week, he could 
dispatch those cars once a day by rail, with everyday railroad service. 

60470—60——5 
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But he has to bunch them all up and wait for the ship sailing when 





it is Seatrain. e 

Secondly the service will be slower. Third, it is roundabout. And h 
at the other end the consignee is going to have to accept it in bunches, } e 
Therefore, every case I have ever explored the shipper will not ship T 
by Seatrain except at a differential in the rate. 

Mr. Grinstein. Then it is essential to the operation of coastwise r 
or intercoastal trade that there be maintained a differential between f 
rail and water rates ¢ 5 

Mr. Wetter. Absolutely. di 

I have one more example. 

This is exhibit 6. This has a particular current interest to me. It is 
involves pulpboard. This morning I attended an oral argument be- al 
fore the Interstate Commerce Commission. It has a bearing on this, Ww 
The case really surrounds whether or not Seatrain will be able to Ww 
stay in business at the port of Savannah. I am going to be careful , ce 
not to discuss any of the elements of what it is that the Commission en 
has before it to decide because there is no reason to suppose that the , 
Commission won’t decide it promptly and equitably. Ww: 

Seatrain has operated between New York and Savannah since 1952, Se 
at which time it obtained a certificate from the Interstate Commerce 
Commission. m 

I might say that it obtained this certificate over the violent objec- sa 
tion of the railroads in that area, with one exception, the Central of Sa 
Georgia Railroad, which had invited us to start the service. , wt 

Ever since the service started we have been up against a campaign | 
of harassment from the southern railroads serving Savannah, pri- Sa 
marily the Seaboard, Coastline, and Southern. They have resorted nu 
to every possible obstruction to prevent the success of Seatrain’s th: 
service. pe 

They refuse to make any joint rates, even though the law requires | th 
it. Beyond that they have published notice in their tariffs threaten- } 
ing shippers who use Seatrain’s service. They have required the | ha 
shippers to resort to double bills of lading. 

Everything they could possibly do to annoy them and _ prevent 19: 
them using Seatrain service. In some instances they have even re- of 
fused to switch cars out of the plant of a shipper who shipped via in’ 
Seatrain. q 

Nevertheless, we have been able somehow to stagger along and keep | __ bef 
the service going until late October 1959 when the railroads cut the the 

rate on pulpbo: ard mov ing from Georgia, and St. Marys, Ga., to points , _ the 
immediately adjacent to New York “Harbor. This traffic accounted Th 
for nearly 50 percent of Seatrain’s northbound revenues from | des 
Savannah. S 

I should like to show you an example of just how this worked. As | Was 
of October 1959, the all-rail rate on pulpboard from St. Marys to |  25,¢ 
Jersey City, and similarly to other points within about a 30-mile rail 

radius of New York, was 79 cents per hundred pounds. There was } T 
a local railroad rate on pulpboard from St. Marys to Savannah, which | — the 
is approximately 110 miles, of 25 cents per hundred pounds. mill 

The eastern i ailroads cha rged 16 cents as a local rate for this haul, C 
which is 10 miles here, from Jersey City to Edgewater, but it might US ¢ 


be 10, 20, or 30 miles at these New York Harbor points. | Sve 
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Seatrain had no joint rates with these people. It found by experi- 
ence that it could get traffic only at a differential of 5 cents per 
hundredweight. So we put in a combined rate, or made available a 
eombined rate, of 74 cents a hundred. Our local rate was 33 cents. 
The railroad here gets 25, between Savannah and St. Marys. 

The railroad bet ween Edgewater and Jersey City gets 16. That 

makes it 24. So we gota share of the business. As a matter of fact, 
from the traflic moving from St. Marys alone we were getting about 
50 percent of the traffic, until October 22. Then the railroads brought 
down the rate structure. 

On October 23 the railroads cut the all-rail rate to 55 cents. This 
is exhibit tA. FT hey kept this local port-to-port rate of 25 cents, 
and they kept this rate of 16 cents, which meant that if Seatrain 
wanted to stay in this business and maintain the differential we 
would have to go down to 9 cents, because we could only charge 50 
cents through against the railroad’s 55. The two railroads on the 
end here wanted 41 cents for their haul of approximately 130 miles. 

They were willing to take 55 cents to haul it 952 miles, but they 
wanted 41 cents between them to move it 120 miles if it went by 
Seatrain. 

This was manifestly impossible. We petitioned the Interstate Com- 
merce Commission to suspend these rates, on several grounds. We 
said first of all that it would mean the end of Seatrain’s service at 
Savannah if they were not suspended, because we couldn’t afford to 
stay there. 

Second, that it was an obvious discrimination against the port of 
Savannah. And third, that it was destructive competition for a 
number of reasons, one reason being that we believed we could prove 
that. the railroads were going to take less revenue for moving 100 
percent of the business after this cut than they got before for the share 
they already had. I will show you that. 

Because the Commission did not suspend these rates, this is what 
happened. This is exhibit 7. 

We have made a study of this. In the 6 months before October 23, 
1959, the particular shipper from St. Marys, Ga., shipped 15,204 tons 
of this pulpboard via Seatrain, and he shipped 10,542 tons via all rail, 
in which Seatrain didn’t participate. 

The total shipments were 25,746 tons. In this 6-month period 
before the rate changed the ‘ailroads receiv ed $166,564 revenue for 
the 10,542 tons that they moved all rail. They also wot $76,020 from 
the 25-cent local rate from St. Marys to Savannah on Seatrain traffic. 
They also got $48,653 for the local haul from Edgewater to the eastern 
destinations on Seatrain traflic. 

So that their grand total of revenue from all of these movements 
was $291,237. After October 23, assuming that they got all of this 
25,000 tons at the 35-cent rate which they put in, they would get, all 
rail, $283,206. 

This is $8,031 less than they got before moving about 40 percent of 
the business. They got $8,000 ‘less revenue for - performing some 12 
million more ton-miles of service. 

Of course it had but one successful advantage to them. It deprived 
us of $100,000 worth of revenue. And I suppose they were willing to 
give up $8,000 if they could knock us out of a $100,000. 
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We pointed these things out to the Commission in our suspension 
petition and we asked a chance to prove them, and the Commission 
did not suspend the rates. We appealed to the Commission’s A ppel- 
late Division. I will get back to the question of why does the failure 
to suspend mean anything. 

We had to think over what we were going to do. The next day we 
announced that we would be forced to discontinue service at Savannah 
as of the end of October, and we made preparations to do so. Within 
a few days we were descended upon by the other shippers via Sea- 
train, those who didn’t ship pulpboard. They said, What about us? 
Now we will be at the mercy of the railroads, and we will have to pay 
the higher railroad rates on our traffic. 

Some of our business—I am going to have a couple of witnesses 
here tomorrow who will explain that to you—was founded on the 
existence of low-cost water service at Savannah. We will have to 
go out of business if you go out of business because we can’t pay the 
railroad rates. This might explain why the railroads were willing to 
take this $8,000 loss here because if they could drive us out of business 
then they would have the rest of our traffic with no cuts in the rate. 

These shippers said to us, we would like to join you in an action in 
court for an injunction, or we would like to join you in a complaint to 
the Interstate Commerce Commission to get this situation reversed. 

We had to say, most reluctantly, that our counsel advised us that 
we had no standing in court, that we could not get an injunction 
against the Commission’s failure to suspend the rate, that this action 
of the Commission was purely discretionary and that the court could 
take no steps about it. 

Secondly, that we had considered a complaint against this situation 
but that if Seatrain failed a complaint it would take at least 2 years 
to get it decided. This is the history. We have complaints before 
the Interstate Commerce Commission that have been pending for 2 
years, and they aren’t decided yet. 

We have one that dates from the middle of August 1958 and it 
hasn’t even come to hearing yet. 

Seatrain would be losing its shirt in Savannah if it continued with 
this kind of a situation. Half its business gone. It already wasn’t 
profitable. We couldn’t afford—in justice to my stockholders I 
couldn’t continue in Savannah while we filed a complaint and carried 
it through. 

Mr. Barton. Mr. Weller, do you anticipate, if Seatrain is eliminated 
from serving the port of Savannah, that rates will eventually be raised 
on pulpboard by the railroads? 

Mr. Wetter. Well, sir, I have studied the history of transportation 
pretty thoroughly in the last 35 years. That is generally what hap- 
pens; yes. If history is any guide I suppose that is what will happen. 
That one time I remember in history, the railroads drove all the barge- 
lines off the inland river. Once they got them off, they jacked the 
rates up. They had a free hand. I suppose that will happen once 
they get rid of the coastal lines. But I am a businessman, and that 
wasn’t supposed to be my concern. My concern was what was I going 
to do about Seatrain. So when these people said we want to hold 
your coat or help you, we want to go to the Commission with you, I 
had to say reluctantly we can’t afford it. This is the reason that lack 
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of suspension is an essential to us. We couldn’t afford a 2-year 
process, before the Interstate Commerce Commission to get this re- 
versed and stay in Savannah and go bankrupt. 

A week later, however, in response to a request from the mayor and 
some other people in Savannah, I came down and had a meeting with 
them and it has developed that the Governor of the State of Georgia, 
the Georgia Public Service Commission, the city of Savannah, and 
some other public authorities have filed a complaint with the Inter- 
state Commerce Commission asking the Interstate Commerce Com- 
mission to determine joint—to order the railroads to make joint rates 
with Seatrain on this traffic. Rather reluctantly I agreed that Sea- 
train would stay in business in Savannah during the pendency of 
this complaint if they could get rapid action on it. They have had 
assurances from the Interstate Commerce Commission of expedited 
action. ‘The Commission, I think, acted on this complaint of the 
Governor of Georgia in November. They held oral argument before 
the Commission this morning. I would assume that the Commission 
is going to come up with a decision on it in the very near future. I 
am being very careful to say nothing about the merits of the case that 
is before the Commission. 

1 am sure they will decide it right. If they don’t, then Seatrain 
will have to pull out of Savannah and that will be the end of our 
service at Savannah. But we could not afford to prosecute. If we 
had filed a complaint, we would have gone through the ordinary 
Commission procedure and our friends on the railroads would have 
seen to it that it took all the time in the world, a minimum of 2 years. 
We just couldn’t afford it. We couldn't stay in Savannah under those 
conditions. Bankruptcy was the answer while it was going on. 

Mr. Grinsrern. That is one of the effects I take it of failure to 
suspend. In other words you have a very extensive procedure during 
which time the rate is in effect. 

Mr. Wetter. Yes. In these situations where you are driven out 
of business, if you file a complaint—sometimes we do file a com- 
plaint, and as I say it may take 2 or 3 years to get decided. By the 
time the complaint is decided there have been 17 other changes in the 
rates and the answer you come to at the end of the rate process is 
academic. The rates that you were talking about aren’t there. If 
we went back to the pipe situation, for instance, I pointed out a situ- 
ation of a year ago. Then I have to get complicated because that 
whole rate structure has changed half a dozen times since then and 
I don’t know what it is. If we had filed a complaint about those 
particular rates, the complaint might have come on for hearing by 
now, but we would be holding an academic hearing because in the 
meantime the railroads would have put in other rates. 

Let me give you an example of that. Two years ago, in about 
October or November of 1957, there arose a whole series of cases in 
which the railroads put in trailer on flatear rates between the North- 
east and the Southwest designed to knock Seatrain and Pan-Atlantic 
out of business. I should say here I think the guy they were really 
aiming at was Pan-Atlantic and we were in the middle. Both of us 
petitioned for suspension of those rates. At that time the Commis- 


sion did suspend them and set them down for investigation and hear- 
ing. 
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I think the hearing on this matter was completed about the middle 
of 1958. There hasn’t been a decision by the Commission yet. But 
in the meantime the railroads have put in effect the same rates on the 

same traffic by other devices, and the Suspension Board of the Com- 
mission refuses to suspend those rates. So that in effect the Suspen- 
sion Board has prejudged the ultimate decision of the Commission no 
matter what it may be. 

It hasn’t been issued yet. The railroads are carrying the traffic in 
the meantime. 

We petitioned for suspension and asked the Suspension Board to 
suspend the rates because there are cases pending before the Commis- 
sion in which the policy affecting those rates is involved. But the 
Suspension Board doesn’t suspend them. It begins to be a matter of 
your paying enormous legal expenses to conduct all these cases, and 
it is academic. You are headed for bankruptcy. 

At any rate, I think I have established the point that water trans- 
portation is in trouble, and I think I have at least sunk it in a little 
where the trouble comes from. It comes from railroad rate cuts. 

We might question whether there is anything we needed to do about 
it. Some people have suggested to me, and in “fact I have gained that 
impression at the Interstate Commerce Commission, “We agree that 
there is a bad situation. So what?” Maybe water transportation is 
an anachronism. Maybe we don’t need it. Maybe we should let it 
die. I don’t believe that, because it is the policy of the United States, 
expressed in law, that we should have a merchant marine. And I 
think in the last 5 years we have spent about $700 million of the 
taxpayer’s money subsidizing an offshore merchant marine. I think 
the previous witness testified that a very large part of our domestic 
fleet, of our World War IT fleet, was the domestic merchant marine, 
I think it would be completely ridiculous, and I don’t believe any- 
body on this committee is going to think that the taxpayer’s money 
should keep being spent for subsidies—and I have no objection to 
that—while at the same time we run the domestic merchant marine out 
cf business, that which is unsubsidized. 

Secondly, even if there were no national defense implications in 
it, the commerce of the United States is affected by this. Plants have 
been built and industries established and people, their jobs, and cities, 
are located at ports that are based on the existence of coastal water 
transportation. If we allow this transportation to be destroyed, those 
industries are going to be destroyed. 

When the railroads resort to this distorted ratemaking, in order to 
match water transportation rates, they are doing it at the expense of 
the inland points and they are driving more inland industry to the 
ports. And if history is “any guide, once they have got rid of the 

coastal transportation, they will do as I was asked earlier, they will 

raise those rates back up again and then the industries will have to 
move back inland again. This is going to dislocate an awful lot of 
people. 

Consequently, I don’t think I need to plead very long the point that 
it is important that we do something about reviving this coastal mer- 
chant marine. 

There is another point which has been raised by some people, which 
seems to in fact—I thought it was in the back of the mind of the 
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Commission. Our group asked for a meeting with the Interstate 
C ommerce Commission, and at one point the Chairman of the Com- 
mission said that they could only meet with us if representatives of 
industries, other transportation, which would be adversely affected, 
could be present. We said that would be all right, but it never oc- 
curred to us that the survival of the water transport: ition industry 
would adversely affect anybody necessarily. 

It has been suggested, however, maybe if you do anything for the 
coastwise lines th: at that will be harmful to the railroad industry. I 
won't dwell long on that because I don’t think it would impress you 
much. 

The railroad industry is approximately a $10-billion-a-year indus- 
try, Senator. The coastal and intercoastal lines together had gross 
revenues in 1958 of $65 million. One railroad, the Atchison, Topek: i & 

Santa Fe, had net income after income taxes in that year of $67 million. 
I don’t think anybody would seriously think that if we do something 
for the coastal lines, or let them live, that it would be any great 
damage to the railroad industry. I won't dwell on that point. But I 
would like to dwell on the point that we have to come to a solution of 
this problem, and place my primary emphasis on the belief in my 
mind that the solution lies most directly and immediately in the 
suspension process of the Interstate Commerce Commission. 

Our group had a meeting with the Commission on the 16th of 
November. We had asked for the meeting and I must say that the 
members of the Commission, the Chairman, were most gracious in 
according us the meeting. They listened with great courtesy and there 
was a good deal of discussion with our problem. What their reaction 
is I do not know because they have not made any—lI wrote them a 
letter after the meeting summarizing what had been said. The Chair- 
man sent me a copy of a letter which he sent to this committee, sending 
the letter to you with no comment. I am disappointed and I have told 
the Chairman of the Commission that I was disappointed. I had 
hoped that by spending this time with them we would at least have 
brought forward acomment. But we didn’t. 

In that meeting, however, we impressed upon the Commission that 
our principal prob lem and need lay in the suspension area, because in 
effect when the Commission does not suspend one of these predatory 
railroad rates, we are denied our day in court for the reasons I just 
explained in the case of this Savannah matter. 

If the rate is not suspended, the Commission’s approach in the past 
seems to be: “We won't suspend the rate; we will let the railroad cut 
the rate.” One course of action for you, water line: Cut your rate. 
We don’t stop you from that. If you are the low-cost carrier, prove 
it, by cutting your rates. 

_ Anybody knows that when you stack a $65 million industry up 

gainst a $10 billion industry in that kind of a rat race it isn’t the low 
cost carrier that is going to come out on top. It is going to be the guy 
who can survive, the guy with the $10 billion. 

I am sure, Senator, that you have never played poker, but if you 
asked somebody who had, you would find that the guy who comes in 


and puts $5,000 in the pot scares most of us grocery clerks outside, 
and that wins the hand. 
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It is impossible to beat him. 

Another course the Commission seems to take is that we won’t sus- 
pend it but you may file a complaint. For reasons I have explained, 
this is not practical. This deprives us of our day in court. Complaints 

take too long to get heard. The 6834 case I mentioned awhile ago 
has been pending 2 2 years, and there isn’t a decision yet. Meanwhile 
the railroads have been putting rates in freely. And the /ron and 
Steel case, which has been pending since August 1958, hasn’t even got 
to a hearing yet. 

If we resort to complaints, we just can’t afford the time that is 
involved in that kind of a process. 

I would like to say that in the last year I believe we have filed 58 
petitions for suspension of railroad rates, and the Commission has 
granted nine of those. This is exhibit 8. Of the nine suspension 
petitions which were granted, the railroads withdrew the rates in six 
of those nine cases. Generally speaking, they will not put up with an 
investigation or a hearing as ‘toa justific ation of rates. If they can’t 
get the Commission to let them put it in out of hand, they won’t put 
it in. I might mention, if I may, in connection with that, that in the 
middle of 1958 the railroads put in a great adjustment in iron and 
steel rates from the east which involved fourth section relief. We 
petitioned the Commission to suspend those rates and deny the 
fourth section relief. The railroads answered that saying there was 
a tremendous urgency, an emergency, and in the national interest. 
Steel shippers were upset all over the place. Seatrain, maybe they 
had some rights but they were little fellows. Don’t pay any attention 
to them, Commission, this is an emergency. Don’t hold any hearings, 
don’t listen to any facts. The Commission responded and gave them 
the relief out of hand and let them put the rates into effect. 

Seatrain went to a Federal court in New York and obtained an 
injunction. The court ordered that the Commission must hold some 
sort of hearings on this matter, and remanded it to the Commission. 
The Commission has been ready ever since to hold hearings on it but 
the emergency is no longer there. The railroads haven’t been willing 
to appear in a hearing. There hasn’t been a hearing yet. Because if 
you are going to have. a hearing they don’t want any. The emergency 
isn’t there. The rates in that case are not effective. Nine emergencies 
which existed a year and a half ago which demanded immediate action 
with no facts is no longer there if you have to have a hearing. 

Senator, we don’t seem to have obtained any relief from the Inter- 
state Commerce Commission on this matter. So it seems to me that 
we must have some relief from Congress, otherwise this industry is 
going to die and it is going to die so fast that if you wait until next 
year it will be too late to be talking about it. You can hold the funeral 
sermon, I think. 

I have three types of action to suggest to you. Tlie first one is that 
you amend title V of the Merchant Marine Act to allow the coastal 
and intercoastal lines to have recourse to the construction differential 
subsidy. But as I say, this is not a major cure. It is something to 
which I think we are entitled, which might have some value. But it 
is not a major cure nor would it deal with this drastic situation. 

Secondly, I suggest that this committee must—differentials are ab- 
solutely jour ee: the water lines—you must clarify the law as to 
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the differentials. To me the law isclear enough. To the railroads and 
the Interstate Commerce Commission, it isn’t. You have two bills 
before you which would amend the Interstate Commerce Commission 
Act to make those differentials specific and into law, and I recommend 
their approval. 

On one of those bills, S. 1881, I have seen the comments that the 
Commission sent to you, and I understand from them that they are 
violently opposed. 

They oppose, for instance, the provision in that act that they must 
hold hearings before granting fourth section relief when a water car- 
rier asks for them. I don’t understand the basis of their opposition 
there. In their annual report to this Congress, in 1950, they stated in 
their annual report that it was their policy always to hold such hear- 
ings when a water carrier requested them. 

They abandoned that policy but they haven’t said why, and I don’t 
know why they object to going back to it. 

The thing, however, Senator, that I believe is most urgent, and that 
could have the most immediate effect for the coastal and intercoastal 
lines, is that you amend section 15-7 of the act. I have in my written 
testimony proposed some specific language to be added at the end, and 
I will not read it now. But that amendment, the purport of the 
amendment, would be to require that the Commission suspend railroad 
reduced rates which would eliminate water line differentials upon 
petition of a water carrier. 

All that would mean would be that the Commission was obligated 
to give us a 7-month period in which to show the kind of facts I have 
been showing to you and not be denied our day in court by failure to 
suspend, by being put out of business and bankrupted while awaiting 
some lengthy proceeding. If at the end of the 7 months we haven’t 

roven our case, the rates could go into effect, and nobody would have 
ban hurt. 

The hour of destruction might at least have been delayed, which 
would be the most immediate and beneficial thing you could do. 

Senator, you have been very kind in listening to me for this long. 
Mr. Hall wound up by telling you a little story. May I tell you that 
Tam reminded by him of one. 

A couple of weeks ago I read a little article somewhere which face- 
tiously was setting forth the proposed forthcoming articles in the 
Reader’s Digest, a well-known publication, and the headings of them. 
One of those headings was “New Hope for the Day.” Senator, I 
hope you can do something for us along that line. 

Thank you. 

Senator Barrierr. Thank you, Mr. Weller. 

How long has Seatrain been in operation ? 

Mr. Wetter. Approximately 30 years, Senator. I have only been 
in it about 2 years. 

Senator Bartterr. How many ships do you now have? 

Mr. Wetier. We own six ships. Five of them are in operation. 
One is laid up at Texas City. 

Senator Bartterr. For lack of business? 

Mr. Wetter. For lack of business. 

Senator Bartierr. What are your ports of call ? 








68 DECLINE OF COASTAL SHIPPING INDUSTRY 


Mr. Wetter. We operate between New York, Savannah, New Or- 
leans, and Texas City. And incidentally, Senator, this reminds me 
of a question } you asked Mr. Hall, and I would like an opportunity to 
give an answer to it. 

You asked Mr. Hall something like this: What would be the rela- 
tive cost of water operation versus railroad movement between New 
York and New Orleans, I believe. Since Seatrain operates between 
New York and New Orleans, I would like to answer that. 

As a matter of fact the majority of our business is between the 
gulf and New York, New Orleans, Texas City, and New York. The 
best answer I can give on that. is that in 1952, ending in 1952, the 
Interstate Commerce Commission held a whole series of hearings as 
to the relationship between water routes between the Northeast and 
the Southwest and railroad rates. 

In those hearings they found that for cost and other reasons the 
water lines, including Seatrain, were entitled to differential rates and 
that the then existing differentials were about right. In the transcript 
of that opinion there are some cost determinations of the Commission 
which estimate that Seatrain’s cost for moving a ton between Edge- 
water and Texas City, between New York and Texas C ity, is about 
one-third of the railroad cost. for moving the same tonnage. It did 
not specifically go into New Orleans as a port, but the cost comparison 
I think would be about the same. Recently, Senator, since I am a 
newcomer in Seatrain I wanted to explore whether this was still So. 
I have employed a recognized cost expert who has made some studies 
for us and who has informed me that the relationship is still about 
the same. That is, that our costs are much lower than railroad costs 
for movement between those points. 

We are prepared to demonstrate this at any time. 

Senator Barrierr. Perhaps as much as two-thirds less? 

Mr. Wetter. Sir, I would be creating a misimpression. Traffic has 
to move—I said it was about two-thirds less between New York and 
Texas City if it arises right at the piers. Not much of our traffic 
arises at the piers. So in comparing the costs you have to include 
the local railroad cost to and from. 

So that depending on how far you go back from the origin and 
destination, then the cost advantage would dis: appear. 

Senator Bartrierr. Thank you very much for that information. 

Are your ships identical ? 

Mr. Wetter. They are, more or less, identical, Senator. They are 
all approximately 500 feet long and 63 feet beam, and they have to 
be, because of our shoreside mechanism, very much the same. They 
are not all the same age. They are built in three groups of two sister 
ships each. The newest ones are 1952 ships. The oldest ones are 
1940 ships, and there are some differences. 

Senator Barrierr. Built especially for your operation ? 

Mr. Wetxer. Yes, sir. I might say that I believe they are the only 
ships in the world ever built especially for container operation. 

Senator Barrierr. How large a crew is necessary ? 

Mr. Wetter. The crew, including officer personnel, is 45. 

I don’t agree with Mr. Hall. I think it should be somewhat smaller. 

Senator Barrierr. Mr. Hall said, and I read from his testimony, 
“T also charged that the Interstate Commerce Commission is acting 
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collusively in support of the railroads by permitting them to engage 
in predatory selective rate cutting whic h deprives the shipping com- 
panies of cargo. I here and now repeat those charges.” That is the 
end of the quotation. 

Would you go that far? 

Mr. Wetter. Well, Senator, Mr. Hall was expressing his point of 
view and approach to this. 1 don’t think I would want to use his 
wording. I have to appear before the Interstate Commerce Com- 
mission once in a while, you know. He doesn’t. Truthfully, Sena- 
tor, no, I don’t think in my own view this is correct. The mem- 
bers of the Interstate Commerce Commission, as far as I know—and 
I have no reason to think otherwise—are all honest, intelligent, and 
able men. They are not engaged in a collusion consciously with any- 
body. But I think Mr. Hall is correct in saying that the Interstate 
Commerce Commission a doesn’t seem to know the facts of life 
about this coastal water carrier industry, and we have not been able 
to get those facts home to i hem. 

Senator Barrierr. The burden of your testimony has been that 
wherever the issue is joined, the ICC favors the railroad against the 
water line. 

Mr. Wetter. And I think this is only natural, Senator. 

Senator Barrierr. That is what I want to get to next. 

Why do you believe this is natural? Why is it so? 

Mr. Wetter. For a number of reasons. The Commission has 
responsibility for regulating a number of industries. It regulates 
the railroad industry, which is approximately a $10 billion a year 
industry. It regulates the trucking industry, which is, I think, about 
a $6 billion industry. And sever ral others, the figures for which I 
couldn’t give you. But the coastal water lines are a $65 million 
industry. In order of importance as to who can do the loudest 
squawking, $10 billion talks a lot oftener, louder, and more expen- 
sively than we do. In the last few years I think the railroads have 
conducted an awful propaganda noise which would lead an awful 
lot of people to believe that the railroad industry as a whole is in a 
state of starvation, and this, Senator, simply isn’t so. 

But I think the Commission thinks it is so. 

Senator Barrierr. You took the question away from me. 

Mr. Wetuer. I am sorry. I would rather hear it from you. 

Senator Barrierr. You answered it before I asked it. 

Your opinion is that ICC believes that the railroads’ position, finan- 
cially, is as the railroads have stated in what you term their propa- 
ganda releases. 

Mr. We tier. Senator, I have to think of some explanation for 
what is going on. That is the best one I can come up with. 

Senator Barrierr. Do you believe that the coastal and intercoastal 
trades would be in better hands if jurisdictional author ity were trans- 
ferred from Interstate Commerce Commission to the Federal Mari- 
time Board ? 

Mr. Wetter. Senator, I have thought about that, and I don’t believe 
it would. I don’t believe that changing from one agency to another 
necessarily changes very much. 
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Our problem is predatory rate cutting by the railroads. I don’t see 
how the Maritime Board could give any protection on that. That 
would be the problem. 

In other words, they could regulate us, but how would they stop 
the other fellow from bringing down the ax? 

Senator Bartterr. I don’t know. 

Mr. Wetter. It might be better if they left us under the Interstate 
Commerce Commission and transferred the railroads to the Mari- 
time Board. 

Senator Bartietr. In the Alaska Statehood Act, I made a valiant 
and vigorous fight to transfer the authority to the ICC from the Fed- 
eral Maritime Board because I thought the Board had rooked the 
people of Alaska so consistently over the years that they ought to 
have no further opportunity to do this. And about the time I was 
fighting my hardest the ICC ruled against us in the export-import 
rail case so I lost interest. 

Mr. Wetter. I remember that case. May I say that I have been 
engaged in practically every form of transportation, and all of them 
are regulated. And I have never heard of anybody who was happy 
with his regulatory agency, no matter who it is. 

Senator Barrterr. My own personal view, which I have been ex- 
pressing with increasing frequency over the last few months, is that 
all of these agencies should remember that their main concern is, or 
ought to be, with the public interest, and then I think everything will 
work out a whole lot better. 

Mr. Wetter. It would. 

Mr. Barron. Mr. Weller, you mentioned a moment ago, when I 
asked you a question, about the requirements of making joint rates 
between water carriers and railroads. Do you have any further com- 
ments on what might be done about that before the Commission ? 

Mr. We.uer. Mr. Barton, this is of enormous importance to Sea- 
train. It isof more importance to us than perhaps to some of the other 
coastal waterways, simply because we are a rail-water-rail carrier. 
And as I demonstrated, they can give us a real rooking by manipulat- 
ing the rates on both ends. 

The law presently requires that railroads must make joint rates 
with water carriers. But if the railroad doesn’t do it, nobody is going 
to make it do it, and the railroads have had a history in the last 20 
years of just saying we aren’t going to do it. 

Similarly, again, in any one of these cases, we could file a com- 
plaint, and the Commission says to me when I complain, “Why don’t 
you do that? File a complaint and we will take 5 years hearing it 
and maybe you will get some joint rates when we get through.” 

Meanwhile the railroad has walked off with the business by the 
device. 

By the time they have decided the joint rates case you wouldn’t 
have the same rate relationship that existed to begin with. 

So that this is not a good remedy. I maintain that every single 
provision of the Interstate Commerce Act is something to be adminis- 
tered by the Commission as a joint institution, and that the Com- 
mission is not supposed to take; it has been delegated by Congress 
the duty to administer in the public interest, as the Senator has 
said. It has a number of tools. It has not been directed by Con- 
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gress that it can only use one tool at a time. But the Commission 
takes this approach. When we say suspend the reduced railroad 
rate unless they maintain the existing joint rate situation, the Com- 
mission says, No, we will let them do what they want, ‘and under 
that provision if you have a complaint, resort to another provision 
of the act and file a complaint. You may take 5 years to get it 
through, and you are out of business in the meantime, but that is the 
way we likeit. It is a procedural matter. 

I think more than anything, if the Commission would just set up 
and realize that it has an administration of all these things, and that 
it is required to administer them jointly, it could cure a great deal 
of these problems. 

Mr. Barron. I take it that brings you then to the problem of 
what the suspension board, or what the suspension procedure is be- 
fore the Commission. 

Mr. Wetter. Exactly. 

Mr. Barton. Do you have any comments any further than you 
have given on the suspension procedure ? 

Mr. Wetter. I have only one comment, and that is that I believe 
the suspension—I am just baffled by its failure to act. I heard what 
Mr. Hall said earlier about this coastwise case on the west coast, the 
Beer case, where the Commission suspended a rate although the 
fourth section board said it was in violation of the fourth section. 
This one was cured apparently because it was appealed to the divi- 
sion and the division took care of it. 

We had one just this last week which went a little farther than 
that. Some rates on naval stores from the New Orleans area up to 
New Jersey. The railroads published reduced rates on those and 
there was a fourth section violation and they knew it, so they ap- 
plied for relief from the fourth section. 

We, Seatrain, petitioned for suspension of those rates and for de- 
nial of the fourth section relief. On February 10 the suspension 
board advised us that it wouldn't suspend the rates. On the same 
date, however, the fourth section board denied relief. The two 
agencies of the board: one said it is illegal, and the other says it is 
all right. 

We appealed to division 2, and contrary to what Mr. Hall just told 
you in his case, we were really flabbergasted when division 2, just a 
few days ago, wired us saying they weren’t going to suspend the rates, 
even though they were in violation of the fourth section of the act 
and the fourth section board had denied fourth section relief. They 
weren't going to suspend the rates. 

If you ask me for an ex (planation of this, I am unable to give it. I 
am bafiled. 


Mr. Barron. Did the railroad subsequently cure the fourth section 
violation ? 

Mr. Wetter. The railroads have postponed the effectiveness of the 
rates, I now learn, until the 13th of May. 
are up to now. , 


Senator Barrierr. I note that there is some v igorous writing going 


on, and doubtless the committee will want to hear from the ICC hy and 
by about this. 


So 1 don’t know what they 
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Mr. Weiter. I would assume so, Senator, and I am sure you should. 

I am a newcomer in this industry. I do not pretend to be an ICC 
practitioner or eae: I just don’t understand why they happen. 
For one thing, I don’t know why the taxpayer pays for a suspension 
board in the ICC when it isn’t going to suspend anybody. 

Mr. Barton. Do you think the public generally would be better off, 
not only the water lines, but the railroads and motor carriers, possibly, 
if there were more definite standards for the suspension board to 
follow ? 

Mr. Wetter. I agree that is so, Mr. Barton, and I think in a 
to the Commission—maybe some of this is the carrier’s fault, 
maybe we don’t file our petitions right; but they could set up some 
standards for us that would help us maybe to be more beneficial to 
them. 

Mr. Barron. Such standards might reduce the area of judgment that 
has to be exercised. 

Mr. Wetter. Thank you, sir. 

Mr. Grinstein. In talking about suspension, you said that you don’t 
get your day in court. W hen you finally do get toa hearing or an 
investigation, and the water carrier has been denied a suspension, is it 
in any way at a disadvantage in the hearing? 

Mr. Wetter. Yes, it is, because as I understand the law, if a rail- 
road, for example, or any carrier, proposes a new rate, and anyone 
petitions for suspension and the rate is suspended, then upon hearing 
and investigation it is up to the proponent of the rate—he has the 
burden of proof. But once the rate goes in effect, then anybody who 
files a complaint as we would have to do, would have the burden of 
proving that the rate was wrong and getting it reversed. 

[ think it goes back to—I don’t know, but what it is a common 
situation, that possession is nine points of the law. If we have the 
business and these fellows take it away from us, then the burden is 
with us to get it back. And it is a lot harder to get it back than it was 
to keep it 

Mr. Barron. The moving party has the burden. That is the crux 
of it. 

Mr. Wetter. Yes. We would like to keep the burden of carrying 
the business. 

Mr. Grinstern. You made a statement before that vou didn’t think 
the railroads were starving. Why do you think they are not starving! 

Mr. Wetter. There are railroads from time to time in difficulties. I 
grew up in the railroad business and I have been quite a student of the 

railroad business. I might point out to you that at least in my opinion, 

my belief, the last decade, 1950 to 1960, is the only 10 years in the his- 
tory of the United States since the Civil War in which there hasn't 
been a railroad gone into bankruptcy. Check me on that. I may be 
wrong, but I doubt it. 

Mr. Barron. Mr. Weller, you called the attention of the committee 
to all the examples 





Mr. Weuier. Frankly if I can amend that, there are a couple which 
should have, but didn’t. 

Mr. Barron. Are there other examples in your paper that you 
haven’t mentioned before the committee today that you would like to? 

Mr. Wetter. Of rates? 
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Mr. Barron. Yes, of matters—— 
Mr. Wetxer. There are any number of these that I could throw in, 


Mr. Barton, but they are all along the same line. Why should I repeat 
a dozen of them ? 


Mr. Barron. They are contained in the statement you filed with the 
committee 


Mr. Wetter. Yes. 

Mr. Barron. There are others than the ones you mentioned ? 

Mr. Wetter. Yes, sir, there are. 

Senator Barriterr. Thank you very much, Mr. Weller. 

Mr. Wetier. Thank you, Mr. Chairman. And may I say again how 
important I think this investigation is that you are conducting. I 
express my appreciation for it. 

Senator Barrierr. The committee is glad to have your testimony. 

Off the record. 

(Discussion off the record. ) 


Senator Bartierr. Our next witness is Mr. D. J. Seid, vice presi- 
dent, Coastwise Line. 

Mr. Ragan. Mr. Chairman, I am William F. Ragan, attorney here 
in Washington, representing Coastwise Line. We are in such a critical 
condition they felt they could not spare an executive even for this 
hearing, as important as it is tothem. So they have asked me to pre- 
sent this statement on their behalf. 


Senator Barrierr. You merely want the statement filed in the 
record ? 


Mr. Racan. I would like to have it filed. If there are any questions 
concerning the company, I would be happy to answer them. 

Senator Bartierr. Mr. Barton has some questions right now. 

(Statement follows :) 


STATEMENT BY DANIEL J. SEID, VICE PRESIDENT, COASTWISE LINE 


Mr. Chairman, my name is Daniel J. Seid. I am vice president of Coastwise 
Line, an Oregon corporation with principal offices at 141 Battery Street, San 
Francisco, Calif. Coastwise Line is an independent domestic carrier that has 
been in the coastwise trade on the Pacific coast since 1936 and in the Alaska 
trade since 1948. The company holds a certificate of public convenience and 
necessity issued by the Interstate Commerce Commission authorizing the com- 
pany to act as a common carrier both north- and south-bound, calling at virtually 
all of the main ports on the Pacific coast. 

This hearing has been called by your committee to study the causes of the 
decline of coastwise and intercoastal shipping. There is no better example of 
what has happened to domestic shipping than the example of Coastwise Line. 
It is not my purpose to come before your committee and take your time with 
statistics which I know others will put into the record. Nor will I dwell on 
the importance of the national defense aspect of the coastwise and intercoastal 
ships. Rather, I think it will be sufficient from the committee’s viewpoint if 
I merely illustrate what has happened to Coastwise Line since the enactment 
of the Transportation Act of 1940. 

Coastwise Line in 1940 operated six vessels; today Coastwise Line operates 
one vessel. Coastwise Line is the last of a regular shipping service by freight 
vessels on the Pacific coast. We have testified previously in hearings in oppo- 
sition to 8S. 1507 that the Pacifie coast freight service has dropped from 68 
vessels to 4 vessels.’ It is difficult to fix the date of the beginning of the decline 
of Coastwise Line, but it is simple enough to state that in the spring of 1957 
the railroads through the process of selective rate-cutting zeroed in on our 





1“Merchant Marine Study and Investigations,’ S. Rept. No. 2494, Sist Cong., 2d sess. 
Table XV—D, 251 (1950). 
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prime commodity, newsprint, and forced a reduction of rates. At the time, the 
stock of Coastwise Line was selling for over $400 a share; today, 2 years later, 
each share of stock of Coastwise Line has a negative value. 

You have asked for a review of the causes of such a decline. We set forth 
below what we believe to be the basic causes, with examples thereof, and sug- 
gested solutions. 

I. CAUSES 


1. Interstate Commerce Commission.—We believe that the primary cause for 
the decline of the coastwise and intercoastal steamship industry rests with the 
attitude of the Interstate Commerce Commission. The domestic trades were 
placed under the Interstate Commerce Commission’s jurisdiction in 1940. We 
were, of course, immediately engulfed in World War II, and as you have heard 
time and time again, practically the entire fleet of 289 dry-cargo vessels of 
1,000 gross tons or more in the coastwise trade and 150 of such vessels in the 
intercoastal trade were turned over to the United States for the war effort. 
One-third of the entire coastwise fleet was destroyed as the result of its efforts 
in World War II.2 Therefore, the effect of being placed under the Interstate 
Commerce Commission could not really begin to be felt until the end of 1948, 
The Interstate Commerce Commission, on April 25, 1944, ordered a study to 
inquire into and report on the problems of water carriers under its jurisdic- 
tion.* The study runs for roughly 500 pages, but the basic attitude throughout 
the study may be found in the single statement which sums up in toto the 
attitude of the Interstate Commerce Commission toward the rail carriers. 
Keeping in mind that the water carriers were all requisitioned in the service 
and virtually destroyed while the rail carriers continued to hold not only their 
previous cargoes but also the cargoes sacrificed by the water carriers, the report 
states on page 257: 

“Reestablishment of intercoastal service as a means of relieving the 
pressure on the railroads was considered as early as the summer of 1945.” 

Let me emphasize the importance of this quotation. The domestic shipping 
industry was sacrificed to the war effort and gave its freight to the rails. The 
rails maintained their staffs, their traffic and trade contacts; and their net 
income rose 1,700 percent during the war.‘ Parenthetically, it might be noted 
that after World War I when the rails were taken over by the Government, 
the United States gave a guarantee to the rails against future losses as a result 
of the takeover, and paid out $536 million as a result of the guarantee.’ Yet 
when World War II was over, the Commission charged with— 

“fair and impartial regulation of all modes of transportation * * * all to 

the end of developing * * * and preserving a national transportation sys- 

tem by water, highway, and rail * * *.”°® 
proclaimed that the reason for reestablishing the water carriers was to aid the 
rails. This attitude is despite the great sacrifice of the water carriers and 
despite the national transportation policy. It is this negative attitude of which 
we complain. It has been said in the past that this attitude is understandable 
since the Commission dealt only with the rails for the first 50 years of its exist- 
ence. We believe after 20 years of jurisdiction over water carriers, this charita- 
ble excuse is no longer warranted, and Congress must force a change of outlook. 

Out of many we cite two specific examples involving our own company as to 
this single-mindedness of the Intertsate Commerce Commission. The first in- 
volves the now infamous Newsprint case. It is well known in transportation 
that each domestic carrier relies on one or two commodities as the backbone of 
its freight. For example, the Atlantic coastwise trade has in the past relied 
upon industrial chemicals, sulfur, phosphates, steel products; the intercoastal 
trade has canned goods as a basic commodity; the Pacific coast trade relies on 
newsprint, and, in fact, Coastwise Line was the prime mover of newsprint on the 
Pacific coast. In fact, Coastwise Line was at one time a subsidiary of Crown 
Zellerbach Paper Co. 

Prior to 1952, the rail rate for the movement of newsprint between Port Angeles 
and Los Angeles was $16.60 per ton. Today, 8 years later, it is only $16, and 
yet the rails have had 10 general rate increases during approximately the same 


2Ea2 Parte 165, “Problems of Domestic Transportation by Water,” Interstate Commerce 
Commission (1946), pp. 275-277. 

* Note 2, supra. 

4 Note 1, supra, p. 1172. 

®* Scharfman, ‘‘Interstate Commerce Commission,” vol. 1, p. 169. 

* National transportation policy, 54 Stat. S99. 
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period. From 1952 to 1957 the rails, in fact, increased their rate of moving 
newsprint by $6 per ton; but, subsequently, in an all-out destructive drive 
dropped their rate below the 1952 level. We attach hereto, as exhibit A, sched- 
ules of these rates. We wish to call your attention to certain key dates. First, 
we emphasize that from the end of World War II to date the rails have had 
10 general rate increases. Newsprint between Port Angeles and Los Angeles was 
increased in May 1952, March 1956, again in December 1956, and finally once 
more in August 1957. This reflected an increase in rail rates from $16.60 to 
$22.60. Then the rails decided to go after the newsprint and thus to destroy 
their only water competition on the Pacific coast, knowing they could then run 
wild with high rates. In the same year they suddenly petitioned the Interstate 
Commerce Commission to allow them to reduce the rate from $22.60 to $16 for a 
temporary period of 13 months. Since no other explanation was given, it was 
apparently felt that the depressed rate for 1 year would destroy Coastwise Line. 
The added month was for respectability. To reduce the rate to below the 1952 
level was so obviously aimed at destroying the water competition, the Interstate 
Commerce Commission should have been affronted by such a proposal; but 
instead, the Interstate Commerce Commission approved the reduction. To add 
further insult to injury and to clearly show the dereliction of its responsibili- 
ties, the Interstate Commerce Commission received on December 23, 1957, 2 
months after granting the decrease on newsprint, a request from the rails for a 
rate increase on commodities generally with certain selected exceptions, includ- 
ing newsprint. The Interstate Commerce Commission, in contradiction to its 
action on newsprint, granted this general increase and then again in contradic- 
tion to its previous action, 2 months later allowed the rails, over the protests of 
the Federal Maritime Board and Coastwise Line, to make the reduced newsprint 
rates permanent. The contradiction in its actions absolutely seems to condone 
destructive rate practices. 

We raise certain rhetorical questions. Is it not clear that when the rails 
dropped their rates after having received four increases since 1952 to a level 
below those of 1952 and on a temporary basis, that it was only with the intention 
of destructive competition? Furthermore, is it not true that the Interstate Com- 
merce Commission in allowing the rates to go into effect and 2 months later giving 
an overall general increase excluding the newsprint rate, was condoning destruc- 
tive competition? And we further suggest, is it not clear flouting of its statutory 
obligation within 2 months after it granted the general increase to allow the 
depressed destructive rates to be made permanent? 

Now, you will hear replies to this position that (@) Coastwise Line in this 
case failed to exhaust its administrative remedies and (b) the rail rate allowed 
by the Interstate Commerce Commission was compensatory and reasonable. In 
anticipation of these rote but nevertheless effective bureaucratic defenses, we 
wish to point out that certainly Coastwise Line after the depressed rates were in 
effect could have petitioned the Interstate Commerce Commission for an inves- 
tigation of the rail rates, but this investigation would have lasted anywhere 
from 6 months to 2 years at a cost of somewhere in the neighborhood of $100,000 
or more, which Coastwise Line could neither afford nor was inclined to spend 
considering the almost foregone conclusion, based on past experience, that the 
Interstate Commerce Commission would not reverse itself. Additionally, while 
this investigative hearing would be in process, the reduced rates would be in 
effect so it is obvious that the exhaustion of the administrative processes in this 
instance would be of no practical solace to Coastwise Line. With regard to the 
second defense that the rates of the rails were compensatory and reasonable, we 
wish to point out that the Interstate Commerce Commission has held that a rate 
is compensatory if it gives little more than the out-of-pocket cost to the carrier. 
In the hearings before a subcommittee of this committee on the Transportation 
Act of 1958, this question of out-of-pocket costs was subject to considerable dis- 
cussion. Yet it remains unclear as to what is intended or what is the basis of 
the Commission assuming a rate to be compensatory when the rails do not have 
to consider their total overhead. 

The Commission has deemed a rate to be reasonable and compensatory even 
though it ignores the railroad’s total overhead. In other words, the Interstate 
Commerce Commission considers a rate reasonable and compensatory and not a 
cevice of destructive competition if that rate merely pays something more than 
the out-of-pocket costs of the commodity movement yet would constitute a net 
loss to the railroad company if it were required to contribute to the total overhead 
of that company. To bring the picture into focus, we would like to cite a routine 
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example. A railroad company with trackage covering 9 or 10 Western States 
has a route running up and down the west coast paralleling a water carrier, 
The water carrier is certificated and can call at only specified ports. The rail 
may set up a rate for that one paralleling route alone low enough to equal the 
water carrier’s rate and yet far below the minimum to contribute pro rata to the 
railroad’s overhead cost; and the Interstate Commerce Commission will call 
this rate reasonable and compensatory. What does this mean? This means that 
those who wish to ship by that railroad company in the landlocked States where 
there is no water competititon must pay more to offset the loss the rail is allowed 
in its route paralleling the water carrier. That shipper in the landlocked State 
is, in fact, paying part of the cost of freight for the shipper in the coastal State, 
Such theories and practices are obviously destructive competition and must be 
stopped if the water carriers are to survive. Condoning such practice clearly 
ignores the foundation of our national transportation policy. 

You have already heard a previous witness refer to an occasion involving this 
company in the movement of beer. I do not wish to take up your time repeating 
the facts, but that case again is illustrative of the attitude of the Interstate Com- 
merce Commission. In this particular case, the rails decided to go after our 
prime northbound cargo, beer. A rate was filed by their tariff bureau which 
resulted in a lower rate between Los Angeles and Seattle than between Los 
Angeles and Portland. Coastwise Line protested on the ground this was a vio- 
lation of the fourth section and illegal. The Fourth Section Board concurred 
and wired the applicant accordingly, who by subsequent telegram admitted the 
error. The Board of Suspension armed with the opinion of the Fourth Section 
Board, the wire of the applicant, and the protest of Coastwise, nevertheless held 
the rate to be legal. Here a rate was admittedly illegal per se, yet the Board 
of Suspension with that knowledge approved the rate. 

We would like to give one further example of the attitude of the Interstate 
Commerce Commission. During the hearing on the “Stewardship of the ICC” 
before the Surface Transportation Subcommittee of the Committee on Inter- 
state and Foreign Commerce, U.S. Senate, on May 21, 1959, Commissioner 
Winchell stated : 

“No. It is difficult at times to determine which is the low-cost carrier. When 
the rails publish a rate which our cost figures show is above their fully dis- 
tributed costs and would be a profitable movement for the rails, and when we 
have no cost figures from the protesting water carrier who alleges that it is 
the low-cost carrier, I don’t know of any reason, under the act, why we should 
suspend the rail carrier rate” (p. 34). 

Thus, Mr. Winchell has stated that he can do nothing for the protesting 
water carriers because he does not have their costs. Just prior to Mr. Winchell’s 
statement, Senator Yarborough requested the cost figures submitted on behalf 
of the railroads to sustain the reduction in newsprint involving our company. 
On page 30 of the same hearings there was quoted a letter dated September 21, 
1959, from Anthony Arpaia, the then Acting Chairman of the Interstate Com- 
merce Commission. We would like to quote a paragraph from that letter: 

“In response to the request on pages 51 and 52 of the minutes of the meeting 
we find that the railroads did not present any cost evidence as such. The 
respondent railroads furnished cost figures per ton-mile and per car-mile based 
upon system operating expenses. These figures are not considered adequate 
when rates for particular movements are under consideration. Attached hereto 
is a statement showing cost data compiled by our staff which the Commission 
had before it in considering proposed rates by newsprint from British Co- 
lumbia to San Francisco and Los Angeles.” [Emphasis supplied.] 

Thus, if we compare the statements of Mr. Arpaia and Mr. Winchell, we find 
that where the protesting water carriers produce no costs, the Commission can 
do nothing for them; but where the railroads requesting a rate reduction do not 
submit any cost evidence as such, the cost data to support the railroad’s case 
is supplied by the Interstate Commerce Commission staff. This again is a 
good example of attitude that must be changed. 

2. Cargo-handling costs.—One of the problems facing Coastwise Line particu- 
larly is the cargo-handling costs in ports on the Pacific coast. Time and time 
again our vessel on a 15-day turnaround has grossed in excess of $100,000, only 
to be faced with cargo-handling costs of more than 50 percent of our gross profit. 
These cargo-handling costs are despite the fact that Coastwise Line like every 
other domestic carrier has modernized its cargo-handling methods by the utili- 
zation of pallets and containers. But the basic problem lies in the excessive 
overtime charges and failure to obtain adequate stevedoring assistance when 
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in port. This is a serious problem, and one in which we have been in constant 
consultation with representatives of the stevedoring unions. Attached hereto, 
as exhibit B, is the list of voyages showing gross revenues, total turnaround 
time, and the cargo-handling costs. As you can well see, it is grossly dispro- 
portionate to revenues. 

From the viewpoint of Coastwise Line, the attitude of the Interstate Com- 
merce Commission and the excessive costs of stevedoring have been the primary 
eauses of the decline of coastal shipping on the Pacific coast. There may be 
other causes, but not of any such significance as to bring to the attention of 
this committee. Without any doubt the most direct cause is the condoning 
of selective rate cutting. This takes the cargo, and without cargo the other 
eauses are nugatory. 

II. REMEDIES 


1. Interstate Commerce Commission.—As noted above, the reestablishment 
of the domestic trade will require considerable revision of the law and the 
attitude governing the Interstate Commerce Commisison. We believe there are 
four basic areas in the workings of the Interstate Commerce Commission that, 
if revised, will cause a change in the approach by that Commission. These are 
as follows: 

(a) Selective rate cutting: The foremost problem facing the domestic water 
carrier is the Interstate Commerce Commission’s approval of selective rate cut- 
ting. As previously noted, during the last 10 years the rails have had 10 general 
rate increases ; simultaneously, the Interstate Commerce Commission has allowed 
the rails to zero in on specific commodities which have been the backbone of their 
competing water carriers. In our Own case, as we have heretofore stated and as 
proved by the attached exhibits, the rails cut the rate on newsprint in an effort 
to drive us out of business. It is our understanding that legislation has been in- 
troduced, or will shortly be introduced, to require the Interstate Commerce Com- 
mission to suspend rail rate reductions that would tend to destroy the differential 
between rail and water carriers, and to hold a hearing on the matter while the 
rates are in suspension. We support this legislation, but we do not think it goes 
far enough. We strongly support the passage of S. 1881 and H.R. 7510, which 
establish a differential between rail and water carriers. But, again, we do 
not believe these solutions go far enough. The only effective way of stopping 
selective rate cutting is by legislation establishing in law a differential between 
the rail and water carrier with a floor rate at a compensatory level for the water 
carrier. This floor rate could be based upon a formula similar to the “capital 
necessarily employed” formula applied to subsidized operators. We also believe 
that specific legislation should be enacted to prohibit the use of “fighting rates” 
in the same way that “fighting ships” are prohibited under the Shipping Act 
of 1916, as amended, and with the same penalties as therein invoked. 

(b) Board of Suspension: The Board of Suspension at the Interstate Com- 
merce Commission is the court of first instance as far as selective rate cutting is 
concerned. It is this Board that is given the initial authority to suspend or up- 
hold rate changes. For the year ending June 30, 1959, the Board of Suspension 
was involved in 5,600 rate adjustments and 5,900 protests against these proposed 
adjustments.’ Consequently, it is clear that the basic policies of the Interstate 
Commerce Commission are very often determined in this Board. The Board 
itself is composed of 41 employees of the Commission, and as employees the mem- 
bers are, of course, subject to the dictate of the Commissioners. When a rate 
is filed and a protest is made, it is this Board that makes the initial and generally 
the ultimate finding since the Board does reflect the attitude of the Commis- 
sioners. If the rate is not suspended, it will go into effect immediately subject 
only to an appeal to the division concerned or in some cases the full Commission. 
With the volume of work before the 11 Commissioners, it is impossible for them 
to be fully cognizant of the facts and significance of each case in the short period 
of time allowed for appeals; therefore, with rare exceptions, the action of the 
Board of Suspension is sustained. 

We strongly recommend that the Board of Suspension be enlarged and the 
procedures be revised so that the members of the board of suspension are given 
the status of examiners subject only to the Civil Service Commission and not to 
the members of the Interstate Commerce Commission. As noted above, we 
further recommend that legislation be enacted to revise the present procedure 
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so as to require suspension when selective rate cutting is attempted, and that 
the rate not be allowed to go into effect until after a hearing. 

(c) Bureau of Water Carriers and Freight Forwarders: Time and time again, 
the Congress has admonished the Interstate Commerce Commission for failure to 
establish a proper Bureau of Water Carriers.* The Commission has failed to do 
so. The Commission indicates that it receives reports from 248 water lines’ 
but it employs only 18 people, and those on a part-time basis, to handle the water- 
carrier problems—18 out of over 2,200 people in the Commission. The Com- 
missioners complain of the lack of information from water carriers, yet there 
is no group at the Commission to adequately compile information; there is no 
group at the Interstate Commerce Commission to oversee the welfare of the 
water carriers. For example, we believe in the aforementioned beer-rate case 
that the Bureau of Water Carriers, if properly staffed, would have prevented 
the Board of Suspension from approving the rate. We believe if there were an 
adequate Bureau of Water Carriers, it could make itself heard within the Com- 
mission itself, and the water carriers would no longer be the orphans that they 
have been. 

(d@) Background of Commissioners: We believe that your committee should be 
most concerned that no member of the Interstate Commerce Commission has 
had any water-carrier experience. We believe that in future vacancies on the 
Commission the members of your committee should make an effort to see that the 
appointee has had some water-carrier experience and has some familiarity with 
the problems of water carriers. Today truckers and railroads are more than 
adequately represented. We strongly recommend that it be ‘a policy of your 
committee that there be at all times at least one of the 11 members familiar with 
the water-carrier problems. 

2. Maritime Administration/Federal Maritime Board.—We strongly recom- 
mend that the Maritime Administration/Federal Maritime Board be instructed 
to make a complete study of the domestic shipping problems. These two agen- 
cies have full authority to act both under title II of the Merchant Marine Act, 
1936, as amended, and section 8 of the Shipping Act of 1920, as amended. We 
believe the Maritime Administration/Federal Maritime Board to be most quali- 
fied to make such a study; and further we believe that when their study is 
completed, it should be turned over to the Interstate Commerce Commission with 
the recommendations of the Maritime Administration/Federal Maritime Board. 
In this regard we strongly recommend that the Maritime Administration/Federal! 
Maritime Board review the problem of stevedoring costs on the West Coast. 
This should be imperative not only from the domestic shipping viewpoint but also 
from the viewpoint of the subsidized operators serving the same ports since in 
this instance it actually affects the amount of subsidy paid. 

3. Reserve funds.—We suggest that section 511 of the Merchant Marine Act, 
1936, as amended, be amended so as to allow operators in the domestic trade the 
same rights to deposit tax-deferred earnings as presently exists for subsidized 
operators. The domestic industry faces a serious problem of replacement, and 
although it is the only segment of the entire merchant marine that has virtually 
completed its modernization program, nevertheless it has done so on war-built 
ships. With the right to make tax-deferred or tax-free deposits of earnings, 
assuming freight can be obtained, the companies would be in a position to re- 
place their existing capital equipment. 

4. Subsidy.—Lastly, we suggest consideration of a form of operating subsidy. 
Unless the attitude of the Interstate Commerce Commission and the condoning 
of selective rate cutting is stopped, we see no alternative but operating subsidies 
for domestic carriers. We believe that every domestic carrier would prefer to 
be nonsubsidized. However, we know that none can remain in business for more 
than a few more years without subsidy unless the selective rate-cutting practices 
of the railroads are stopped. Thus, if in the wisdom of this committee or this 
Congress it is determined that the selective rate-cutting practices be allowed to 
continue, then a subsidy will be absolutely necessary. 


III. CONCLUSION 


What we have stated above we believe is essential to the continuation of the 
domestic trade. We have heard of the vital national defense requirements of a 
domestic shipping industry and as we have stated before to this committee, the 


8 Note 1, supra, pp. 89—90. 
® 73d Annual Report of the Interstate Commerce Commission, p. 135. 
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question is now do you or do you not want a domestic merchant marine? If you 
do, action must be taken immediately for we believe it fair to state without some 
remedial action there will be no coastwise or intercoastal shipping by the end of 
1962. We appreciate the opportunity of appearing before this committee. 


Exursit A.—Newsprint, via rail, per ton of 2,000 pounds 
TO LOS ANGELES 













































































Prior X175B | X196A, | X206, | Mayl, | X206A, | Oct.3, | May 22, 
From— X175B May 2, | Mar. 3, | Dec. 28, 1957 Aug. 26, 1957 1958 
1952 1956 1956 | 1957 
Duncan Bay.-..----| $17.00 $19. 60 | $20. 80 $21. 80 $16. 00 $16. 00 $16. 00 $16 
Ocean Falls__....--- 17.00 19. 60 | 20. 80 21. 80 21.80] 23.20 23. 20 16 
Oregon City...-- 15. 60 18. 00 19. 00 20. 00 16.00| 16.00 16. 00 16 
Port Angeles_--_---- | 16. 60 19. 00 20. 20 21. 20 21.20 22. 60 16. 00 16 
West Linn-----....- 15. 60 18. 00 19. 00 20. 00 20. 00 21.20 16. 00 16 
| iL 
TO SAN FRANCISCO 
Duncan Bay.......-.| $15.40| $17.80| $18.80 $19.80] $15.00] $15.00} $15.00 $15 
Ocean Falls. .--.--- 15. 40 17. 80 18. 80 19. 80 19. 80 21. 00 21. 00 15 
Oregon City...------ } 13.00 15. 00 16. 00 16. 80 15. 00 15. 00 15. 00 15 
Port Angeles. ..__.-- 14. 20 16. 40 17. 40 18. 20 18. 20 19. 40 15.00 15 
West Linn-_---- -==-| 13. 00 15. 00 16. 00 16. 80 16. 80 18.00 15.00 15 
ExHIBIt B.—Eavamples of cargo-handling costs 
| 
Gross Turn- Cargo- Gross Turn- Cargo- 
Voyage No. revenue | around | handling Voyage No. revenue | around | handling 

| time cost time cost 

Days | Days 
MP oecccttslwd $135, 000 17 Cr OU oF ss $103, 000 17 $53, 000 
es oe 142, 000 16 78,000 || 59.....-. pis D cima 117,000 15 56, 000 
_ ee 12 DEPT Woo soc cece 111,000 15 56, 000 
a oe 129, 000 14 61,000 |} 63....---- 3 bedebhs St 128, 000 19 70, 000 
49... 124, 000 14 OG Git lt O65. okcanazse 124, 000 17 67,000 
ee). 2 98, 000 16 48, 000 | 








Mr. Barton. Mr. Ragan, how long have you been an attorney for 
Coastwise Lines? 


STATEMENT OF WILLIAM F. RAGAN, ATTORNEY, REPRESENTING 
COASTWISE LINES 


Mr. Racan. Four years, Mr. Barton. 

Mr. Barton. Does Mr. Seid plan to come to the hearing at all? 
Does he plan to come later ? 

Mr. Racan. No, sir, The Coastwise Line is probably in the most 
critical condition of all of the coastwise operators. So critical it was 


felt that no executive of the company should come east for these 
hearings. 


Mr. Barton. When you say critical—— 

Mr. Ragan. Financially critical. As a result of the rate cutting 
as condoned by the ICC. 

Mr. Barron. What specific rate cutting are you referring to, sir? 

Mr. Ragan. You have heard of the beer case which Mr. Hall and 
Mr. Weller have referred to. 

Mr. Barron. That involved Coastwise Line? 
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Mr. Ragan. That involved Coastwise Line. But worse than that 
ras the newsprint case in 1957. In the period from 1950 to 1957 the 
rails increased newsprint rates on the west coast three times, during 

which period they had seven general rate increases, approxim: itely 
seven. I may be off one figure or another. Newsprint has been the 
basic “commodity for Coastwise Line. It has been practically the 
sole commodity in the southbound run that has been the backbone of 
the existence of the company since its inception in 1936. 

Senator Barrierr. From where to where ¢ 

Mr. Ragan. Lam talking now from the Pacific Northwest area, Port 
Angeles, Portland area 08 Los Angeles. We originally carried some 
out of the Vancouver area, but we have lost that completely to the 
rails. 

In 1957 the rails dropped the rates from approximately $21—there 
is an exhibit attached to their statement with these figures—to $16, 
which was below the 1952 rate—below the 1950 rate, causing us, of 
course, to further drop. 

Asa consequence of that the rate now is noncompensatory to Coast- 
wise and we can only work on a rate basis which covers our full costs. 
We know that the rate to the railroads is not compensatory to their 
fully distributed costs, but because of some artificial theory in the 
ICC they do not have to go on a fully distributed cost. When the 
rails come in and ask for the reduction they asked for it for 13 months 
only, Senator, figuring that in 12 months they could drive us out, and 
1 month was for respectability. 

We filed an objection and protested. The Suspension Board refused 
to suspend. An injunction was sought and the court said this is dis- 
criminatory, you must go back because the rate will go into effect but 
you can have a hearing ‘afterward. The rate would be in effect. The 
railroads estimated it would take only a year to put us out of business, 
It would take a great deal longer than that to get a final decision. 
There was no point in carrying on any further. Two months later 
the ICC granted the same 1 railroads a general rate increase on all com- 
modities except newsprint. 

Senator Bartierr. Except newsprint ? 

Mr. Racan. Yes, sir. 

Mr. Barron. Is this fully explained in the statement which you 
filed ? 

Mr. Ragan. Yes, sir. 

Mr. Barton. Do you have any commentss about. improving—lI take 
it you think there should be some improvement—the suspension pro- 
cedures of the Inte srstate Commerce Commission 4 

Mr. Racan. There is a question of where to begin the comments. 

Very definitely, yes. According to the 73d Annual Report of the 
ICC for the year ending June 30, 1959, the Suspension Board had 
5,600 items before it, and 5,900 protests. There are 41 members of 
the Suspension Board. How they can possibly keep track of these 
I can’t tell. 

In a case involving another client, which you will hear about to- 
morrow, an initial tariff was suspended. When members of the 
Suspension Board were polled, one of the members who voted against 
it stated he was not aware that the Great Lakes carriers were under 


the ICC. 
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Mr. Barron. Was this statement made to you, sir? 

Mr. Racan. No, sir, but it was made to a witness who will appear 
tomorrow. I was not present but another attorney from my oflice 
was. 

I think that the Suspension Board should be carefully reviewed 
by the committee from a viewpoint of the personnel, from a view- 
point of the lack of numbers of personnel, from a viewpoint of the 
amount of work that has to go before them, from a viewpoint on how 
they determine whether or not to suspend a rate. It 1s my under- 
standing there is a simple mimeographed sheet that it passed around 
which simply has a check mark on it, favorable or unfavorable. ‘That 
is about the extent of it. Perhaps they should be put under civil 
service, as Commerce, and be outside the scope of the Commission 
itself. These are matters which should be given thorough study. 

Mr. Barron. I take it you find some lack of definite standards 
then ¢ 

Mr. Racan. I find a complete lack of standards and apathy. I 
think we need to improve the Water Carrier Bureau. I challenge 
your committee to take the hearings on ‘Senate Resolution 50 in 1950 
on this very point, reviewing the problems of the coastwise and in- 
tercoastal operators, and to read them. You will find they are almost 
verbatim in their complaints on the water carriers. As Mr. Weller 
and Mr. Hall stated, this is no longer a question of standing up and 
being on the agenda, it is a question of time, it is a question of a year 
or perhaps 2 years at the very most, that action must be taken. 

Mr. Barron. Do you have any further comments on the condition 
of your client? 

Mr. Racan. My client is very sick. 

Mr. Barron. Thank you, sir. 

Mr. Grinstein. How many vessels does Coastwise operate? 

Mr. Racan. Coastwise operates presently one vessel. It previously 
operated six. 

Mr. Grinstern. Is this a modern vessel ? 

Mr. Racan. This is a C-4, which Coastwise Line converted at a 
cost in excess of a million dollars to put it into a container type 
operation. 

Mr. Grinstein. Will this vessel continue operating? 

Mr. Ragan. We hope so. We don’t know. 

Mr. Grinstein. Is this the only common carrier, Coastwise ? 

Mr. Racan. It is presently the only common carrier operating on 
the west coast, from the Pacific Northwest to California ports. — 

Senator Barriterr. What happened to Coastwise in the Alaska 
trade? The line used to have several ships there. 

Mr. Racan, Senator, do I say that the rates were not high enough? 

Senator Barrierr. No, you had better not. You don’t have any 
operation there now at all, do you? 

Mr. Racan. We have a section 15 agreement with Puget Sound 
Tug & Barge for cargo out of California ports to transship with them 
to Alaska. 

Senator Barrierr. To whom did Coastwise lose the pulp traffic 
from British Columbia? 
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Mr. Racan. That was lost to a combination of railroads and a little 
bit to foreign flag, but mostly to the railroads. 

Senator Bartterr. I have no further questions. 

Thank you very much, Mr. Ragan. 

The committee will stand in recess until 10 o’clock tomorrow 
morning. 

(Whereupon, at 5:05 p.m., the subcommittee was recessed, to re- 
convene at 10 a.m., Thursday, February 18, 1960.) 
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DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


THURSDAY, FEBRUARY 18, 1960 


U.S. Senate, 
COMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
SUBCOMMITTEE ON MreRCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10:20 a.m., in room 5110, 
New Senate Office Building, Hon. Hugh Scott presiding. 

Senator Scorr. Mr. Mingledorff, the chairman is coming in a mo- 
ment, but we understand that you are anxious to leave; so, will you 
just proceed in order to save your time. 


STATEMENT OF HON. W. L. MINGLEDORFF, JR., MAYOR OF 
SAVANNAH, GA. 


Mr. Mineteporrr. First I would like to say that it is very gratify- 
ing for someone who represents just people to have an opportunity 
to present the views of local government. Too many times at the na- 
tional level we feel that the local government is overlooked because 
one particular group, like the railroads or the shipping interests, are 
always in attendance presenting their specific views. 

I really would probably never have become directly involved in this 

uestion had it not been for the potential or almost certain loss of 
Seatrain service to our city. I would like to point out at this time 
some of the things that have developed out of that more or less crisis 
in our local government. 

The city of Savannah is a seaport town, as you all know. It has 
the disadvantage of only having half of a trade circle. In our efforts 
to develop it as a growing community, whatever industries that are 
able to locate must have some offsetting advantage, and that advan- 
tage in the past has been our access to deep water. If, by chance or by 
design, we are deprived of the ability to use that deepwater advantage, 
we lose much of our potential to sell to industries and to companies 
that distribute to business in our area on their being located in our 
city. 

If we were all served by railroad, for instance, the logical develop- 
ment of our whole coastal areas would be along a line at least 150 
miles inland because those cities have a chance to develop in a full 
circle. If I were going to locate a steel distribution point along’ the 
coast, I certainly would not put it in Savannah unless there were 
some advantage, because in Atlanta, for instance, it has a million peo- 
ple within 30 or 40 miles of its door, whereas Savannah has 160,000» 
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people within 20 miles, and you have to go another 60 miles to pick 
up another 50,000 people. So, we have the disadvantage, and we 
must take advantage of any opportunity to offset that. 

When the Seatrain notified the shippers of Savannah that. it could 
no longer serve our port because of the reduction of the rate on one 
commodity, it was quite a shock to the community. Many smaller 
businesses had been located expressly on the premise that they were 
going to enjoy the benefit of something like $100 per car because of the 
Seatrain service. All of a sudden these people woke up to the fact 
that that service would no longer be available, and there was a great 
human cry amongst the shippers. 

Probably our largest industry in the city, the Union Bag-Camp 
Corp., was not par ticularly interested because they were getting a rate 
reduction. 

We got together a group of prominent citizens, and we studied the 
effect of Seatrain’s loss to us as a community, and we found that it was 
important in many different ways, principally because of the effect it 
would have on these people who had located businesses there, but ina 
secondary way, on the direct monetary contribution that Se atrain was 
making to us asa community. 

In an attempt to save Savannah, which has been a seaport. since 
1733, we have had to develop and work hard through our local 
Savannah District Authority, which has attempted to develop water- 
front facilities over the years. They have done a grand job. But it 
has only been in the last 10. years that we have ‘sold the State on 
participating in a development of Savannah as a port. 

Just several weeks ago the Governor of Georgia sent a message to 
the legislature asking that $4,500,000 be appropriated for the purchase 
of certain railroad properties and the development of those properties 
into more modern and adequate port facilities. A part of that pur- 
chase price is to be offset by rentals from Seatrain for certain dock 
facilities they have. The rental on that one particular part of the 
dock is $70,000 per year. Deprived of that $70,000 per year, it makes 
the financing of the purchase almost impossible because that was the 
only guaranteed income that they had. As you know, off-rental income 
is a very dubious source of revenue. 

So, we found it was jeopardizing our relations with the State. Our 
local towboat company had purchased on the strength of some 80 ship 
movements a year a new towboat that cost a little over a half million 
dollars, $600,000, and towboat services by Seatrain to the towing 
company were $33,847. They paid the barge pilots another $24, 500. 

As we analyzed what was happening to us and the fact that forever 
and a day we would lose, we are convinced that if we lose Seatrain, we 
never will be able to recapture any scheduled coastal service. That is 
based on the difficulty we have had in restoring any kind of coastwise 
service to our city since the war. 

Prior to 1941, Savannah enjoyed two regular coastwise services, 
both freight and steamship services: the Ocean Steamship Co. and the 
Merchant & Miners Transportation Co, They were discontinued 
during the war, and after the war it was impossible to get them 
back into the business because of the changes in the cost factors of 
that type of operation, and it was only the development of Seatrain 
and Seatrain’s willingness to come into Savannah that permitted us 
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to have scheduled runs again. We were delighted that we were once 
more able to sell our coastwise advantage of being on deep water. 

And now we were going to lose it forever. 

The people were ‘able ‘to go and convince the State, and I believe 
that the appearance we made before the ICC was one of the few times 
that Government, as such, had been willing to line up solidly behind 
any one partic ‘ular facet of industry or transportation, and I think 
that the ICC has recognized, to some extent, that our interests are defi- 
nitely involved in this question, having seriously considered the posi- 
tion of the State and the city, and 1 hope that out of it they will 
recognize that it is not just a matter of our having a rail rate av ailable 
to us at a certain level, but the fact that as a competitive situation we 
will lose certain advantages that we will never be able to regain. 

I did not make a prepared statement because I thought that I could 
wleaeies more by being here to answer questions; so, I will be de- 
lighted to answer any questions that might be asked. 

“The Cuamman. Mayor Mingledorff, on this whole problem could 
you give us the benefit of your experience as to the extent of the 
cooperation of railroads in this particular matter? 

Mr. Mrneteporrr. In this particular situation the only coopera- 
tion we have had from railroads has been that the Central Georgia 
Railroad, which carries freight from Savannah to the inland parts sof 
the State, was willing to cooperate and establish through rates. 

Unfortunately, the coastwise railroads have been reluctant and 
unwilling to establish through rates because they felt that Seatrain 
was in competition. 

I believe that if the railroads which do contribute to bringing the 
traflic into the port of Savannah, along with the Central, had coop- 
erated, that the Seatrain operation would have been strengthened 
materially and our community would have become a more major 
factor in its important operations. But there has been a reluctance 
on their part to cooperate because they felt this was a competitive 
situation. 

The Cuarrman. In other words, the so-called feeder railroad into 
the port extended cooperation, but the through coast railroads did not ? 

Mr. Mincreporrr., The principal problem concerned shipments 
from St. Marys, Ga., which 1s served by the Seabo: ird. The only way 
we can get the freight from St. Marys to Savannah, which is about 
80 miles, is by Seaboard, but by their practice of almost discrimina- 
tion, in my opinion, of charging a very high rate for the short 80-mile 
haul, it mi ade it very difficult for us to develop that business, but Sea- 
train had been able to do it. 

Now the reduction of 50 percent in that one commodity rate eli- 
minated that tremendous potential, and I believe that the testimony 
before the ICC very well established the fact that they cut the rate 
below what they are handling similar commodities in other areas for, 
and they placed us in the position of losing one of our tremendous 
assets simply through one reduction, and we had no alternative because 
there is no other railway of getting this freight to Savannah. 

The Cuamman. Did the ICC grant approval for that reduction ? 

Mr. Mrincieporrr. They allowed the rate to go into effect. 

The CrarrMan. They allowed the rate to go into effect ? 

Mr. Minaxevorrr. That is right. 








86 DECLINE OF COASTAL SHIPPING INDUSTRY 


The CuarrmMan. What is the status of it now ? 

Mr. Mrnetepvorrr. The State, and the city of Savannah, entered a 
complaint to the ICC, and we got them to agree to an expedited hear- 
ing; the hearing was concluded yesterday. 

The CuHarrmMan. The ICC has not, as yet, made a final decision ? 

Mr. Mincieporrr. No, sir. But the rate is in effect and literally 
the city has been deprived of that business. 

The CrHarrman. I was unable to be here at the commencement of 

our testimony; so, would you just state what were the commodities 
involved ? 

Mr. MING.eporrr. Just one commodity, pulpboard, paper pulp- 
board. 

The Cuarrman. Pulpboard? 

Mr. Mineteporrr. It issort of a crude form of paper. 

The CuHatrmMan. Yes. I come from an area of the country that 
makes it, too. 

Are there any further questions of the mayor ? 

Senator Scorr. I have no questions, Mr. Chairman. 

The CuarrMan. Thank you, very much. 

The next witness is Mr. W. Claude Farnell, Jr., vice president of 
the Pan-Atlantic Steamship Corp., Newark, N..J. 


STATEMENT OF W. CLAUDE FARNELL, JR., VICE PRESIDENT, 
PAN-ATLANTIC STEAMSHIP CORP., NEWARK, N.J. 


Mr. Farnety. Mr. Chairman, I have distributed a prepared state- 
ment; however, I do not wish to read the entire statement but I would 
like for it to be incorporated in the record. 

The CHamman. We will be glad to incorporate your prepared state- 
ment in the record, and the exhibits attached thereto will be incorpo- 
rated in the appendix by reference. 

Mr. Farnewu. I would like to summarize that statement briefly, and 
T shall, of course, be most happy to answer any questions that you may 
have. 

My name is W. C. Farnell, Jr. I am vice president in charge of 
traffic for the Pan-Atlantic Steamship Corp., located at Port Newark, 
N.J. Ihave been employed by Pan-Atlantic for 23 years, all of which 
has been in the field of freight traffic. 

I appear at this time to present to the committee the position of 
Pan-Atlantic with respect to the general question of the condition 
of the coastwise and intercoastal carriers today. Our most serious 
problem, and the one that gives us greatest concern, is the program 
of selective rate cutting that has been engaged in by the railroads 
for approximately a year and a half. 

The Cuarrman. Let me ask this for the record: When you say a 
year and a half, are you basing that upon the applications for rates 
that have been filed before the ICC? 

Mr. Farnewu. I am basing that on a condition under which the 
railroads have attempted either to meet or publish rates lower than 
those applicable by the water carriers. 

The Cuarrman. You are basing your statement on their published 
rates? 

Mr. Farnewu. Yes. 
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The CuatrmMan. Some rates which have been approved and some 
which have not? 

Mr. Farnevi. Very few have been disapproved during this period. 

The CHarrMAN. But they have been published ? 

Mr. Farnewu. Yes. 

The CuarrmMan. The reason I want to make this clear is, although 
this committee is quite concerned with the general policy in these 
matters, we do not want to have any indication here that we are try- 
ing to suggest or interfere with any particular case that is pending. 
We might use the facts of the case as an example, but we do not want 
to interfere with any of the ICC cases that are pending, which I am 
sure you understand. 

Mr. Farnewu. Yes. 

Pan-Atlantic is a common carrier in the Atlantic-Gulf coastwise 
trade and holds a certificate from the Interstate Commerce Commis- 
sion in docket W-376. We have operated in the coastwise trade since 
the fall of 1933, with the exception of 4 years during World War IT 
when all the vessels were requisitioned for the war effort. 

Up until 1957 Pan-Atlantic operated the so-called breakbulk type 
yessels. They were generally of 10,000-ton deadweight capacity. At 
that time a conversion program was entered into, and the breakbulk 
operation of Pan-Atlantic was discontinued for a temporary period 
in order to convert those ships into the trailer ships that we now 
operate. The present operation is conducted with these trailer ships. 
Pun-Atlantic owns six such ships, four of which are used in the 
domestic trade, and two of which are in the Puerto Rican service. 

The trailer ships we use today are, in fact, the same ships that we 
used in the breakbulk service except that they have been converted 
to carry loaded trailers. These ships carry 226 35-foot trailers. 
They have a cargo capacity I would estimate of around 4,500 tons. 
That is about 70 percent of the cargo capacity of the former break- 
bulk type vessel we operated. 

These vessels today are operated in pairs. Two are operated be- 
tween Port Newark, N.J., Miami, Fla., New Orleans, La., and back 
to Port Newark on a weekly schedule, once a week. The other two 
operate between Port Newark, N.J., and Houston, Tex., on a weekly 
schedule. 

The Cuairman. What is the general type cargo carried from that 
industrial area to the gulf and to Florida? 

Mr. Farnety. Southbound, the commodities carried would be of a 
general nature: all types of manufacture and miscellaneous manu- 
factured articles. 

The Cuamman. Very little bulk; mainly manufactured articles? 

Mr. Farnewu. Right. 

Northbound the situation is entirely different. From Texas 90 
ercent of our total tonnage consists of perhaps 8 to 10 commodities. 

hey are synthetic rubber, plastics, and various types of chemicals. 
From Florida 95 percent of our traffic northbound, 90 to 95 percent 
is canned citrus products. The balance is frozen citrus concentrates. 
From New Orleans, or from the Louisiana area, the northbound traffic 


is of a more varied nature, paper products and sometimes some other 
commodities. 
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The Cuarrman. So that in this Rees case the so-called rate 
competition would include quite a variety of commodities, both coming 
and going ? 

Mr. Farnewt. Yes, sir, it would. 

We have always had competition between the railroads and the 
water carriers and between the motor carriers and the water carriers, 
I do not want to appear to be opposed to that because competition is 
good if it is properly conducted. 

Prior to the conversion to the trailer ships that I spoke of, Pan- 
Atlantic had to revise its complete rate structure to fit the tr ailer ship 
operation. Previously, rates were provided on a so-called dock . 
dock basis, and to those rates were added such charges as wharfage 
and other terminal charges and delivery or pic kup charges at the 
ports. The trailer ship concept was to provide pickup and delivery 
rates; so, in order to provide that, the complete rate structure had 
to be revised to provide such rates. 

Those tariffs were compiled and filed in late 1956 and early 1957, 
There was a concerted attack by the railroads against all of those 
initial filed tariffs. But in that respect, the efforts to have them 
suspended failed. 

The Cuarmman. The efforts of the railroads to have your published 
rates suspended failed ? 

Mr. Farnetu. The initial publication for the trailer ships. I believe 
that occurred because primarily these were initial rates and without 
them we would have had no rates for the trailer ship operation. 

Beginning in1957 and going through 1958, the railroads continued 
to file protests against practic ally every rate that was published for 
this new trailer ship operation, and during this period they succeeded 
in having suspended at least 3,000 of the rates of Pan-Atlantic; not all 
at one time, but during this period at least 3,000 of our rates were 
placed under suspension. 

That was a very serious handicap in our attempts to get the trailer 
ship operation off to a good start. 

The Cuarrman. What railroads or what group of railroads made 
the protests 4 

Mr. Farnewu. The protests were made by agents of all of the rail- 
roads in the Southwest. Generally, the protests were filed in the 
name of Mr. Knobloch [sic]. Mr. Hill filed a protest for all the 
Eastern carriers, and Mr. Boyle filed a protest for all the Southern 
carriers. 

The CuarrMan. So this was a combination of the railroads in the 
territory involved ? 

Mr. Farnetz. That is right. 

As an example of the apparent planned effort of the railroads in this 
respect, on rates between the 

The Cuarrman. Let’s have the record absolutely straight on this 
point. Isn’t that the general practice of the 1 ‘ailroads, that is, not for 
one road to file, but for the group in the territory involved to have, as 
you say, an agent to file on their behalf; isn’t that the general prac- 
tice ? 

Mr. Farnewu. Yes, sir, that is exactly right. 

During this period when there were so m: ny protests being filed, 
ordinarily the protesting railroad, the originating carrier, in other 
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words, the agent for the carrier in the origin territory would file the 
protest, but during this period when there were so many, they would 
take turns. I mean the Eastern lines would have a protest today, the 
Southwestern lines the next day and on the same thing that maybe 
the Eastern agent w ould ordinarily file a protest. 

Beginning in 1958, and up to date now, our problem has not been 
having our rates suspended as it was in the previous period; it is now 
that no rates generally are suspended. So, we are not receiving 
protests against the rates published by Pan-Atlantic any longer, 
except in rare instances; we are now faced with reductions made in 
a wholesale manner by the railroads. 

The Cuarrman. In other words, when you filed your rates after 
your original initial filing, the railroads made these protests? 

Mr. FarNe.u. Yes, sir. 

The CuarrMan. For suspension ? 

Mr. FarNELL. Yes, sir. 

The CuHarrMan. Then, after a time, it shifted over to a situation 
wherein you would file your rates, the railroads would not protest— 
that is just recently, I understand—but they would file their own rates 
in competition, and your rates would not be suspended; is that cor- 
rect 4 

Mr. Farneuu. That is right. 
But let me clear it up just a little bit. Up until late 1958 protests 
were filed against all of the rates published by Pan-Atlantic, practi- 
cally all of them. Beginning in late 1958, that program was appar- 
ently abandoned—I don’t know whether the 1958 act had anything 
to do with it, but I suspect that it did—and the railroads set out on a 
program of selective ratec utting to meet or undercut the rates of the 
water carriers between the East and the Southwest and the South. 
They discontinued filing the protests in such volume that they had 
engaged in prior to that time. 

Tod: iy that situation still prevails. The rate war, and that is 
exactly what it is, continues in full force. 

The CuarrMan. Can you give us an example of a commodity in any 
one particular case rather than going into all of them ? 

Mr. Farnevn. Yes. I have some in the appendix here. There is a 
sampling of what we are talking about. 

The Cuairman. Thank you, we will look at those. 

Mr. Farnewy. Yesterday there was a question raised as to the 
standards used by the Suspension Board in their suspension process. 
I have on page 9 of my prepared statement 2 examples which clearly 
indicate a lack of standards or a lack of something. 

In the first example we have two different commodities, but as to 
value there would not be too great a difference. The effective dates 
of the proposed rates, and these are our rates incidentally, is sub- 
stantially the same. The origin is the same; the destination territory 
is the same; the minimum rate is the same; the rate level is approxi- 
mately the same. Now, the ratio of the rate to out-of-pocket cost 
under example 1, the first one is 188 percent, and the Suspension 
Board did not suspend that rate; the other example which produces 
revenue of 244 percent of out-of-pocket cost was suspended. 

Example No. 2 compares two commodities not exactly alike, but 
as to value not too different. The effective date is substantially the 
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same; the origin point is the same; the destination territory is sub- 
stantially the same; the minimum is the same. On the one that was 
not suspended the rate per ratio to out-of-pocket cost was 136 percent, 
but the one that was suspended was 180 percent. 

Clearly it appears that if a rate produced revenue 136 percent of 
out-of-pocket cost and was found just and reasonable by the Suspen- 
sion Board, it is hard to understand why the rate on a similar prod- 
uct—same weight, same general area—that produced a 180 percent 
ratio would be suspended. 

Those are just twoexamples. There are many more. 

I would like to now refer to the appendixes to the prepared state- 
ment. Appendix A is a statement showing a cross section of the 
rates published by the rail carriers or proposed by the rail carriers, 
as the case may be, to meet alleged Pan-Atlantic competition. The 
rates are designed to equalize or to produce differentials under the 
Pan-Atlantic rates. This statement also shows the rates that Pan- 
Atlantic has published or proposes to publish, where possible, to com- 
pete with the reduced rail rates. The last column of the statement 
shows the Pan-Atlantic revenue loss per unit resulting from these 
unnecessary rate reductions. And in some instances it has been 
necessary for Pan-Atlantic to forego the traffic entirely because we 
were unable to reduce the rates below the current level. This ap- 
pendix A isan example of such instances. 

You must also realize that the revenue loss, as shown on an indi- 
vidual unit of freight and to the extent that those were handled in 
multiple units, is increased accordingly. 

Now, appendix B. This is a brief recap of protests filed by Pan- 
Atlantic against rail reductions where the Commission did not sus- 
pend the rates at issue. It embraces the period generally between 
August 1958 to January 1960. This exhibit shows only those cases 
where it was physically possible to file protests. We are not staffed 
sufficiently to protest every rate reduction that is made, and this state- 
ment reflects only those that were protested and were not suspended. 

The Cuatrman. Is one of the reasons because of the time limitation 
under which the Suspension Board rules ? 

Mr. Farnetu. Not necessarily, sir. It is because we did not have 
time in the office to do it. We are not equipped to take care of a situ- 
ation like that. This is an unusual situation. You don’t equip an 
office to handle matters like this generally. 

This statement contains 63 Suspension Board cases involving 151 
tariff items and 616 rates. 

The statement also shows on the last page a total of 53 rates that 
were withdrawn without any reply being made to our protest by the 
railroads. 

Appendix C shows the rail rates which were protested by Pan- 
Atlantic and while not suspended were placed under investigation. 
This involves 152 rates. 

Appendix D shows during this same period the rail rate reductions 
that were suspended, most of which were withdrawn. 

In that connection on page 1 of appendix D there is an item of 
182 rates which were suspended in I & S 7141 but which were subse- 

uently withdrawn. Those rates were republished on substantially 
the same basis as to rate level and application. The republication 
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was scheduled to become effective on July 2, 1959. We began pro- 
testing the publication, and the Commission declined to suspend. 

A recap of these appendixes indicates that out of 87 cases involving 
some 230 items and 850 rail rates the Board suspended only 29 rates 
after eliminating the 182 referred to in I & S docket 7141. They 
assigned 152 to ‘be investigated. Actually the 182 rates withdrawn 
in connection with the I & S docket 7141 were subsequently repub- 
lished and should properly be added to the rates not suspended as 
provided in appendix B. This would result in a total of 1,003 rates 
not suspended out of a grand total of 1,052. 

The Cuarrman. Well, appendix E and appendix D are graphic 
comparisons of the rates mentioned in appendix A and appendix Bb; 
is that correct ? 

Mr. Farnetu. No, sir; they are not. They are graphic examples of 
rate variations on separate commodities. ‘They are not necessarily 
included in the previous appendixes. 

The first one, appendix I, page 1 of 4, deals with the rates on canned 
goods from Tampa, Fla., to New York. This graph is generally self- 
explanatory, but I would like to call attention to the fact that 

The Cuarrman. Let’s take appendix E. You have got your rail 
rates in a straight line and your Pan-Atlantic rates are in a dotted 
line. 

Mr. Farnetyu. But look at the very top of that statement first. The 
single solid line represents the normal rail rate of 80 cents that was 
in effect January 2, 1931, and it shows what the rate would be if all 
of the exporting increases had been applied to that rate. Now, line 
(B), which is a double solid line, reflects what the rail 60,000-pound 
rate would have been today had the ex parte increases been applied. 

Mr. Barron. You are talking about canned goods; are you not, Mr. 
Farnell ? 

Mr. Farnewu. Yes. 

The Crairman. I see. I was on the wrong page. Go ahead. 

Mr. Farnetit. Now we get down to the dotted line. That is the 
portrayal of the rail rates from 1949 through 1959. The 60,000-pound 
minimum rate was established subsequent to January 1931. 

Line (D) shows the variation of the Pan-Atlantice rate to follow 
the 60,000-pound rail rate. 

The Cuarmman. Am I looking at this chart wrong? Is the rail 
rate higher ? 

Mr. Farnetu. Today ? 

The Cratrman. Isthe rail rate higher? 

Mr. Farnewu. Yes, sir. 

The Cuarrman. Higher than your rate? 

Mr. Farnewu. Yes, sir. 

The Cuairman. And it still is? 

Mr. Farneuu. Yes, sir. 

_The rail rate from Tampa to New York in January 1931 on canned 
citrus products was 80 cents, and that is the rate that is in effect 
today. 

The Carman. We will look at these charts. There is a lot of 
work that has gone into the preparation of these, and I would like 
to compliment you on the clarity of your presentation. It is some- 
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thing that we cannot go into at this hearing, but they will be very 
valuable to the committee for reference. We will put those in the 
record by reference in full so that the staff and members of the com- 
mittee can examine them. Again, I appreciate the amount of work 
that you went to on this matter. 

Mr. Farnety. I will not discuss appendix F. It contains some 
samples of cost where the Commission failed to suspend rates even 
where the cost indicated under the Commission’s own formula that 
the rates should be suspended. 

The CuatrMan. Thank you, very much, Mr. Farnell. 

(The prepared statement of Mr. Farnell is as follows :) 


STATEMENT OF W. CLAUDE FARNELL, JR., ON BEHALF OF PAN-ATLANTIC 
STEAMSHIP Corp. 


My name is W. Claude Farnell, Jr. I am vice president in charge of traffic 
for the Pan-Atlantiec Steamship Corp., Port Newark, N.J. I have been affiliated 
with Pan-Atlantic since December 1, 1936. Immediately prior thereto, I served 
some 9 years with the Gulf, Mobile & Ohio Railroad of Mobile, Ala. 

I am appearing here today on behalf of Pan-Atlantic Steamship Corp., in an 
effort to acquaint your august body with a matter of great concern to the 
domestic water carrier and to enlist your efforts in effecting the necessary 
legislation to enable the water carriers to successfully meet this problem. 

The most serious problem with which Pan-Atlantic is confronted today stems 
from the orgy of selective rate cutting being indulged in by the railroads and 
the resultant intermodel rate war. While it is our considered opinion that the 
law, as it exists today, is not only adequate to halt such destructive practices but 
holds out to afford the domestic water carriers the necessary protection, the fact 
remains that Interstate Commerce Commission’s interpretation and administra- 
tion of the law effectively avoids these obligations. 

The legislation we would seek here, therefore, merely contemplates a clarifi- 
cation of the law as it exists today in such a manner as to assure adequate 
protection of the domestic water carrier against any administrative defects 
of the Interstate Commerce Commission obtaining from delegated discretionary 
latitude of interpretation and enforcement. 

Last year, I had occasion to appear before the Senate Committee on Interstate 
and Foreign Commerce in opposition to Senate bill S. 1507, which if enacted 
would give the ICC jurisdiction over Alaska shipping. It would seem that my 
expressed opinion at that time is germane to the problems here discussed and I 
respectfully take the liberty of quoting therefrom: 

“T should first like to point out that I have a keen interest in water trans- 
portation whether it now be subject to regulation by the Federal Maritime 
Board or the Interstate Commerce Commission. This expressed interest is not 
confined solely to the selfish aspects but also encompasses a sincere concern for 
the future of the American Merchant Marine, particularly the domestic segment. 

“Any consideration of S. 1507 must naturally be influenced, to no small degree, 
by my own experience during the period that my company has been subject to 
regulation by the Interstate Commerce Commission. Consistent with that ex- 
perience, I am faced with the question as to whether or not the Interstate Com- 
merce Commission is properly equipped to take over this added responsibility. 
During the past years, we have experienced situations which certainly did not 
on the surface appear to be directed in such a manner as to afford the water 
carriers the protection contemplated under the national transportation policy 
and other parts of the Interstate Commerce Act, as amended. 

“It should be pointed out that I have no fault whatsoever to find with the 
regulation as contemplated under the Interstate Commerce Act, as amended, 
and consistent with the national transportation policy as expressed by Congress. 
In the face of rulings, however, which do not appear to conform with the act 
or the policy and which jeopardize the continued existence of the coastwise 
water carriers, I am faced with the question as to whether or not regulation of 
the coastwise water carriers by the Interstate Commerce Commission is in the 
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public interest. It may be that the condition which now exists eminates from 
the lack of appropriations that would permit the Interstate Commerce Com- 
mission to maintain the quantity and/or quality of personnel required for the 
proper administration of the act. : j 

“In the light of the above, I must express serious concern as to the capacity 
of the Interstate Commerce Commission to take on this added burden which 
eould quite possibly further jeopardize the position of the coastwise water 
carriers presently subject to its jurisdiction.” 

By the way of background for the position I have taken here as well as in 
opposition to S. 1507, I offer the following: 

2»an-Atlantic is a common carrier in the Atlantic-gulf coastwise trade, certifi- 
eated by the Interstate Commerce Commission in docket W-376 to engage in the 
transportation of passengers and property between the principal North Atlantic, 
South Atlantic, and gulf ports. 

Pan-Atlantic also holds operating authority between the principal ports on the 
Atlantie and Pacific coasts, under authority granted by the Interstate Commerce 
Commission in docket W-376, Sub. No. 13. 

From 1933 to May 1957, Pan-Atlantic maintained a coastwise service between 
North Atlantic and gulf ports, carrying general cargo and passengers and used 
the conventional breakbulk type vessels. In the later years of this period of 
operation, Pan-Atlantic utilized in its coastwise service a modified C-2 type 
vessel. 

In April 1956, Pan-Atlantic placed in its service between New York and 
Houston, Tex., two modified T-2 tankers, which were provided with special 
cargo decks for the handling of loaded truck-trailer bodies. Each vessel carried 
on its deck 60 loaded trailer bodies. These containers were lifted from the 
truck chassis at shipside by a dockside crane, loaded on the deck of the tankers 
and unloaded in the same manner onto truck chassis at the port of destination. 
Later in 1956, two additional similarly modified T-2 tankers were placed in this 
service and these four vessels were used as a pilot operation pending the 
availability of the specially designed trailerships in use today. 

In May 1957 Pan-Atlantic temporarily suspended all of its Atlantic-gulf coast- 
wise break-bulk services in order to provide the ships for conversion into trailer 
ships, and commencing in October 1957, trailer ship service, using two converted 
C-2. vessels was, established. between the ports of New York, N.Y., Miami and 
Tampa, Fla., and Houston, Tex. During December 1957 and January 1958 two 
additional trailer ships were placed in the coastwise trade. Domestic coastwise 
service is today being provided with these four trailer ships, two of which are 
operating between New York, Miami, New Orleans, and Tampa, while the 
other two vessels are operated between Houston and New York. At the present 
time weekly sailings are maintained from each of the ports in these services. 

With the advent of the four trailer ships in the Atlantic-gulf coastwise trade, 
the four converted T-2 tankers previously used between Houston and New York 
were removed from service. 

In addition to the four trailer ships used in the coastwise trade, Pan-Atlantie 
also operates two additional trailer ships between New York, N.Y., and ports in 
Puerto Rico. These two vessels call at Jacksonville, Fla., on the northbound 
leg. 

Each of the four trailer ships now employed by Pan-Atlantic for the coastwise 
trade has a capacity of 226, 35-foot containers, 166 of which are stowed below 
deck and 60 on deck. The 60 deck spaces are equipped to accommodate refriger- 
ator trailers and generally this is the type of cargo carried on deck. When loaded 
to full capacity, each vessel has a load potential of about 4,500 net tons of cargo. 
Each vessel is equipped with two specially designed gantry-type cranes, which 
handle the containers between ship and dockside. Truck tractors, trailer bodies, 
and chassis in sufficient quantity have been secured to properly maintain these 
services. The cost of the conversion of the vessels and the purchase of necessary 
trucking equipment to inaugurate our present trailer ship service was in excess 
of $45 million. 


It is pertinent to the matters here considered to note that in 1939 there were 18 
common carriers by water in the domestic Atlantic and gulf coastwise trade 
operating a total of 136 vessels. 
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Ten of these lines operated between Atlantic and gulf ports, namely : 
Agwilines, Inc. 
Bull Steamship Line 
Newtex Steamship Co. 
Seatrain Lines, Inc. 
Southern Steamship 
Lykes Bros. 
Mooremack Gulf Lines 
Southern Pacific Morgan Line 
Pan-Atlantic Steamship Corp. 
Refrigerated Steamship Co. 
Of these 10 lines, the following operated also between Atlantic coast ports: 
Agwilines, Inc. 
Bull Steamship Line 
Refrigerated Steamship Co. 

Fight other coastwise steamship lines operated in the Atlantic coastwise trade, 
viz: 

Baltimore Steampacket Co. 
Chesapeake Steamship 

Eastern Steamship Lines, Inc. 
Merchants & Miners Transportation Co. 
Munargo Steamship Co. 

Norfolk, Baltimore & Carolina Line 
Ocean Steamship Co. of Savannah 
Philadelphia & Norfolk Steamship Co. 

Where, in 1939, 18 lines were engaged in common carrier service in the At- 
lantic and gulf coastwise trade, today there are only 2 carriers in the North 
Atlantic and gulf trade, viz, Seatrain and Pan-Atlantic. Seatrain operates six 
vessels in this trade and Pan-Atlantic four. 

Beginning in 1957 the railroads in the eastern, southeastern, and southwestern 
areas of the United States entered into a concerted all-out effort to eliminate, 
as competitors, the last two water carriers now operating in the North Atlantic- 
gulf trade. The means used to achieve this end has been and is now a full- 
scale rate war supported by their allegations that the railroads are only seeking 
to recapture for the railroads tonnage that they claim was diverted from rail 
by Seatrain and by the trailer ship operation of Pan-Atlantic. By the employ- 
ment of selective rate cutting as the vehicle, the railroads have already caused 
measurable revenue losses to the water carriers. As to the question of tonnage, 
it is interesting to note that in 1940, the coastwise water carriers, previously 
mentioned, operating between Atlantic and gulf ports, carried 8,544,383 tons of 
dry cargo freight (excluding bulk petroleum), as compared to only 1,569,544 tons 
during the year 1957. In short, the 1957 tonnage carried by coastwise water 
earriers reflected only 18.4 percent of the 1940 volume. Quite frankly, Pan- 
Atlantic’s present efforts are confined to recapturing only that small portion of 
this lost tonnage that will permit a sound and efficient operation in the trade. 

From a practical standpoint, it should be noted that Seatrain’s potential is in 
the neighborhood of 1 million tons a year. Pan-Atlantic’s potential, based on 
loading all of its trailers to a 20-ton capacity, which is somewhat optimistic, and 
anticipating a maximum of 104 voyages with 226 loaded trailers in each direc- 
tion, would produce a total of only 940,160 tons annually. Hence, rail protesta- 
tions to the contrary, the fact remains that both Pan-Atlantic and Seatrain to- 
gether are not equipped to retain but a small portion of the coastwise tonnage 
handled by the water carriers prior to World War II. 

The tonnage available today, for movement as between Atlantic and gulf ports, 
is substantially greater than that which existed prior to World War II. Con- 
sidered from the standpoint of population alone, it should be noted that the over- 
all increase of the population in the United States was 28.2 percent—-1957 over 
1940. It should also be noted that the population increases, for the same period, 
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in the principal States from and to which Pan-Atlantic competes for its coastwise 
traffic are as follows: 


Percent 
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reais 2) ee eee ee Sk Se ee Sie ee 107.1 
Deen 2 a ee a et) a ty oa ee SET 
eet i 2 ek ee Ana lS ee ee ek eee 43.2 


Consistent with the increase in population is the fact that the rail freight 
originated during the period of 1956 represented an increase of 43.4 percent over 
the freight handled by the rail carriers in 1940. In the premises, it is difficult 
to accept the theory that we are taking traffic away from the rail carriers. 

The rail carriers, in retaliation against Pan-Atlantic’s having instituted a 
containerized operation, launched a sustained drive against both the trailer 
ship operation itself as well as the rates applicable in connection therewith. I 
should like to point out, at this time, that there have been three phases to 
this rail attack against Pan-Atlantic, viz: 

1. The failure of rail carriers to achieve suspension of Pan-Atlantic’s 
initial trailer ship rates (1956 and early 1957). 

2. The unparalleled suspension of Pan-Atlantic rates achieved by rail- 
road petitions and protests (1957 and early 1958). 

3. Exploitation of Transportation Act of 1958 by the railroads to accom- 
plish publication of reduced rates designed to eliminate Pan-Atlantie as a 
competitor (1958 to present). 

During the period encompassed in what we term phase 1, the rail carriers 
sought to accomplish the elimination of Pan-Atlantic as a competitor in the 
coastwise service by protestations against the initial rates (1956 and early 1957) 
which were a prerequisite to the inauguration of our trailer ship operation. 
The protestant rail carriers failed to achieve there and the rates were allowed 
to become effective. 

Phase 2 involves the litigation now before the Interstate Commerce Commis- 
sion awaiting adjudication which had its beginning in October 1957 when Agents 
W. F. Knobloch, E. V. Hill, and R. E. Boyle, Jr., representing the collective 
interests of all southwestern, official, and southeastern territory railroads, re- 
spectively, entered into such a concerted and devastating attack against each 
and all of Pan-Atlantic rates that it will probably go down in the annals of 
transportation history as by far the most intense and sustained effort ever 
made by carrier groups to eliminate a single independent competitor. 

By way of defense, Pan-Atlantic has contended that it was apparent the 
protestant rail carriers were trying to impose on the Suspension Board of the 
Commission an implied obligation to set aside the basic philosophy and doctrine, 
relating to water rate structures under the Interstate Commerce Act, evolved 
over the many years by the Commission and upheld by the courts of the land 
(that water rates should be lower than rail rates). We also pointed out to 
the Commission that the protested Pan-Atlantic rates were constructed in accord- 
ance with sound ratemaking practices initiated and/or sanctioned by the Com- 
mission, in its judicial function, and upheld by the courts. Accordingly, we 
submitted that while it might be construed that the rail protestants were availing 
themselves of their legal prerogative in petitioning the Commission to enter 
into an investigation into the lawfulness of the Commission’s prescriptions, or 
their principles and doctrines of ratemaking, rail protestant’s petition for sus- 
pension of Pan-Atlantic rates, constructed in accordance with the law as it 
existed, were without valid legal stature. 
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It was also submitted to ICC that to construe otherwise would be to leave 
the door open for the large majority groups to effectively throttle the minority 
groups or individual carriers by concerted protestations against the lawfulness 
of rates which were lawful per se. (They were constructed according to the 
mandates laid down by the Commission by adjudication, which unless or until 
modified by the Commission or the courts, constitutes the law.) Pan-Atlantic 
has had occasion to realize the accuracy of its prognostications in the course of 
its struggle against the attacks of the combined groups of railroads. 

Perhaps the simplest evaluation of the railroads’ success in this, the second 
phase of their attack, would be to point out that they succeeded in accomplishing 
the suspension of some 3,000 individual Pan-Atlantic commodity rates. 

Considered in the light of the factual support offered by Pan-Atlantic in 
defense of these suspended schedules, it must be construed that the suspension 
board of the Commission assumed the obligation imposed on it by the several 
rail groups to set aside the doctrines of water ratemaking evolved over the many 
years by the Commission and upheld by the courts. The absence of any pre- 
conceived pattern or adherence to any established principles by the Suspension 
Board during this period is well illustrated by the following examples of pro- 
tested sea-land rates suspended as opposed to those not suspended. 


EXAMPLE NO. 1 


Commodity 


Gas meters, NOI, cast iron | Small arms ammunition 


Effective date. __- 
From...- 
Tc te - eating s 
Minimum weight. -_---_---- 
Rate (bundredweizht)____- 


foe Ys 
ede es ee a ee 
ah ele eh. ee 
sth cash lad nice etl Es ak Gk b nate 
306 cents........- win ota 


-.------| May 20, 1958. 
Bridgeport, Conn, 
Shreveport, La. 
30,000 pounds. 

308 cents. 


' 
' 





Ratio rate to out-of-pocket costs__.._......__| 188 percent_- | 244 percent. 
Action by suspension board _____ i | No susvend_ ie _.| “I & S M-11259.” 
Competition _ bei cdisi dt Gems s- 3:64 5. dads R-W-R. 

Rate (hundredweight) ____- Spicathasue thie ROE So i Sere Ek alos | 308 cents. 
Minimum weight----.---- pssscassosccs) OG000 DOUMGS. . | 30,000 pounds. 





EXAMPLE NO. 2 


Commodity 


Paint 


| 


Laundry sour, NOI 


Effective date - _- May 20, 1958 | Apr. 7, 1958. 


Weed bik re okbaas ___| Baltimore, Md_._........_._} Baltimore, Md. 
‘i, ial Kapiti 7 5 NON OR es Snead ace .| New Orleans, La. 
Minimum weight_-___-_- iis bose 24,000 pounds | 24,000 pounds. 
Rate (hundredweight)__.___- : | 197 cents_- : | 164 cents. 


Ratio rate to out-of-pocket costs_-___- 


seed 136 percent. _- | 180 percent. 


Action by suspension board. 
Justification... __- 


No suspend ____- 
Lower minimum based on 
115 percent of present 


“I & S M-11077.” 
Lower minimum based on 
115 percent of present 36,000 





36,000 pounds Pan-At- 
lantic rate. 


pounds Pan-Atlantic rate. 


Bxamination of the first example will show that the issues involved were 
substantially the same. Both were designed to effect an exact equalization of 
the prevailing rail-water-rail rate. It is particularly noteworthy that the 
suspended rate produced revenue 144 percent above out-of-pocket costs. While 
it is true that any rate producing 88 percent above costs is highly remunerative, 
by the same token, a rate producing 144 percent over costs is almost twice as 
attractive. 

The second example represents two instances where the water carrier, follow- 
ing a long-established practice in ratemaking published higher rates on a lower 
minimum weight. While the destinations are located in different territories, the 
fact remains that both rates were constructed by use of the same formula and 
again the suspended rate contemplated a much larger contribution over out-of- 
pocket costs than did the rate the board declined to suspend. 
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These examples are but representative of innumerable instances where the 
board of suspension has, by its action, indicated a complete disregard for the 
-ardinal principles of sound ratemaking. 

The third phase of the rail carriers attack against Pan-Atlantic contemplates 
an all-out program of selective rate cutting. The practice of the rail carriers in 
conducting this program is to determine the traffic in which Pan-Atlantic is 
participating and then to adjust the rail rates to a level the same or below that 
which obtains via Pan-Atlantic. In accomplishing these reductions to the water 
rate level, no sincere consideration is given to the fact that the rail carriers are 
establishing a basis which is not consistent with the normal rail level prevailing 
in territories not susceptible to water competition. While the rail carriers have 
not as yet achieved their ultimate goal, they have succeeded in curtailing, un- 
necessarily, Pan-Atlantic’s earning potential. It is noteworthy, however, that 
in accomplishing this they have even more drastically curtailed their own earn- 
ing power. We have repeatedly directed the attention of both the suspension 
board. and division 2 of the Commission to the wanton dissipation of revenues 
being incurred by both Pan-Atlantie and the rail by virtue of these tactics. The 
Commission’s attention has also been directed to the fact that the rail carriers, 
in accomplishing these reductions, are, in many instances, forced to extend the 
application of these depressed rates to encompass points or places which are 
intermediate to origin and/or destination points. This must necessarily have 
the effect of depleting rail revenues not only on that segment of traffic which is 
susceptible to water transportation but also the aforementioned intermediate 
traffic which is not subject thereto. It must follow, therefore, that the railroads 
sustain substantially greater revenue losses than Pan-Atlantic for the reason 
that the rail carriers must extend the application of the point-to-point Pan- 
Atlantic rates that they are meeting to embrace the vast intermediate terri- 
tories. It has been suggested, in some circles, that we should not be concerned 
with these rail practices in that these same carriers would seal their doom by 
their own actions. In the long run, this might well be true, however, the fact 
remains that the domestic water carriers would probably succumb prior to the 
demise of the rail carriers in that the rail carriers are in the enviable position 
of subsidizing that small portion of their operation which is susceptible to water 
competition by the substantial revenues derived from traffic moving between 
points where water competition is not a factor and the rates attaching thereto 
conform with the normal rate levels maintained by the railroads in the several 
territories. To the extent that Pan-Atlantic has been able to effect parallel 
reductions, to retain its competitive position with rail, these unwarranted rail 
reductions have served no purpose other than to deplete the revenues of both 
the rail and water carriers, since each continues to participate in the same share 
of the available traffic that they did prior to the reductions. The rail carriers 
appear to be justifying their actions under the guise that the Transportation 
Act of 1958 is an instrument designed to endow the railroads with the inalienable 
right to eliminate any and all carrier competition by any means at hand without 
regard to the end effect on the economy of transportation as a whole or even 
the railroad economy itself. It appears that the Interstate Commerce Com- 
mission has placed its stamp of approval on this theory, since the rate war 
continues in full force. This, despite the fact that we have employed every legal 
means at hand to have the Commission heed the mandates of Congress as ex- 
pressed in the national transportation policy which specifically provides that 
water and rail transportation will be fostered and preserved. 

I should like to offer, at this time, for your consideration, appendix A, a 
statement showing a cross section of the rates published by the rail carriers or 
proposed by the rail carriers, as the case may be, to meet alleged Pan-Atlantie 
competition. It will be noted that the rail rates are designed to equalize or 
produce differentials under the Pan-Atlantic rates. This statement also reflects 
the rates that Pan-Atlantie has published or proposes to publish, where possible, 
to compete with the reduced rail rates. The last column of this statement shows 
the Pan-Atlantic revenue loss per unit resulting from these drastic and unneces- 
sary rate reductions. In some instances, it has been necessary that Pan-Atlantie 
forego the traffic completely because we were unable to reduce our rates below 
the level currently in effect. 

Appendix A contains only a sampling of such instances and the revenue loss 
indicated in this statement would be increased substantially by the number of 
units of freight handled. 


wiitVilluAit LIVIA 


vei 





Wide e Live ' 





98 DECLINE OF COASTAL SHIPPING INDUSTRY 


Appendix B hereto offers a brief recap of protests filed by Pan-Atlantic against 
rail reductions where the Commission did not suspend the rates at issue. It will 
be noted that 63 cases are listed for this period which embrace 151 tariff items 
and 616 rates. In addition to showing the commodity and the movement, this 
statement sets forth the rail rates in effect prior to the reduction together with 
the reduced rates. 

Appendix C sets forth rail rates which were protested by Pan-Atlantic and 
while not suspended were placed under investigation. Reference thereto will 
indicate that some 54 tariff items and 152 rates were investigated. A total of 
eight investigation dockets are involved. Again, as in appendix B, the com- 
modity together with origin, destination, original and reduced rail rates are 
shown. 

Referring back to appendix B for a moment, I would like to draw your atten- 
tion to the last page thereof where you will note that some 5 cases involving 
10 items and 53 rates were withdrawn by the rail carriers prior to any action by 
the suspension board. These rates generally defied any attempt in defense. 

Reference to appendix D attached will show that during this same period 12 
cases before the board resulted in suspensions of rail rates. This contemplated 
24 tariff items and some 211 rates. It should be noted, in connection with sus- 
pension board case No. 20149, assigned I & S docket No. 7141, that the rates sus- 
pended by the Commission were subsequently withdrawn and republished on sub- 
stantially the same basis and scheduled to become effective July 2, 1959. 
Pan-Atlantic again protested these rates but the Commission declined to suspend 
and they were allowed to become effective. For the record, the second protest 
was assigned the same case number by the suspension board, i.e., No. 20149. 

A recapitulation of the score since the enactment of the Transportation Act 
of 1958 would, on the basis of the information indicated in connection with our 
appendixes B through D, indicates that out of 87 cases involving some 239 items 
and 850 rail rates the board suspended only 29 rates (after eliminating the 182 
referred to above in I & 8 7141) and assigned 152 to be investigated. Actually, 
the 182 rates withdrawn in connection with I & S 7141 and subsequently repub- 
lished should properly be added to the rates not suspended at provided i. ap- 
pendix B. This would have resulted in a total of 1,003 rates not suspended out 
of a grand total of 1,082. 

Appendix E comprised of four pages offers a graphic portrayal of selected 
commodity movements depicting the effect of depressed so-called water-com- 
pelled rates and showing the effect that these rail reductions had not only on the 
Pan-Atlantic rates but also the substantial departure from established rail rate 
norms. 

Page 1 of appendix E offers a graphic comparison of the Pan-Atlantic com- 
modity rates on canned goods with the all-rail normal and depressed rates for 
the 10-year period of from 1949 through 1959 from Tampa, Fla., to New York, 
N.Y. The explanation of line A will show that the present rail rate of 80 cents 
shown in connection with line C is the same as that which was in effect via 
the rail carriers as far back as January 2, 1931. In short, despite the several 
ex parte increases that have been granted the rail carriers since 1931, the fact 
remains that the present rail rate is on the 1931 basis. Line A will show what 
this 80-cent rate would have advanced to had the rail carriers not continually 
depressed their rates. Line B depicts the normal progression of the rail 73 
cents, minimum 60,000-pound rate that was published in December of 1939 
adjusted by the subsequent ex parte increases. Line C represents the going 
rail rates from 1949 through 1959. Line D portrays the Pan-Atlantic rates in 
effect during the same period which were designed to compete with the con- 
temporary rail rates. It is indeed amazing that the rail carriers should, in 
the face of very substantial increased operating costs and overall increases in 
commodity costs in the United States over a period of some 28 years, find that 
the rate on canned goods from Tampa, Fla., to New York, N.Y., is not deserving 
of or requires any increase to bear its share of the transportation burden. To 
say the least, this is not consistent with the pleas of the rail carriers in the 
several ex parte increase cases embracing Ex Partes 123, 148, 162, 166, 168, 175, 
206, and 212. Even more serious is the fact that the Commission, who has been 
charged with the responsibility of fostering transportation, should permit or 
condone such destructive ratemaking practices. The fact remains, however, 
that the Commission has, despite vigorous protests, allowed this condition to 
persist over these many years. 


n- 
1g 
Iv 


S 


12 
ad 
s- 
\S- 
b- 
9. 
aid 
Sst 


ur 
ns 
82 
ly, 
ib- 
\p- 
ut 


m- 


DECLINE OF COASTAL SHIPPING INDUSTRY 99 


Page 2 of appendix E graphically presents the downward spiral of rates on 
frozen citrus concentrates from Ocala, Fla., to New York, N.Y. Line A depicts 
the rail reductions and line B the downward adjustments that were forced on 
Pan-Atlantic to retain its competitive position. It should be noted that line C 
indicates the Pan-Atlantic rate that was published in December of 1957 to com- 
pete with the rail reduction effected in November of 1957. This Pan-Atlantic 
rate was, however, suspended by the Commission in L&S. No. 6847 eliminating 
Pan-Atlantic’s participation in the considered traffic until the 7 months period 
of suspension was lifted in July of 1958. Pan-Atlantic has vigorously protested 
each and every reduction in these rates without success. The last rail reduction 
in December of 1959 did draw an investigation, however, but the fact remains 
that the depressed rail rates operative during the period pending disposition 
of the investigation will participate an unwarranted loss of traffic and revenue 
to Pan-Atlantic and an ever greater loss of revenue to the rail carriers. It is 
particularly worthy of note that the investigation of the rail rates scheduled 
to become effective December of 1959 resulted not from action of the Suspension 
Board but in reSponse to Pan-Atlantic’s appeal to Division 2. The Commission’s 
action in permitting rates on a commodity of this value, and requiring the 
special equipment that it does, to gravitate to such a low would seem to defy 
all logic. One thing is certain, however, that Pan-Atlantic will, during the 
investigation, exert every effort to have rates restored to a proper level. 

Page 3 of appendix E offers a graphic comparison of rail and Pan-Atlantic 
rates on electric cable from Jersey Shore, Pa., to Houston, Tex., for the period 
1958 and 1959. It will be noted there that the rail rate has, in this short 
period, gravitated from something over $2.60 to slightly over $1.70 on a minimum 
of 30,000 pounds and slightly over $1.60 on 60,000 pounds. The last rail adjust- 
ment reflects an equalization of the Pan-Atlantie rates that were precipitated by 
the previous rail adjustments and it is questionable as to whether or not Pan- 
Atlantic will be in a position to accomplish any further reduction. It should 
be pointed out that the original Pan-Atlantic rate published in 1958 reflected 
the prescribed Docket 28300 differential relationship between all-rail and rail- 
water-rail and was not an arbitrary basis initiated by Pan-Atlantic. Here 
again this is but representative of the established rail practices of selective 
rate cutting designed to remove water competition. By the same token, this is 
but representative of the Commission’s failure to offer any bar to these com- 
petitive practices. 

Page 4 of appendix E offers for comparison the rail and Pan-Atlantie rates 
on formaldehyde from Bishop, Tex., to Newark, N.J. The original rates shown 
represented the class 40 Docket 28300 level for the rail carriers and for Pan- 
Atlantic. The differentials obtaining from these original rates represent the 
prescription of the Commission. A rail reduction of from in excess of $2.90 to 
$1.50 in less than a year would appear to be somewhat drastic to say the least. 
It should suffice to say that Pan-Atlantic’s protestations to the Commission 
were to no avail and the rail carriers have achieved the desired dissipation of 
revenues not only for themselves but for Pan-Atlantic. It is pertinent here to 
point out that Pan-Atlantie has consistently directed the Commission’s attention 
to the fact that the mere increase in the load factor of a single vehicle does not 
warrant a substantial reduction in rate as of itself. The fact remains that a 
certain volume of traffic may be consumed in a given area and that heavy loading 
of vehicles will not materially increase the capacity for consumption in the 
given area. The practical result thereof is that the shipper will continue to 
move substantially the same total tonnage to the area but the rail carriers will 
have deprived themselves of the revenues that would have obtained from the 
higher rates. It has also been pointed out that where the demand exists and 
the commodity is susceptible to heavy loading it is in the interest of the shipping 
public to avail themselves of such heavy loading without requiring any further 
rate incentive. These pleadings have been to no avail, however. 

Appendix F is comprised of six pages setting forth six rail TOFC cost studies 
which, while shown to be noncompensatory, were not suspended by the Com- 
mission. The first example shown at page 1 deals with a rail TOFC rate of 
$1.83 applying on drugs from Bridgeport, Conn., to Houston, Tex. It will be noted 
that even by use of the Cost Section’s formula, the rate in question will not pro- 
duce out-of-pocket costs. In fact it bearly yields 96 percent of the out-of-pocket 
costs that attach to TOFC movements. Based on the costs which Pan-Atlantic 
is, in our opinion, an ultraconservative formula and does not represent the full 
costs that attach to TOFC movements. Based on the costs which Pan-Atlantic 
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has established in connection with a movement of TOFC freight the proposed rate 
would yield only 75 percent of out-of-pocket costs. It is interesting to note that 
the average contribution of this commodity in movements as between the official 
and western territories, during the year of 1957 was 174 percent of costs. It is, 
therefore, most difficult to understand how the Commission could deny Pan- 
Atlantic’s protest and allow the rail carriers to achieve the effectiveness of such 
a subnormal rate. 

Page 2 of appendix F sets forth a cost study in connection with a proposed 
rate of $1.30 from Diboll, Tex., to New York, N.Y. Out-of-pocket costs using the 
Commission’s own Cost Section’s formula are $1.65. This produces a ratio of 
79 percent of out-of-pocket costs. By Pan-Atlantic’s formula, the proposed rate 
represents 66 percent of out-of-pocket costs. Again, the average contribution of 
this traffic during the year 1957, in connection with movements from the western 
to the official territory, produced revenues 155 percent of costs. It is especially 
noteworthy that in the rail respondent’s reply to Pan-Atlantic’s protest of the 
aforementioned rate, the rail carriers own cost figures were ip excess of the 
rate. The Commission’s record in Suspension Board Case No. 20323 will clearly 
substantiate this statement. Despite all of this, the Board did not suspend. 

Page 3 of appendix F reflects the costs attaching to a movement of electric 
cable from Bristol, Pawtucket, and Providence, R.I., to Houston, Tex. Here, 
of the three rates involved, under the Commission’s Cost Section’s formula, one 
produces 92 percent of out-of-pocket costs, the second 82 percent of out-of-pocket 
costs and in only one instance does it contribute anything in excess of out-of- 
pocket costs and then it is by less than 5 cents or 103 percent of out-of-pocket 
costs. Evaluated in terms of Pan-Atlantic’s cost formula, the TOFC rates do 
not, in any instance, produce out-of-pocket costs. Again, it is pertinent to note 
that the average contribution of electrical equipment in a movement from the 
official to the western territory produces revenue 219 percent of out-of-pocket 
costs. While the Board did not suspend in this instance, it did order an investi- 
gation. 

At page 4 of appendix F, electric cable from Lowell, Mass., and Providence, 
R.I., to Plano, Tex., is shown to produce revenues of 102 percent of costs in 
TTX cars and 8S percent of costs in railroad-owned equipment. It is question- 
able here that the traffic would move in TTX cars, but more than likely would 
move in railroad-owned equipment. Further, disregarding this and assuming 
that this traffic would move in TTX cars, which the record certainly does not 
indicate, a ratio of 102 percent of out-of-pocket costs is not properly compensatory 
on traffic the average contribution of which in 1957 was 219 percent of costs 
between the same territories. As in the previous case, the Suspension Board 
failed to accede to our protestations and suspend the rate in question. 

At page 5 of appendix F costs are shown in connection with a shipment of 
linoleum and floor covering from Marcus Hook, Pa., to San Antonio, Tex. The 
rate involved is $1.71 on 34,000 pounds minimum. By using the Commission’s 
own Cost Section’s formula, the proposed rate represents 95 percent of out-of- 
pocket costs. By use of Pan-Atlantic’s cost formula, it reflects 74 percent of out- 
of-pocket costs. In the light that the normal contribution of floor covering during 
the year 1957 from Official to the Western Territory was 203 percent of costs, it 
is difficult to understand how the Board could have denied Pan-Atlantic’s protest 
and allowed this rate to become effective. 

Page 6 of appendix F provides the costs of welding rods from Sparrows Point, 
Md., to Houston, Tex., the proposed rate levels being $1.28 minimum 80,000 
pounds, and $1.44, minmum 40,000 pounds. Under the Commission’s Cost Sec- 
tion’s formula, these rates represent 85 and 89 percent respectively, of out-of- 
pocket costs. By application of the cost formula which Pan-Atlantic feels should 
properly attach to these movements, the ratios represent 64 and 67 percent 
respectively. This is but another instance where it is most difficult to understand 
how the Board of Suspension could have failed to honor Pan-Atlantic’s protest. 

Again, it should be stated that these are but representative of certain of the 
cost discrepancies in connection with TOFC rates where the Board has failed 
to suspend. It is also significant that substantially all of the costs shown in 
appendix F are based on TTX cars whereas the evidence is strong that a substan- 
tial portion of the overall movement is in connection with railroad-owned cars 
at the substantially higher figure. 

In order to more effectively substantiate the inconsistencies of the Board of 
Suspension and Division 2, it will be my purpose to offer examples of rulings 
illustrating these contentions. 
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Welding compound, Niagara Falls, N.Y., to Houston, Tex. 


Effective November 6, 1957, Pan-Atlantic published a rate of $1.61, 36,000 
pounds minimum on welding compound from Niagara Falls, N.Y., to Houston, 
Tex. This rate was designed to compete with an all-rail rate of $1.82, minimum 
86,000 pounds applying on boxear traffic. While the proposed differential was 
consistent with established practices, the Board suspended same and assigned 
it to I & S docket No. M-10434. The 7-month suspension period ended June 5, 
1958, and competitive necessity precluded any voluntary postponement. This 
docket along with many others is embraced in the matter being considered with 
I &S M-10415 et al., which is still in litigation and on which no final report has 
been issued by Division 2. The railroads published a rate of $1.61, minimum 
36,000 pounds applicable in TOFC service bearing an effective date of August 
16, 1959, which represented an exact equalization of the Pan-Atlantic rate sus- 
pended by the Commission. This, despite the protests of Pan-Atlantic covered 
by Suspension Board case No. 20657. Pan-Atlantic then found it necessary to 
effect a further reduction to $1.53, minimum 36,000 pounds, effective August 22, 
1959, in order to regain its competitive position. Here, several facts are note- 
worthy. In the first instance, Pan-Atlantic was denied the privilege of publish- 
ing a rate that would reflect the normal differential under its overland competi- 
tion. In the second place, the Board refused to suspend the railroads equaliza- 
tion of the Pan-Atlantic rate published to apply in rail TOFC service. Thirdly, 
the Commission permitted this equalization by the rail carriers even prior to the 
disposition of the matter still under investigation in I & S M—10434. Last, but 
not least, is the interesting fact that the rail TOFC rate of $1.61 represents a 
differential of some 21 cents under the so-caled inferior boxcar service rate. 


Electric meters, Somersworth, N.H., to Dallas, Tex. 


Pan-Atlantic, effective December 16, 1957, published a rate of $3.39, minimum 
30,000 pounds, representing class 55 of the prescribed rail-water docket 28300 
scale to compete not only with a rate of $3.95, minimum, 30,000 pounds, applicable 
in rail boxcar service and representing class 55 of the all-rail docket 28300 scale, 
but also with the all-truck rate of $3.62, minimum, 18,000 pounds, representing 
class 55 under the applicable motor carrier class rate structure. Additionally, 
Pan-Atlantic inadvertently published a rate of $4.08, minimum, 20,000 pounds, 
which was too high to be of any practical value. These Pan-Atlantic rates were 
suspended in I & 8S 10602 which is being considered at this time in conjunction 
with other matter embraced in docket M—10415 et al. Note that the Pan-Atlantic 
rate of $4.08, minimum, 20,000 pounds, was suspended even though the rate 
itself was 46 cents higher than the prevailing truck rate, and also subject to a 
minimum weight 2,000 pounds higher than the motor carrier minimum. After 
the suspension of Pan-Atlantic’s rate, the rail carriers, effective December 14, 
1958, reduced their rate by establishing a TOFO class 55 rate of $3.86, minimum, 
18,000 pounds. Effective July 15, 1959, Pan-Atlantic accomplished a reduction 
in its 20,000 pounds minimum rate to compete with the $3.86, minimum, 18,000 
pounds, published in TOFC service by publishing a rate of $3.60, 23,000 pounds 
minimum. Again the rail carriers, in response to Pan-Atlantic’s reduction, ac- 
complished further reductions in their TOFC rates effective October 16, 1959, 
to reflect $3.60, minimum 23,000 pounds, and $3.39, minimum, 30,000 pounds, or 
an exact equalization of the Pan-Atlantic rates in effect at that time. Pan- 
Atlantic sought to accomplish the suspension of these rates as evidenced by Sus- 
pension Board case No. 21277, but was denied its request. Here again, it is 
shown that Pan-Atlantic’s initial publication, while representing sound rate 
making practices reflecting differentials prescribed by the Commission, was un- 
able to acheve the effectivenes of its rates. It is also shown that while Pan- 
Atlantic was in one instance allowed to regain its differential under the TOFC 
rates, the Commission permitted the rail carriers, despite Pan-Atlantic’s vehe- 
ment protestations, to equalize such Pan-Atlantiec rates in the rail carriers TOFC 
service. Again it is interesting to note that all of this activity is taking place 
while Pan-Atlantic’s original rates are still in the process of litigation before the 
Commission. Also, the rail TOFC rates which are alleged to reflect a superior 
service are lower than the prevailing boxcar rates. 

Cable Terminals, Somersworth, N.H., to Dallas, Tex. 

This represents another instance where Pan-Atlantic published a rate reflect- 

ing class 45 of the prescribed docket 28300 rail-water-rail scale of $2.84, minimum 


30,000 pounds, effective December 16, 1957, to compete with the docket 28300 
class 45 rate of $3.22, minimum 30,000 pounds applicable via all-rail in boxcar 
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service. Again Pan-Atlantic published a higher rate of $3.41 subject to a 
minimum weight of 20,000 pounds. Both of these Pan-Atlantic rates were 
suspended in I & S 10602. As in the previous instance, the rail carriers effected 
a reduction in their rate of $3.17, minimum 23,000 pounds effective December 14, 
1958, applicable in their TOFC service and Pan-Atlantic (after the expiration 
of the 7-month suspension period) attempted to regain its competitive position 
by publishing a rate of $3.01, minimum 23,000 pounds. The rail carriers 
accomplished the exact equalization of Pan-Atlantic’s rates in a subsequent 
adjustment, effective October 16, 1959, and the Commission again denied Pan- 
Atlantic’s petition for suspension as reflected by Suspension Board case No. 
21277. There is little need to elaborate in this instance, since the inconsistences 
of the Suspension Board are substantially the same as those set forth in 
connection with the electric meters above. 

A typical example of inconsistency is well illustrated in the files of the Com- 
mission’s Suspension Board case No. 21822 where 7 out of the 13 proposed 
TOFC rates were lower than the existing rates via rail boxcar service. For 
example, the rate on zine resinates from Oakdale, La., to Jersey City, N.J., 
was $1.55, minimum 36,000 pounds via rail boxcar service and the proposed 
TOFC rate was $1.42’, minimum 60,000 pounds. On coffee extracts from New 
York, N.Y., to Fort Worth, Tex., the prevailing boxcar rate was $2.15, minimum 
30,000 pounds; the proposed TOFC rate was $1.90, minimum 30,000 pounds. 
On floor covering from Fullerton, Pa., to Dallas, Tex., the boxcar rate was 
$2.26, minimum 30,000 pounds, whereas the proposed TOFC rate was $2.02, 
minimum 34,000 pounds. On insecticides from Houston, Tex., to Camden, N.J., 
the conventional boxcar rate was $2.10, minimum 40,000 pounds; the proposed 
TOFC rate was $1.59, minimum 36,000 pounds. Rates on conduit pipe from 
Philadelphia and Conshohocken, Pa., to Austin and San Antonio, Tex., were 
$1.95, $1.87, and $2, respectively, subject to a minimum weight of 40,000 pounds in 
boxear service and the proposed TOFC rates were $1.71, $1.81, and $1.95, 
respectively, subject to a minimum weight of 36,000 pounds. In connection 
with plumbers’ goods from Camden, N.J., to San Antonio, Tex., the going 
boxcar rate was $3.08, minimum 23,000 pounds as opposed to a proposed TOFC 
rate of $2.53, minimum 24,000 pounds. Finally, on shaving cream from Balti- 
more, Md., to Dallas, Tex., the boxcar rate was $2.14, minimum 30,000 pounds 
as opposed to $2.01, minimum 30,000 pounds published to apply in TOFC service. 
Pan-Atlantic protested these rates but succeeded only in achieving the sus- 
pension of the rates on zinc resinates and insecticides. The other five items 
were allowed to go into effect even though there was a strong presumption 
of unreasonableness in connection with TOFC rates published lower than 
obtained via the conventional boxcar service. This presumption of unreason- 
ableness is even stronger in connection with TOFC rates published on levels 
lower than the comparable water rates. Suspension Board case No. 21822 
involved, among others, reduced TOFC rates applicable on plumbers’ goods 
from Camden, N.J., to Texas points. The established practice is to accord 
china and earthenware plumbers’ goods higher rates and ratings than cast iron 
plumbers’ goods. However, effective December 16, 1959, the rail carriers 
published rates on plumbers’ goods of all types. In equalizing Pan-Atlantic’s 
rates on cast iron plumbers’ goods, the rail carriers drastically undercut (as 
much as 49 cents) the Pan-Atlantic rates on china or earthenware plumbers’ 
goods. For example, the proposed rate to Austin, Tex., was $2.49, minimum 
24,000 pounds, while the Pan-Atlantic rate was $2.29, minimum 24,000 pounds. 
Although the deception inherent in the protested item was specifically pointed 
out to the Suspension Board in Pan-Atlantic’s petition, the tariff item was 
nevertheless permitted to go into effect as published even despite the appeal to 
Division 2. To permit a clear evaluation of the issues, I am setting forth 
below excerpts from our pleading. 
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Plumbers’ goods, china or earthenware, from Camden, N.J. 





Rail 























| ts See ; Pan- | Proposed 

| | Atlantic, | rail under 

To— Present present, Pan- 
| Proposed, 24M4 | Atlantic 

| 24M 3 | 

| 30M! | 23M 2 | 
TA? «ds cidcdatidiboddenc boot | 304 | 298 249 279 30 
Beaumont, Tex.-_---- aeebeetieiacaaii Saal | 279 273 248 253 5 
NI Sen ena oee Sh uuen aati 315 256 290 34 
BS PUA nck ale cddiesccuee Re cil auek thee 327 269 318 49 
ee, renee ok te hh pe 2g ee 285 i maser = | 12 
Mount Pleasant, Tex......-..-.....------- Ae’ 265 eee) tk ue es es 
ROE WEG 5 on cin dsadcibenakdodanue 307 308 253 279 26 
ER i. tsa cncsmbiabaceintondemdlaaidunibbeds 258 225 5 252-30M 27 
CN SN ibdcccadineycnthinnechiughakeas 289 | 290 257 279 | 22 

! 








1 Class 45 (item 77890 UFC 5) SWL SW/E 1005, 1.C.C. 3998. 

2Class 45 (item 77890 UFC 5) SWL SW/T-—75-C, LC.C. 4335. 

%Item 6553, Supplement 11, SWL SW/T-75-C, I1.C.C. 4335. 

* Col. 45, item 3230, Pan-Atlantie Tariff 100, I.C.C. 257. 

5 Class 45 (item 7790, NMFC-—4) Pan-Atlantic Tariff 98—B, I1.C.C. 277. 


“In item 6553, ‘Plumbers goods,’ the rail carriers have published rates that 
will remove protestant from further participation. On plumbers goods, cast iron, 
the rail carriers have equalized protestant’s present rates, which will effectively 
eliminate protestant from participation. On plumbers goods, china, and earth- 
enware, the rail carriers have published rates from 5 cents to 49 cents under 
protestant’s rates. These reduced rates will give the rail carriers a complete 
monopoly on the movement of these types of plumbers goods. 

“The rail carriers have been very effective in diverting tonnage from the coast- 
wise water carriers by either equalizing or publishing rates lower than those 
applicable over the water routes. If these practices of the rail carriers are 
allowed to continue it will soon spell the end of the coastwise trade. Already the 
coastwise water carriers have been reduced from nine prior to World War II 
to only two as of this date.” 

One thing does appear to be crystal clear and that is that the record of 
the suspension board, as of this date, certainly does not indieate that it will offer 
any serious obstacle to the rail program. 

In summarizing, I should like to reemphasize the fact that our present trailer- 
ship operation reflects only an internal port handling improvement over the 
former break-bulk operation that does not avoid the disabilities attendant to 
water carriage. While it is true that this type of operation does minimize 
cargo damage, the fact remains that the principal disabilities of water carriage 
still exist, viz: 

(a) Slower transit time. 

(b) Infrequent sailings. 

(c) Delays in transit caused by— 

(1) Weather. 
(2) Breakdowns and/or collisions. 

(ad) Perils of the sea. 

(e) Limitations as to the type of commodities susceptible to water carriage. 

(f) Limited serving area. 

The Interstate Commerce Commission has long recognized the existence of 
these disabilities and its records are replete with findings sustaining the need 
for such differentials, water under rail or truck. Of major importance and 
pertinent to the matter here considered are the docket 13535 and docket 28300 
cases wherein the Commission prescribed the class rate relationship between 
all-rail and coastwise water carriers. 
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The evidence offered should be convincing that the railroads have embarked 
on an all-out rate war against the coastwise water carriers. It should also be 
quite clear that in their efforts to achieve, they have discarded the fundamental 
rules of sound ratemaking practices requiring that consideration be given to, 
among others: value of the commodity, what the traffic will bear, cost of serv- 
ice, etc. 

Recent action by the Commission’s board of suspension and division 2 would 
certainly appear to indicate that they feel that Congress, by the enactment of 
the Transportation Act of 1958, has relegated to obscurity all of the legislation 
enacted over the many years from which was evolved the basic philosophies 
and doctrines related to both overland and water ratemaking practices, which 
if it were true, could only mean that the coastwise water carrier too has been 
relegated to the obscurity of nonexistence. That such an attitude should persist 
in the face of the qualification, “* * * giving due consideration to the objec- 
tive of the national transportation policy declared in this act.”, provided in the 
last paragraph of section 15a(3) added by the Transportation Act of 1958, defies 
all logic. 

It would seem but natural for mere humans, when faced with obstacles that 
do not exist yet nevertheless block the paths of progress, to appeal to the body 
responsible for the creation of the object, which misdirection in the form of 
human frailties turned into an obstacle, to remove the obstacle by eliminating 
the object itself or correcting the human error responsible for the obstacle. It is 
in this vein that we, the domestic coastwise water carriers, approach your 
distinguished committee seeking your support in initiating the necessary action 
in the Senate to accomplish the removal of the “interpretive” obstacle which at 
present is endangering the sound growth of domestic coastwise water trans- 
portation. 

Apparently, the Interstate Commerce Commission’s present concept and inter- 
pretation of the Transportation Act of 1958 will not be changed voluntarily; 
therefore, we recommend the following: 

I. The prompt enactment of the bills already introduced which will make it 
mandatory that proper recognition of the needs and rights of the water carriers 
be observed by the Interstate Commerce Commission in all matters of rates in- 
volving intermodal competition. These bills are as follows: 8S. 1881, H.R. 8072, 
H.R. 7510. 

II. This committee should satisfy itself that the Interstate Commerce Com- 
mission is properly staffed to adequately perform the duties required of it. With 
particular reference to the board of suspension, careful attention should be given 
not only to the quantity of its personnel, but also to the quality and caliber. 

III. Considering the broad powers now held by the board of suspension over 
the ratemaking procedures of all carriers, perhaps it would be wise to staff this 
board with personnel of the hearing examiner level and caliber. 

IV. Consideration should be given to providing a healthy and properly staffed 
Bureau of Water Carrier and Freight Forwarders of the Interstate Commerce 
Commission. At the present time there are, I believe, only 16 employees in this 
Bureau, out of an estimated 2,360 employees in the Interstate Commerce Com- 
mission. This Bureau now has no voice in the ratemaking policies and pro- 
cedures of the Commission, even with respect to rates of water carriers. If this 
avere done, it should also be required that all matters before the board of suspen- 
sion and any other bureau of the Interstate Commerce Commission involving 
yater carrier rates, or rates of other carriers, where such rates affect the welfare 
of the water carrier, be referred to the Water Carrier Bureau for their recom- 
mendations and that a member of the Water Carrier Bureau be required to par- 
ficipate on the suspension board if only in an advisory capacity. 

V. To my knowledge, there has never been a Commissioner appointed to the 
Interstate Commerce Commission from the water carrier industry ; nor has there 
ever been one with any substantial water carrier background. This situation, 
I believe, warrants the attention of this committee. 

VI. This committee should consider the desirability of amending the present 
law which now delegates broad discretionary powers to the board of suspension, 
which action by the board is not now reviewable by the courts. 

VII. Above all else, the Interstate Commerce Commission should be directed to 
immediately put a stop to the existing rate war, which has prevailed for almost 
a year and a half and which is steadily growing in intensity. This should be 
done now, and further, the Commission should settle the question of water 
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earrier rate differentials and the relationship of water carrier rates to its land 
competitors. This can be done in any one of the many cases now before the 
Interstate Commerce Commission in which these are the major issues. 


The Cuarrman. Admiral Wilson. 


STATEMENT OF VICE ADM. RALPH E. WILSON, DEPUTY CHIEF OF 


NAVAL OPERATIONS (LOGISTICS), U.S. NAVY, WASHINGTON, 
D.C. 


Admiral Wiuson. Mr. Chairman, as a witness for the Navy Depart- 
ment, I appreciate this opportunity to appear before you to discuss 
coastwise and intercoastal shipping. It is my purpose to show the 
importance of intercoastal and coastwise shipping to our national de- 
fense. Further, I would like to point out that the loss of this sealift 

capability would be more serious than the numbers and tonnage of 
ships would imply. 

Prior to the outbreak of World War LI, the part of our shipping 
that was engaged in the coastal and intercoastal trade was the largest 
segment of the U.S. merchant marine. At that time nearly 700 ships 
took part in the carriage of our deepwater domestic trade. Shortly 
after our entry into the w ar, practically the entire coastal and inter- 
coastal merchant fleet, whic h at the time represented about 60 percent 
of our total ocean carrying capability, was put into service, usually 
transocean, directly supporting the war. 

With the domestic deepwater fleet engaged, worldwide, in supply- 
ing the Allied armed forces, the domestic trade which they formerly 
carried was absorbed by other modes of transportation. 

The domestic deep-water carriers have never regained this trade. 
Today’s coastal and intercoastal fleet is half the size of that of 1939. 
The tanker segment. is of approximately the same size as it was in 
prewar days, but percentagewise it now makes up nearly 80 percent 
of the fleet, due to the decline in numbers of dry-cargo ships. Many 
of these tankers are of modern construction. 

The dry-cargo segment of this fleet has undergone nearly all of the 
loss. The number of active dry-cargo ships today i is about 20 percent. 
of the prewar figure. About 10 of these ships are modern and are 
equipped for containerized operations or for rapid cargo handling. 

Ships engaged in coastal and intercoastal trade occupy a particu- 
larly significant position relative to the emergency use of transpor- 
tation. Mr. James Forrestal, when Secretary of the Nav y, In writing 
to the Acting Administrator of the War Shipping Administration, 
said : 

Tonnage engaged in coastwise and intercoastal trades is of particular signifi- 
“ance from the aspect of national defense. in the event of an emergency such 
shipping constitutes a ready reserve for utilization in the immediate solution 
of such logistics tasks as may require prompt and decisive accomplishment. The 
nature of the trade makes such tonnage peculiarly important, since there exists 
neither any danger of internment, nor any lengthy delay in their availability 
for emergency service. 

These remarks are just as valid today. Ships in the coastwise 

trades are the most readily available for emergency usage of any ships 
in the U.S. merchant fleet. In their normal operations they are al- 
ways close to U.S. ports, ready immediately to handle such high- 
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priority movements as may be necessary. Of course, to be available 
for immediate use, these ships must be active and operating com- 
mercially at the time they are first needed. 

At the onset of a major, nuclear war, the domestic deep-water fleet 
would be uniquely fitted to act as a link between our coastal cities 
during the period of likely disruption of systems of land transporta- 
tion. A large percentage of the ships in domestic trade would be at 
sea at any given time and would therefore be most likely to escape 
damage. Their ability to provide communication and transportation 
between coastal cities during the period just after an attack could 
be highly important. Systems of land transportation in the United 
States are especially vulnerable at many focal points. The ability of 
the domestic deep-water fleet to provide essential coastal and inter- 
coastal movements of priority material might well be crucial. A 
number of the ships of this fleet are especially adapted for rapid 
cargo handling, giving them an increased value at such a critical time. 

The coastal and intercoastal ship operators have been the leaders 
in the introduction and development of advanced technology in such 
areas as containerization of cargo loads, experimentation in roll-on 
rolloff operations, and rapid and highly mechanized cargo handling 
including the latest in lift-on/lift-off equipment. Ideas and methods 
developed in the highly competitive coastal trade find their way into 
the rest of the U.S. merchant marine, with resulting overall improve- 
ment. Most of these new developments have a definite defense value. 
Rapid cargo handling is highly important in many wartime situations. 
The interest of the Army and Marine Corps in the development and 
use of the roll-on rolloff ships is well known. This corollary value 
of the coastal shipping industry as a nursery of ideas is of consid- 
erable importance. 

In closing, let me emphasize that the coastal and intercoastal fleet 
has amply proved its defense value. The Navy feels that it is a 
significantly important segment of the merchant marine, and that 
every effort should be made to retain and strengthen it. We should 
not allow the further decline and possible extinction of this vital part 
of our total maritime strength. 

The Cuarrman. Thank you, Admiral. I want to compliment the 
Navy on their “Manual of Intercoastal Shipping.” 

Admiral Wirson. Thank you. 

The Cuatrrman. Admiral, I want to say also that this committee 
appreciates your cooperation on many occasions when we have had 
this whole problem of merchant marine before us in its relation to 
defense, that you have always taken your valuable time to come up 
here and give us your views in the matter. 

Admiral Wirson. Thank you. I am sure you know that the Navy 
considers the merchant marine—— 

The Cuarrman. The fourth arm of defense ? 

Admiral Wirson. To be a very important part of our sea defense. 

The Cuatrman. Mr. James Sinclair, president of Luckenbach 
Steamship Co. 
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STATEMENT OF JAMES SINCLAIR, PRESIDENT, LUCKENBACH 
STEAMSHIP CO., NEW YORK, N.Y. 


Mr. Srncuair. My name is James Sinclair. I am president and 
general manager of Luckenbach Steamship Co., Inc., with offices at 
120 Wall Street, New York City. 

This company, which was incorporated in 1916, and its predecessor 
Luckenbach Cos. have a history of over 100 years. It got its first 
taste of the intercoastal trade when its sailing vessel 7'illie 2. Starbuck 
sailed from New York on December 22, 1895, via Cape Horn for 
Portland, Oreg., and arrived there 106 days later for a record voyage. 
In 1913 it was serving the intercoastal trade with vessels divided be- 
tween the Atlantic and Pacific and giving through intercoastal service 
by transferring its cargoes across the Isthmus of Panama. When the 
Panama Canal opened in 1914 its vessel Pleiades was the first com- 
mercial vessel to make the transit from the Pacific to the Atlantic. 

In 1915 it began building new vessels for its intercoastal fleet and by 
1918 had 13 vessels built or building. They were the fastest and most 
modern vessels in the American merchant marine. The Luckenbach 
fleet was requisitioned for service in World War I, including vessels 
then building, which vessels were reacquired after the war. Lucken- 
bach returned to the intercoastal trade after World War I and built its 
fleet up to 22 vessels, 10 of which were taken for the Red Sea operation 
in 1941 and all were requisitioned in 1942 for World War II service. 

After this war intercoastal service was restored on about 50-percent 
basis by general agency operation of Government vessels by prewar 
intercoastal carriers. ‘The efforts to restore a trade that had been de- 
stroyed by requisition (the railroads were not requisitioned) was an 
uphill fight and resulted in heavy losses. The experience was so bad 
that some operators were reluctant to purchase vessels under the Ship 
Sales Act for this purpose. Some who did so subsequently withdrew. 
We have seen in subsequent years the withdrawal of American- 
Hawaiian, States Steamship, Waterman, Pan-Atlantic, Isthmian, and 
United States Lines. The reservoir of vessels readily available for 
defense purposes has been seriously reduced and the situation is get- 
ting progressively worse. 

The CuatrMan. That is exactly what the admiral has said in effect. 

Mr. Srncrarr. I hope sincerely that the admiral’s statement will be 
brought to the attention of the Interstate Commerce Commission. 

I will not burden the record with the statistics for the trade as a 
whole because I am sure the committee has the reports of the Maritime 
Commission and ICC in this respect. 

We purchased 19 vessels under the Ship Sales Act for employment 
in the intercoastal trade. Contrary to our anticipation at despite 
our efforts to do so, we were unable to employ all these vessels in the 
intercoastal trade because there was insufficient cargo available to sup- 
pt them. Moreover, our operation has not been profitable overall. 

e have been compelled to reduce our fleet to seven vessels, five of 
which operate regularly in the intercoastal trade and are augmented 
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by chartered vessels as same may be available and required. We 
recently were forced to slash our overhead by 50 percent in an effort to 
make both ends meet. 

The Interstate Commerce Commission in its annual report for fiscal 
year ending June 30, 1959, said, at page 99, intercoastal and coastwise 

carriers were unable to ree apture tonna ages lost to other modes of trans- 
sshashaaines during war years when their vessels were requisitioned by 
the Government and taken out of the domestic trade for other uses and 
that the principal cause of this situation is the substantial increase 
which has taken place in terminal and operating costs. 

Chairman Tuggle in his letter of June 16, 1959, to Senator Magnu- 
son said that while reductions in rail rates from time to time to meet 
water competition are mentioned as a factor such competitive efforts 
are recognized as only one of the many elements and that the cost of 
handling cargo and ship and terminal operation have created a situa- 
tion where the water carrier industry competitivewise has priced itself 
out of business. 

While we have not yet received the complete cooperation from 
shoreside labor that might be expected under the circumstances, the 
Commission and Chairman Tuggle overlooked the simple fact that 
railroad costs during the same period have increased proportionately 
and absolutely more than have the water costs, but that railroad rates 
on competitive traflic have not been increased to reflect such increased 
costs to the railroad. 

The Cuarrman. Would you say it would be a fair statement, re- 
lating to that, and I am speaking generally, that in taking advantage 
of tec chnological changes and more efficient handling and operation 
that the intercoastal and coastal shipping people have been far ahead 
of the railroads in the past few years? 

Mr. Stnciair. That is what I think. 

The Cramman. That is what I think, too. 

Mr. Sryctarr. Rather by means of holddowns during general rate 
increases and selective rate cuts thereafter, on important competitive 
items, the rates were put on an unremuner ative level, the last in respect 
of the intercoastal cargo being a 20-cent-per-hundred-pounds cut on 
the vitally important item of canned goods, which represents about 70 
percent of the eastbound cargo, which puts the rail rate back to pol 
it was in 1949 for any shipper who can ship 75,000 pounds per ca 
This cut is now under so-called investigation by the ICC but the Hate 
was not suspended pending the outcome of the inquiry notwithstand- 
ing allegations and obvious knowledge that the rate did not cover 
fully distributed costs of the railroads either as to the total through 

rate or the divisions to the participating carriers. Certain railroads 

accepting divisions at less than cost are applicants or recipients of 
guarantees of loans notwithstanding the requirements for qualifi- 
cation. 

I might say on some transcontinental working routs, you may have 
as many as six divisions, and we feel that we have the right to prove 
those divisions as noncompensatory, but in all the rate cases we ever 
had we have never been permitted to talk about divisions—that is 
something sacred between the railroad; we can only talk about the 
through rate. 
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In the rail/water competitive struggle the railroads have had the 
leverage of far greater total financial resources than their water com- 
petition. They have therefore been able to base their competitive rates 
on their so-called out-of-pocket costs, leaving the burden of their 
fixed costs to other traffic or the future. In typical cases the total 
costs are 50 percent higher than out-of-pocket costs. Measured by 
total costs the water carriers are usually the more eiflicient mode of 
transportation. However, when the railroads are permitted to make 
competitive rates that only cover a token contribution to their costs 
over and above their out-of-pocket costs, water transportation is faced 
with extinction. 

It is obviously necessary that section 15a(3) of the ICC Act be 
interpreted or clarified for the guidance of the Commission. It pro- 
vides that rates of a carrier shall not be held up to a particular level 
to protect the traffic of any other mode of transportation, giving due 
consideration to the objectives of the national transportation policy. 

I think the records of this committee will show that when the bill 
which became the Transportation Act of 1958 was amended to preserve 
the national transportation policy it meant just that and not that the 
policy should be ignored, in application of this greater freedom in 
ratemaking, to per mit of predatory or destructive competition. Like- 
wise the ICC was not relieved of its obligation to provide fair and im- 
partial regulation and to foster sound economic conditions among the 
several carriers. 

The CuatrmMan. I think that we meant what we said in section 15 (a) 
when we said that rates.of a carrier shall not be held up to a particular 
level to protect the traffic of another mode of transportation, but we 
surely did not mean that they should be lowered to a level that would 
be destructive competition under any circumstances. 

Mr. Stncvuatr. In any event, I take it you were not setting aside 
the national tr ansportation policy. It still stands on the books. 

The CrHarrmMan. That is why we said giving consideration to the 
objectives of the national transportation policy, the overall. 

Mr. Stvcuarr. Well, I can say very emphatically that that is not 
being observed by the Interstate Commerce Commission. 

The Cuarrman. That is a matter that the committee will have to 
pass on. 

Mr. Srncriarr. Yes, sir. 

With the Nation’s common carrier transportation system in serious 
difficulties in the midst of general prosperity, it is hardly constructive 
for the Commission to permit a constant erosion of carrier resources 
through competitive reductions in rates to levels often significantly 
below cost. Moreover, it is unnecessary. There is sufficient traffic 
available for all carriers to survive and prosper, if the rate level as 
a whole were commensurate with costs. 

The objectives of the national transportation policy for the purpose 
of this hearing might be summarized as follows: 

1. To provide for fair and impartial regulation for all modes of 
transportation. 

To recognize and preserve the inherent advantages of each mode 
of transportation. 
To provide safe, adequate, economical, and efficient service. 
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4. To foster sound economic conditions in transportation and among 
the several carriers. 

5. To encourage establishment and maintenance of reasonable 
charges without unjust discriminations, undue preferences or advan- 
tages or unfair or destructive competitive practices. 

6. All to the end of developing, coordinating, and preserving a 
national transportation system by water, highway, and rail as well as 
other means, adequate to meet the needs of the commerce of the United 
States, of the postal service, and of the national defense. 

7. All of the provisions of the Interstate Commerce Act shall be 
administered and enforced with a view to carrying out the above 
declaration of policy. 

Congress has also declared (49 U.S.C. 142) it to be national policy 
to promote, encourage, and develop water transportation and to foster 
and preserve in full vigor both rail and water transportation. 

The ICC Suspension Board and Division 2 have permitted to go 
into effect, selective rate cuts, collectively conceived and designed to 
take major traffic from the water carriers, which rates do not cover 
fully distributed costs. The result is predatory and destructive com- 
petition contrary to the national transportation policy and we hope 
you will agree and call for correction by the Commission, including 
the possible antitrust aspect of the practice. 

Mr. Weller has introduced a suggested amendment to section 15-7 
which I support. 

I received yesterday a copy of the February 15 issue of the popular 
weekly Pacific Shipper which I would appreciate the privilege of 
inserting here in the record, as the editorial appearing therein has 
reference to this hearing. 

The Cuatrman. We will be glad to put that in the record in full. 

(Editorial follows.) 


[Editorial from Pacific Shipper, Feb. 15, 1960) 


Macnuson HeEartnes—A Goop STEP IN THE RIGHT DIRECTION 


The travails of the Nation’s domestic water carriers are being aired before 


the Senate Commerce Committee this week—the second time in the past month 
that the railroad’s tariff harassments have been put on public display. It is 
hoped that Committee Chairman Warren G. Magnuson and his colleagues will 
turn a more sympathetic ear to intercoastal-coastwise problems than did the 
Interstate Commerce Committee at its recent San Francisco hearings on the 
rails’ competition-destroying reductions in eastbound canned goods rates on the 
intercoastal run. 

But while we commend the well-intentioned actions of the Magnuson group, 


it must be pointed out that the solar-plexus blow has already been struck. Little 


ean be done to counter the destructive effectives of the railroads’ latest 
squeezeplay until the Nation’s present domestic transportation policy is revised. 

The ICC’s misguided interpretation of the 1958 Transportation Act gave the 
rails carte blanche on the tariff scene. This latest instance of selective rate- 
cutting merely carried its railmindedness to the logical conclusion. 

Last month’s canned goods hearings in California were no more than a token 
gesture to the ICC’s spurious notion of fair play. The proceedings were so 
one sided as to appear ludicrous. The high point of this travesty on rate 
equity occurred when Luckenbach Steamship Co. was denied access to canners’ 
and rail lines’ records, despite the fact that the rate slashes were based on 
shippers’ complaints that they needed the reductions in order to blunt the com- 
petitive edge enjoyed by midwestern packers. Relevant traffic statistics were 
noticable by their absence; the off-focus grumblings of the canners’ constituted 
most of the testimony in support of the tariff chopping. 


Amy m= Da A 


~~ — Pp 


fed fof Qed toed 


ir 
»f 
US 


rs” 
on 


re 
ed 


DECLINE OF COASTAL SHIPPING INDUSTRY 111 


Intercoastal Steamship Freight Association’s posthearing announcement that 
rate and tonnage minimums would be out on March 10 was the inevitable out- 
come of the ICC’s blithe indifference to the problems of coast-to-coast steamship 
operators. The move is brave but futile. The traffic that the revised rate 
schedule woos away from the rails can scarcely be considered a revenue-booster. 
Intercoastal carriers, hardpressed to come out in the black under their old 
tariffs, will have to go a long way before they can offset the reduced charges 
with cheaper operating methods. During the interim period, ship operators 
may be forced to resort to desperate financial moves in order to sustain them- 
selves. Under such conditions, the abandonment of the intercoastal water route 
becomes largely a matter of time. Only immediate ameliorative measures can 
redress the balance. 

We cannot urge too strongly that the Senate Commerce Committee take a 
long look at the “competition clause” of the Transportation Act of 1958. Also 
long overdue for some intensive scrutiny are the homebase operations of the 
ICC’s Suspension Board and the plight of the agency’s silent and understaffed 
Bureau of Water Carriers. 

Whether the findings that come out of this week’s sessions can close the 
profit-loss gap before it is too late is anyone’s guess. 

The railroads are about to crush an industry that was once close to the heart 
of national commerce. Is this the way in which the ICC was meant to safeguard 
the interests of the domestic operators under its jurisdiction? 

The panel of experts now preparing a transportation survey for the Senate 
Commerce Committee has come up with a solution that is both timely and 
thought-provoking. The research team has made a plea for an integrated ap- 
proach, one that considers the U.S. transportation system as an economic unit 
with a single objective—“the interests of the entire country at the lowest cost 
in national resources.” One of the key demands is “equity of treatment” for 
all domestic carriers. 

This kind of thinking, woefully missing from the transport scene over the past 
decade or so, could well lay the foundation for a conceptual realinement that 
will reshape our transportation system into the nationally oriented entity it 


was originally intended to be. 

The Cuatrman. Off the record. 

(Discussion off the record.) 

The Cuarrman. On the record. 

Mr. Stnciarr. Mr. Brown, chairman of the Intercoastal Steamship 
Association, will be unable to be present. Mr. Callanan, his assistant, 
will be here. 

For continuity I request that he be permitted to present for the 
record at this time a statement prepared by Mr. Brown. 

The Cuarrman. Thank you, Mr. Sinclair. 


STATEMENT OF HARRY S. BROWN, CHAIRMAN OF THE INTER- 
COASTAL STEAMSHIP FREIGHT ASSOCIATION, PRESENTED BY 
THOMAS J. CALLANAN, ASSISTANT CHAIRMAN 


Mr. Catianan. My name is Thomas J. Callanan. I am assistant 
chairman of the Intercoastal Steamship Freight Association, 80 Broad 
Street, New York, N.Y. 

I would like to submit this statement of Harry S. Brown, our 
chairman. I don’t believe that it is necessary to read it into the record. 

The Cnarrman. Thank you, Mr. Callanan. 

(Statement follows. ) 


STATEMENT BY Harry S. Brown, ON BEHALF OF THE INTERCOASTAL STEAMSHIP 
FREIGHT ASSOCIATION 


My name is Harry S. Brown. I am chairman of the Intercoastal Steamship 
Freight Association, whose members are common carriers by water operating 
between U.S. ports on the Atlantic coast and U.S. ports on the Pacific coast— 
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that is, in what is referred to commonly as the “intercoastal trade.” I have held 
my present position over 23 years. All intercoastal carriers for hire, both 
common and contract, with the exception of tankers, are under the regulatory 
control of the Interstate Commerce Commission, since the bulk commodity ex- 
emption in section 303(b) of the Interstate Commerce Act does not apply to 
intercoastal carriers. Although this tanker exemption is not one of the two 
major causes for the present deplorable condition of the common carriers in the 
intercoastal trade, it is a contributing factor. Unregulated tankers for hire 
have taken away from the regulated intercoastal carriers a substantial amount 
of such cargo as lubricating oil, and other liquids which formerly was transported 
by intercoastal common ¢arriers in volume. 

The decline of the intercostal trade is strikingly illustrated by the fact that 
in 1939, the last full year of intercoastal regulation by the Maritime Commission, 
the total volume of cargo moved in the intercoastal trade, as shown by Report 
317 of the Maritime Commission, was 8,370,151 short tons. while for 1958, the 
last year for which intercoastal tonnage figures are available, the volume was 
only 3,428,528 tons, as shown by the Interstate Commerce Commission’s Bureau 
of Transport Economics and Statistics Statement No. Q-650 (QWS). 

One of the main causes of this drastic shrinkage is the relentless and ruth- 
less competition by the transcontinental railroads. 

Among the most important commodities on which the transcontinental rail- 
roads have cut their rates with consequent great loss of tonnage to the inter- 
coastal carriers are the following: 

Canned goods, malt liquors, drugs and toilet preparations, cotton piece goods, 
pulpboard, dessert preparations, dried fruit, brandy, wine, cellulose film, photo- 
graphic supplies, cigarettes, candy, chewing gum, insecticides, stone, rubber 
heels, silica gel, synthetic resins, carbon electrodes, synthetic fiber, cough medi- 
cine, glue, gelatine, peanuts, tinplate, electric meters, woodpulp, matches, fire 
extinguishers, borax, seeds, alcoholic liquors, soap and cleaning compounds, 
linoleum, and rice. With respect to some of these articles, the rails have cut 
their rates more than once. 

We have found it largely futile to request the Interstate Commerce Commission 
to suspend such railroad rate reductions. Of the rate reductions on the com- 
modities just listed, we requested suspension of reductions on canned goods, 
malt liquors, drugs and toilet preparations, candy, stone, silica gel, cotton piece 
goods, pulpboard, chewing gum, carbon electrodes, dried fruit, synthetic fiber and 
electric meters; and our requests for suspension were denied in each case. We 
were successful in obtaining suspension of reductions in rates on synthetic resins, 
tinplate and cough medicine, but even in these cases in the final analysis we were 
unsuccessful, because the Commission eventually permitted reduced rates pro- 
posed by our railroad competitors to go into effect despite their obvious and 
intended effect upon the intercoastal carriers. 

We believe that these and various other rate reductions by the transcontinental 
railroads since the postwar resumption of intercoastal common carrier services, 
and the Commission's attitude toward them, flout the national transportation 
policy declared by Congress, which, among other things, declares that its objec- 
tives are “to * * * foster sound economic conditions in transportation and 
among the several carriers; to * * * (prevent) unfair or destructive competi- 
tive practices; (and to preserve) a national transportation system by water * * * 
and rail * * * adequate to meet the needs of the commerce of the United 
States * * * and of the national defense.” 

What is badly needed is a new philosophy of regulation, both within the 
Commission and elsewhere. The transportation policy does not call for three 
separate systems of transportation, one by rail, one by water, and one by 
truck—with all three in bloody warfare with each other. It calls for a “system” 
that utilizes all three media. 

The water carrier is the low cost carrier with respect to many important 
aggregates of freight, if full costs of both rail carriers and water carriers are 
considered. In considering the reasonableness of rail rate reductions, however, 
the Commission has used as its standard the out-of-pocket costs of the railroads. 
Were the out-of-pocket costs the standard of reasonableness for the entire rail- 
road rate structure of the country, every railroad in the United States would 
be bankrupt. Using recent cost studies by the Commission, full costs of the 
railroads on transcontinental traffic frequently run 40, 50, and 60 percent higher 
than out-of-pocket costs. It is significant that the eastern railroads and the 
western railroads, as two separate groups, are now before the Commission in 
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docket 31503, Akron Canton and Youngstown v. Atchison Topeka and Santa Fe, 
each of the two groups claiming that its divisions of transcontinental rail rates 
are inadequate. They are not seeking any increases in their rates. Oh, no! 
They are merely asking the Commission to adjudicate the dispute as to how the 
rate revenue should be shared. Meanwhile, they go on cutting rates. And 
meanwhile, in cases involving rates the Commission refuses to give any con- 
sideration whatsoever to the divisions thereof which will accrue to any individ- 
ual participating carrier, no matter how low any such division is in relation to 
costs. It is apparently the position of the Commission, as it is the expressed 
position of the railroads, that the matter of divisions between the eastern and 
western railroads and the earnings accruing under such divisions are of concern 
only to the railroads. 

Forty years ago, when the intercoastal carriers were not regulated by the 
Commission, the Commission, nevertheless, as then constituted, did consider the 
matter of divisions when the transcontinental railroads sought by means of 
rate reductions to eliminate the intercoastal trade. The then vice president of 
a leading transcontinental railroad once declared: “We'll make a millpond out 
of the Panama Canal!” The Commission refused to permit the proposed rail 
reductions to go into effect. 

The public interest in this matter of divisions of rates is far greater today 
than ever before. The Transportation Act of 1958 authorized the Interstate 
Commerce Commission to guarantee any public or private financing institution 
against loss of principal or interest on any loan, discount, or advance, or on any 
commitment in connection therewith, made for the purpose of aiding any common 
earrier by railroad. This guarantee provision was enacted because of the show- 
ing before Congress, particularly by eastern railroads, that their net earnings 
were insufficient to permit such financing without a Government guarantee. The 
Commission is forbidden to guarantee any such loan unless it finds “that the 
prospective earning power of the applicant carrier * * * furnish(es) reason- 
able assurance of the applicant’s ability to repay the loan within the time fixed 
therefor and reasonable protection to the United States.” It is respectfully sub- 
mitted that if divisions of through rates fail to equal the costs to any railroad 
seeking such a guarantee from the Commission, the railroad is not entitled to 
such a guarantee. 

Several eastern railroads have already requested the Commission to make 
such guarantees. In fact, the Commission has already guaranteed a $40 million 
Joan under the 1958 act in response to such an application by the New York 
Central. One of the New York Central’s connecting roads, the Boston & 
Maine Railroad also petitioned the Commission for a guarantee of a $6 million 
loan. The Commission, however, agreed to underwrite only up to half of this 
figure. It is understood that this railroad in the calendar year 1958 suffered a 
final net loss of $3,242,000, and is now asking the Commission for permission to 
postpone payment of some of its first mortgage bonds maturing in 1960 and 1961. 
These railroads participate in transcontinental hauls. The cut rates on such 
traflic are unquestionably an important factor in the present deplorable financial 
situation of many of the eastern railroads. The Association of American Rail- 
reads Bureau of Railway Economics in a publication dated July 5, 1959, entitled 
“Revenues, Expenses, and Freight Traffic’ shows operating expenses for the 
“Hastern District, 1958” of 13.2 mills per ton-mile and 44.13 cents per car-mile. 
The divisions accruing to the eastern railroads under many transcontinental 
rates yield far less. 

It is not only the eastern railroads who are suffering financially from low 
transcontinental rates. A document sworn to by a vice president of the Western 
acific on January 8, 1957, states: “Transcontinental traffic has not contributed 
its share of additional revenue,” and added that the rate level on such traffie 
is “depressed.” 

All these matters have been brought to the Commission’s attention, but to no 
avail. 


The Cuatrman. Now we will hear from Mr. Browning. 
We will be glad to hear from you. 
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STATEMENT OF L. D. BROWNING, EXECUTIVE VICE PRESIDENT, 
DETROIT ATLANTIC NAVIGATION CORP. 


Mr. Browntnec. Mr. Chairman, my name is L. D. Browning. I am 
executive vice president of Detriot Atlantic Navigation Corp., a New 
York corporation. Detriot Atlantic Navigation Corp. is certificated 
by the Interstate Commerce Commission to operate as a common car- 
rier between various ports on the Great Lakes and between various 
ports on the Great Lakes and the Atlantic coast as far south as 
Savannah. 

The Cuartrman. Mr. Browning, as a matter of interest, what type 
of ships do you operate? 

Mr. Browntne. Right now we are bulk operators on the Great 
Lakes, and we have put into effect this past year a container, or, let’s 
say, piggyback container. 

The CuatrmMan. On the bulk containers? 

Mr. Browntine. On the top decks. 

We have been advised that this hearing has been called to review 
the cause of the decline of the domestic shipping industry. Clearly 
the domestic shipping industry encompasses operations on the Great 
Lakes. In 1939, there were 26 vessels employed in the package-freight 
service on the Great Lakes. This was the situation prior to the Trans- 
portation Act of 1940 which placed such carriers under the Inter- 
state Commerce Commission. Today, Detriot Atlantic is the only 
company on the lakes offering a common-carrier package-freight 
service. 

The Cuarrman. You operate from various ports in the Great 
Lakes ? 

Mr. Brownina. Yes. At this point we are operating only between 
three ports in the package freight service because the service was just 
instituted. Asa matter of fact in September. 

The Cuatrman. Are those regular calls? 

Mr. Brownine. No,sir. It is not regularly scheduled calls. 

The Cuatrman. As cargo is available ? 

Mr. Browning. Yes, sir. Actually we have to go primarily where 
the ore goes because we are carrying ore below decks. 

The Cuatrman. All right. 

Mr. Brownrna. It is the feeling of Detroit Atlantic Navigation 
Corp. that the principal cause of the decline of the package-freight 
service on the Great Lakes has been the attitude of the Interstate 
Commerce Commission. We can only give examples of this attitude 
as it has applied to our own company. In July 1959, Detroit Atlantic 
Navigation Corp. filed an initial tariff with the Interstate Commerce 
Commission in an effort to reinstitute the package-freight service on 
the Great Lakes. This was after considerable study. To our knowl- 
edge we are the only carrier that has made a serious effort to reinstitute 
this particular service. Like any other deepwater operators, the Great 
Lakes package-freight ships were requisitioned at the outbreak of 
World War II, and the freight which had been handled by water 
carriers was taken over by the rails. 

The filing of the initial tariff was protected by the Central Territory 
Railroads and the Middlewest Motor Freight Bureau; and much to 
our complete surprise, the board of suspension voted to suspend the 
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initial tariff. This was practically an unprecedented action by the 
Interstate Commerce Commission in voting to suspend an initial filing 
by a carrier. We were well aware of the past activities of the board 
of suspension with regard to their attitude toward water carriers, but 
we were also aware that the suspension of an initial tariff was virtually 
unheard of. The net effect of this would have meant that the hun- 
dreds of thousands of dollars that had been expended in the study and 
the conversion of the ships would have been lost pending a hearing on 
the rates in our tariff. A hearing, incidentally, would certainly have 
lasted until after the Lakes had frozen to transportation. 

The Cuatrman. In other words in any event you lost a year regard- 
less of what would happen ? 

Mr. Browntna. Yes; except actually the suspension 

The Cuatrman. I mean you lost the season. 

Mr. Browine. That is correct. 

We immediately filed an appeal with division 2, and because of the 
preponderance of public support for the institution of our service, 
division 2 reversed the board of suspension. 

Weare presently engaged in litigating the justification for our level 
of rates. However, our service was instituted, and we do now have a 
going operation. Nevertheless, we wish to point out that in polling 
the voting members of the board of suspension, we were advised by 
one member who voted in favor of suspension that he was under the 
impression that Great Lakes water carriers were exempt from the 
jurisdiction of the Interstate Commerce Commission. This is a state- 
ment by a member of the Commission devoted to the impartial regula- 
tion of all modes of transportation. It is incomprehensible that such 
a situation should exist ; but such is the fact. 

After a further review of our program, the company came to the 
conclusion that it was necessary to institute a year-round service on 
Lake Erie. We entered into negotiations to buy a vessel with suitable 
icebreaking equipment which would allow us to enter into this trade. 
On Dnaniee 14, 1959, we filed an application to amend our certificate, 
which is limited to the months of March through December, so that 
the certificate would cover January and February as well. To date 
we have not received this simple approval nor any indication as to 
when the Commission will pass on our request. In approximately 
10 days we will have authority to operate in any event. Thus the dila- 
tory tactics of the Commission have delayed us from operating for a 
2-month period which could have been extremely profitable. The 
extension of our authority is a routine matter. No protests have been 
filed to the extension; and thus the Commission, as in the past, could 
grant the authority by simple administrative procedures. The time 
for protests has long since elapsed; and thus we can only assume that 
the delay is because of bureaucratic redtape. 

The delay itself is serious. But, additionally, we have been in a 
process of refinancing and as part of the consideration for on 
is the extension of the operating rights for a full 12-month period. 
Because of the delay involved, it is not impossible we will lose the 
financing that has ben arranged. Further, the delay could well cause 


us to lose our option on the purchase of the ice-breaking vessel re- 
quired. 
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It is, therefore, obvious to us that one of the great problems in the 
fight for survival of the domestic shipping industry lies in the atti- 
tude or apathy of the Interstate Commerce Commission. We trust 
that as a result of this hearing, your committee will, through the 
means of legislation or otherwise, cause a change in this attitude at 
the Interstate Commerce Commission. 

I appreciate the opportunity you have given me to appear before 
this committee. 

The CHamman. Thank you, Mr. Browning. Thank you for your 
very concise and pertinent statement. 

Mr. John J. Tennant, president, W. R. Chamberlin & Co., Portland, 
Oreg. 


STATEMENT OF JOHN J. TENNANT, PRESIDENT, W. R. CHAMBERLIN 
& CO., PORTLAND, OREG. 


Mr. Tennant. Mr. Chairman, my name is John J. Tennant, Port- 
land Trust Building, president of the Chamberlin & Co. 

We are certificated by the Commission as a contract carrier of lum- 
ber and forest products on the Pacific coast. When you boil that 
down, it is lumber and plywood, that is about the extent of it. 

About 14 months ago the railroads cut rates in round figures 35 
percent on lumber originating out of some ports in Oregon. My 
position is this: If that is a just rate, someone was wrong someplace. 
They shouldn’t have allowed the increases to go in in 1952 and 1953, 
1954, and 1955, as they did, and then lop off 35 percent. 

The Carman. In other words, they came in for the general in- 
crease, but then came around and centered themselves on one com- 
modity ; is that correct ? 

Mr. Tennant. They did the same thing with paper. 

There are seven ships operating on the Pacific coast, six of them 
are lumber carriers. One of them, a Coastwise ship, is principally 
a paper carrier. 

The railroads took after those two commodities principally. We 
have no certificate to bring anything northbound. We come back 
in ballast. 

We have heard remarks that the steamship industry is not operated 
efliciently. I would like to give you an example of that. 

We carry lumber from the Columbia River to Los Angeles for 
$12 a thousand board feet measurement. We pay all the loading 
cost and the discharge cost. The vessel steams a thousand miles south 
and comes back a thousand miles in ballast. We make money. 

The longshoring cost for the same type operation, going to the 
east coast, their cost is over $12 a thousand for loading and dis- 
charging. We can discharge 214 million feet of lumber in as little 
as 12 hours with favorable conditions. We cannot increase our 
efficiency any better than that. 

But the point that I would like to bring out is this: This is our 
only product that we carry at the present time. We are not certifi- 

cated for anything else. 

If the railroads are making a sufficient profit on that lumber that 
they are carrying to cut the rate down to that level, that is just compe- 
tition. But something was wrong someplace in letting the rates get up 
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that high and then lop them off. And that boxcar has no feelings, 
you know. It doesn’t care whether it has lumber in it or pork and 
beans in it. 

The CuammMan. When your rates were filed, was there any protest 
made on your rates? 

Mr. TENNANT. Senator, when those rail rates were filed, the re- 
ductions 

The Cuarrman. I am speaking first of your rates. 

Mr. Tennant. My rates? 

The CHarrMan. Yes. 

Mr. TENNANT. That is a good question and I would like to elab- 
orate on that. 

One of my competitors on the coast filed a reduction in lumber rates 
here just a couple of months ago, to take effect the first of the year. 
None of us opposed the rates; we just met them, because apparently 
it doesn’t seem to do any good whether you take any opposition or not. 

The Cuamman. In other words, you fellows don’t like to hit another 
fellow on the breadline. 

Mr. Tennant. We don’t like to, but we can’t charge a premium for 
our service. If one of my competitors carries lumber for $11.75, I 
have to carry it for $11.75. But the point that I am bringing out is 
that this carrier that dropped his rate $1 a thousand board feet, I 
can’t say this is the gospel truth, but I am sure I can go over to the 
Interstate Commerce Commission and look at the record and his 
record will prove that he never made enough money last year to 
reduce the rate $1 a thousand on the tons that he carried. But the 
railroads have been taking so much business away, the man appar- 
ently wants to keep his equipment busy. 

The Cuarrman. Did you file a protest on the rail rate, the 35 per- 
cent ? 

Mr. Tennant. When I talk in these figures, sir, there were 35 per- 
cent from some points and graduated. One or two percent doesn’t 
mean anything in a reduction of this size. 

We not only filed a protest, but we got a number of lumber people 
to file protests. We spent a considerable amount of money and time. 
We had hearings that lasted for possibly 60 or 90 days up and down 
the coast. 

The rail rate went into effect in December 1958, because by law after 
7 months it goes into effect. 

We still had no decision from the Commission, and I believe when 
the Commission did render its decision it was 6 or 7 months after that, 
the damage had been done and the rates were in effect. 

The Cuarrman. Thank you very much, Mr. Tennant. 

Mr. Tennant. Thank you. 

The Crarrman. Mr. Samuel Moerman, chairman of the board, 
American Hawaiian Steamship Co., 360 Lexington Avenue, New York, 
N.Y. 

Mr. Morrman. Mr. Chairman, I had not expected to appear. I 
had been instructed to be ready for a later session. I would prefer 
to do that. 

The Cuarrman. You would prefer to be passed over at this time? 

Mr. Moerman. Yes, sir. 
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The Cuamman. Mr. A. B. Cozzens, vice president, representing 
the Great Lakes Ship Owners Association, Oglebay Norton Co., 1200 
Hanna Building, Cleveland, Ohio. 


STATEMENT OF A. B. COZZENS, VICE PRESIDENT (REPRESENTING 
GREAT LAKES SHIPOWNERS ASSOCIATION), OGLEBAY NORTON 
C0O., CLEVELAND, OHIO 


Mr. Cozzens. Thank you very much, Mr. Chairman. 

My name is A. B. Cozzens, and I am appearing here as secretary 
of the Great Lakes Ship Owners Association. I am also vice presi- 
dent-vessel operations of Oglebay Norton Co., one of the carrier 
members of the ship owners association. 

My shoreside experience in the Great Lakes shipping business 
started in 1929. In that year, I was employed by Oglebay Norton and 
its associated company, the Columbia Transportation Co. In 1936, 
I was placed in charge of Columbia’s vessels in the regulated trades, 
and its dock operations serving those vessels. In 1956, I was placed 
in charge of all of Columbia’s vessels, both in the bulk trades and 
regulated trades. Columbia presently owns 21 vessels, as well as the 
Pringle Barge Line which operates two barges and two tugboats. 
During the years 1942 to 1945, I served as consultant on waterways 
of the War Production Board. 

In the Great Lakes vessel industry, there are three basic types of 
vessels, and I think it would be appropriate to briefly describe each 
type for the record. 

The type used in the regulated trade is known as a crane vessel, 
which is a converted medium-size bulk ore carrier. Their size runs 
from about 5,000 tons cargo deadweight up to 9,000 to 10,000 tons. 
A customary conversion results in the widening and lengthening of 
the hatches in order to permit stowage of long lengths and other spe- 
cial cargo. Two traveling cranes are mounted on deck, making it 
possible for the ship to both load and unload herself. The lifting 
capacity of each crane is usually in the neighborhood of 30 tons. 
There are about 12 of these in existence today. 

The second type of Great Lakes ship is known as a self-unloader. 
These vessels are strictly bulk carriers, with capacities running from 
10,000 to 20,000 long tons cargo deadweight in modern versions. The 
cargo holds are hoppered and discharge onto an unloading belt. This 
vessel must be loaded by shoreside equipment. However, they are 
equipped with unloading booms which swing out over the side of the 
vessel, permitting discharge of the bulk cargo 250 feet or more from 
the dock face. There are about 47 of those in existence. 

The third type is the standard Great Lakes bulk carrier, used pri- 
marily in the iron ore, coal, stone, and grain trades. Vessels of this 
type of less than 10,000 tons cargo deadweight are now considered 
by practically all operators to be marginal. New building is currently 
of approximately 25,000 long tons cargo deadweight on 25-feet-6-inch 
draft. Efficient shoreside facilities must be provided for both the load- 
ing and unloading of this type of vessel. That constitutes the bulk 
of the fleet, namely 250 ships. 

The crane vessels have been the primary targets of the railroad 


rate attacks, which I will describe below. This has been going on for 
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some years. However, the other two types of vessels are now being 
adversely affected by railroad rate reductions. I have in mind recent 
reductions on coal. The situation for the future is that all types of 
vessels on the Great Lakes will find their economic value diminishing 
by virtue of this railroad rate action, which is becoming more intensi- 
fied each day. ' 

We have exerted every effort to keep all our vessels in operation 
in the trades for which they were constructed or reconstructed. In- 
sofar as the crane vessels are concerned, this has not been possible due 
to the rate activity of the railroads. This has dire consequences, for 
the reason that the operating cost per day of a crane vessel, because 
of the special equipment aboard, higher wage scales, and other factors, 
is relatively greater than the other two types. In periods of slow 
business, we have utilized these crane vessels in the bulk trades on 
voyages which have cost us money, in order to always be able to serve 
our customers at a moment’s notice as required by the Interstate Com- 
merce Act. 

The Great Lakes Ship Owners Association is comprised entirely of 
common carriers by water, which have been certificated by the Inter- 
state Commerce Commission for the transportation of commodities 
generally throughout the Great Lakes. As certificated carriers, they 
are subject to regulation by the Interstate Commerce Commission, 
which began with the enactment of part III of the Interstate Com- 
merce Act in 1940. The basic purpose of the Great Lakes Ship Owners 
Association is the advancement of the general welfare of its members, 
with particular emphasis on matters which arise as a result of competi- 
tive tactics of other modes of transportation. The association as such 
does not make rates, but its members constitute the main body of an- 
other organization known as the Great Lakes Freight Bureau, Inc., 
which operates under a section 5(a) agreement, approved by the Inter- 
state Commerce Commission. 

Our basic position here is that we do not feel that the act, partieu- 
larly section 15(a) (3) thereof, is being administered in accordance 
with the national transportation policy, and section 500 of the Trans- 
portation Act of 1920. 

To understand our basic complaint, I believe it is necessary to turn 
the clock back, at least to World War II, in order to establish the ab- 
solute essentiality of the Great Lakes fleet in times of war or national 
emergency. 

In 1941, the Maritime Commission requisitioned 10 vessels from 
the Great Lakes fleet for deep sea duty; and then in 1942, they took 
another 47 vessels. The remaining vessels were under strict controls 
by the Office of Defense Transportation, and were utilized in the 
transportation of commodities which that agency determined were 
essential, such as iron ore, coal, stone, pig iron, and sulfur. 

he movement that was worked out on sulfur, I think, is quite in- 
teresting in that by inland route we were able to get sulfur from the 
Gulf of Mexico into the big chemical plants in New York Harbor after 
the submarines closed down the seaboard. The movement originated 
at Galveston, Port Sulphur, and arrangements were worked out with 
Mississippi River carriers, Great Lakes, and the New York State 
Barge Canal. The plants in New York Harbor, which were primarily 
on explosives, could not receive sulfur by rail. They had to come in by 
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vessel. Otherwise they would have had to come in by wheelbarrow in 
some ridiculous manner. 

We moved between 250,000 and 350,000 tons of sulfur over that 
route throughout the war period. 

After the war only four of the vessels which were requisitioned from 
the lakes were returned, and it was from this base of four vessels, plus 
the eight which remained on the lakes, that the common carriers 
resumed normal operation. It is significant to note that, even as 
far back as 1949, many of the common carriers who received compen- 
sation for lost vessels from the Government were unable to determine 
whether they should build new vessels because of the economic condi- 
tions then in existence. Several of these companies determined they 
could not. The principal factor involved in these considerations were 
reductions which had been made, even during the time of rising prices, 
by the railroads. As early as 1940, the 1 -ailroads applied to the Inter- 
state Commerce Commission for horizontal increases with “excep- 
tions.” Most of these exceptions were requested in connection with 
the transportation of commodities moved by water carriers generally 
throughout the United States, including the Great Lakes. These were 
commonly known as holddowns. 

The story of these holddowns on the principal commodities moving 
on the Great Lakes, such as pig iron, steel, billets, and sulfur, is most 
interesting. I have attached to my statement exhibit A, which shows 
the rail rates in effect. on these commodities January 1, 1941; the rate 
today if no holddowns added; and finally, the actual rate today. Some 
of the principal movements of these commodities on the Great Lakes 
are shown on this exhibit. While the exhibit speaks for itself, some 
interesting comments can be offered. For example, pig iron moving 
from Cleveland to Chicago was $4.85 a gross ton in 1941. Had it taken 
the full increase, the rate today should be $12.41; with holddowns, 
it would be $11.92. The actual rate in effect today is $6.02, or less 
than half of what it should have been had this commodity been treated 
like noncompetitive commodities. The same general principle runs 
throughout the exhibit. I will discuss the $6.02 rail rate later in my 
testimony. 

The Cuarrman. In other words this chart, from what you say 
here—looking at page 6, and taking one commodity, which I under- 
stand you say isty pical of this situation 

Mr. Cozzens. That is right. 

The Cuairman. You say pig iron moving from Cleveland to Chicago 
was $4.85 a gross ton in 1941. Had it taken the full increase, the rate 
today—you are speaking of railroads 

Mr. Cozzens. Yes, sir. 

The CuarrMAN (reading) : 

The rate today should be $12.41, with holddowns it would be $11.92. The 
actual rate in effect today is $6.02, or less than half of what it should have 
been had this commodity been treated like noncompetitive commodities. 

Mr. Cozzens. That is correct. 

Exhibit A lists a few of the other principal moves. 

The CHatrman. Would that indicate that noncompetitive com- 
modities in that particular area would pay the burden of the cost of 
reduced rates for a competitive commodity ? 
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Mr. Cozzrens. There is no doubt about that. Our whole experience 
is that the only rates that are reduced are those in which they are 
faced with competition from us. One of the things that I have 
learned at this hearing, I now realize, is that all the other water 
carrier segments of the country have been faced with the same thing 
that we have, which I was not aware that it had gone to that extent. 

The CuarrMan. I suppose if you were running a railroad you would 
try todo the same thing, wouldn’t you? 

‘Mr. Cozzens. I don't think I would go quite so far; not unless I 
was very rich. 

The Cuarrman. And we are dealing here with the referee in the 
game, aren’t we ? 

Mr. Cozzens. Yes, sir. 

The Cuatrman. All right, proceed on the referee. 

Mr. Cozzrens. By 1949 common carriers were still operating only 
12 vessels in the 1 egulated trades. One of the common carrier mem- 
bers of the association operated nine vessels in 1949; and as of today, 
they have only four vessels left in operation in the regulated trade. 

Of further significance is the fact that, during the 1950’s two of 
the common carriers had six vessels operating on Lake Erie, moving 
automobiles to the east. Today, there are only two vessels, and they 
are not operating to 100 percent of capacity. This particular reduc- 
tion in vessels operating can be attributed directly to rail rate reduc- 
tions on automobiles from Detroit to the east. 

There are several important rail rate reductions aimed at the elimi- 
nation of the Great Lakes vessel operaters, which I think deserve the 
attention of this committee. These will demonstrate clearly the 
situation as it exists today. 

The first case which I would like to discuss is a rail rate reduction 
on pig iron from Cleveland to Chicago. This reduction was from 
$11.92 to $6.02. ‘The reduction was made at the request of one shipper, 
and one shipper alone; and parenthetically I might add that to the 
best of my knowledge, after extensive inv estigation, this shipper had 
not. moved pig iron from Cleveland to C hicago before the reduction 
was under discussion. 

It had moved its pig iron partly to its steel operation at Worcester, 
Mass., the balance being sold in the Cleveland pig iron marketing 
area. The railroads, in attempting to justify the reduction on the 
basis of water competition, named the shipper’s own vessel as con- 
stituting that competition. 

In preparing the necessary protest to file with the Interstate Com- 
merce Commission, the Great Lakes Ship Owners Association deter- 
mined from an examination of the tariffs involved that the same 
shipper owned one of the line-haul rail carriers participating in this 
movement from Cleveland to Chicago. 

This situation was brought forcibly to the attention of the Inter- 
state Commerce Commission, and the protest went into great detail 
concerning the fact that this arrangement constituted a clear viola- 
tion of the Panama Canal Act. This act, as everyone is aware, pro- 
hibits a railroad from owning a vessel with which it competes or may 
compete, and also prohibits common ownership through, as in this 

‘ase, the shipper. 








122 DECLINE OF COASTAL SHIPPING INDUSTRY 


Despite this clearly established violation of the Panama Canal Act, 
the Suspension Board and the Appellate Division of the Commission 
refused to suspend. The only recourse was to take the case to court 
on the ground that the Commission’s action is arbitrary and capricious, 
This matter is now pending before a special three-judge court in 
Cleveland. 

It should be added that several shippers located at other points, 
including Chicago, also protested this rate on the ground that they 
were entitled to equality of treatment. 'The Commission also ignored 
these protests. A further protest was filed on the ground that this 
arrangement was in violation of the Elkins Act, as it permitted rebat- 
ing back to the shipper from the division of the rate received by the 
rail line wholly owned by it. 

A most significant sequel to this is that these same rail lines have 
now filed a reduced rate on pig iron from Buffalo to Chicago, based on 
the protested rate—Cleveland to Chicago. This is based on the pro- 
tested rate discussed earlier. 

This second reduction is from $14.16 to $6.27. We see, therefore, 
one of the primary evils in this type of rate reduction, namely, that it 
has a tendency to, and most often does, spread to other areas with 
disastrous effect not only on the vessel operators for whom I speak, but 
also, in many cases, on the railroads themselves, since the tonnage 
moving under related reductions which inevitably follow is frequently 
tonnage that the railroads would handle regardless of the existence of 
water carriers. 

The third step in this fiasco has just come about. One of the ship- 
pers, who originally asked for suspension of the Cleveland to Chicago 
rate, has now asked the railroads to make related general reductions 
from their blast furnace at Erie, Chicago, Toledo, and Jackson to over 
600 destinations which they serve. The reductions now being re- 
quested by this shipper involve pig iron, which is presently moving 
practically 100 percent by rail. 

I have made a calculation which does not appear in my statement 
which I would like to read in at this time. I have determined from 
the shipper who has the blast furnaces at Erie, Toledo, and South 
Chicago, that his total expected production at those points amounts to 
1,400,000 tons per year. 

The total lake movement from those three points during 1959 
amounted to 173,400 tons. The balance which was moved by rail, 
certainly all but a small percentage of it did anyway, amounted to 
1,226,600 tons. 

We have also obtained from this shipper a complete schedule of the 
present rates and the proposed rates, or the requested rates, rather, to 
those 600 destinations, and that statement shows an average reduction 
of $3.63 per ton. 

Therefore, multiplying the 1,226,600 tons by the average reduction 
of $3.63, we come up with a loss in gross revenue to the railroads of 
$4,452,558. 

We also have from the shipper the proposed rate reductions to the 
points served by the lake operators, and that average, including the 
tonnages and the actual rates, we come up with an average rail revenue 
of $2.65 per ton on the 173,400 tons carried by water, from which the 
railroads will gain $912,951 in revenue if they take all of our business 
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away from us. So as we see it, the railroads, if they grant this last 
request of this very large shipper, will lose $3,539,607. 

‘These figures relate to only one of the pig iron shippers on Lake 
Erie. In addition to this shipper there are four other big producers 
who ship by water. 

I see no reason why the results will not be similar if a calculation 
could be made based on their experience. 

There is no question in the minds of the water carriers that this 
173,400 tons from this one shipper will be lost during the coming sea- 
son, as well as from the other shippers. 

Since pig iron is such an important commodity to the common car- 
riers operating on the Great Lakes, I would like to discuss with you 
one more case which is, to put in mildly, unique. Here the railroads 
proposed a reduction on pig iron from ‘Jackson, Ohio, a eee 
point approximately 200 miles from any lake, to Saginaw, Mich., 
meet competition of vessel operators moving pig iron from Butfalo, 
a natural water port, to Saginaw. Despite vigorous protest by the 
Great Lakes Ship Owners Association and others, the Jackson rate 
was permitted to become effective. Subsequently, related reductions 
were made to maintain market relationships from Keokuk, Lowa, and 
Calvert, Ky., upon demand by producers at those points. 

These rates likewise were not suspended. Subsequently—and this 
is the final blow—the railroads, submitting to a demand from produc- 
ers, proposed a reduction from Buffalo to Saginaw to meet the phony 

water competition from landlocked Jackson, which they themselves 
had seenel 

Despite the history in these cases, the Interstate Commerce Com- 
mission permitted the reduced Butfalo-to-Saginaw rate to go in. 
Stated another way, everyone went around in a complete circle, ending 
up back where they started tonnagewise. 

I believe this type of administration of the act is contrary to the 
mandate of Congress, as contained in the national transportation 
policy ; and, if continued, will result in the insolvency of all modes of 
transportation. 

There are one or two other cases which I feel deserve at least brief 
comment. In the last few months, the railroads proposed very sub- 
stantial reductions in connection with the transportation of auto- 
mobiles from Detroit to Washington, Oregon, and other western 
destinations. These automobiles had been moving for many, many 
years by water from Detroit to Duluth, and thence westbound by 
truck or rail. Despite the size of this reduction, and it was shown to 
result in revenues to the participating rail lines only slightly above 
out-of-pocket costs, the Commission permitted the reductions to 
become effective. 

As a result of this, one of our members will lose a substantial por- 
tion, if not all, of its business; and it is the only cargo which it handles 
upbound on the lakes. Again, parenthetically, these upbound ves- 
sels were engaged primar ily, if not entirely, in the east-bound move- 
ment of grain. Without the upbound movement of automobiles, it is 
now felt that these vessels may have to be taken out of service, with 
the consequent loss of cheap transportation for our grain farmers. 

Recently, the railroads have filed two so-called “guaranteed rates”, 
one on pipe from Sault Ste. Marie, Ontario, to Chicago; and one on 
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rugs from Amsterdam, N.Y. to Chicago. We are vitally and directly 
interested in the Sault Ste. Marie-Chicago case as we were the carriers 
on that traffic. We are in the Amsterdam case as a matter of 
principle. 

The Commission did suspend these rates, presumably on the theory 
that this was a new type of ratemaking not as yet recognized in the 
United States. No decision has been reached in either of these cases. 
However, the testimony of Mr. Baylis, vice president of the New 
York Central, in connection with the guaranteed rate on rugs is most 
significant. He said, in part: 

Moreover, the injury caused by the loss of the more highly rated traffic is 
compounded by the fact that it was the net revenue from that traffic which 
enabled Central to transport many low rated commodities at marginal or sub- 
marginal earnings, some of which earnings were produced under prescribed 
rate structures. (Verified statement of Witness Baylis in I. & S. 7250.) 

This is one of the things we complain about bitterly, namely, rail- 
roads are being permitted, through failure of the Suspension Board 
to act or by the Commission permitting rate reductions which are 
marginal to go into effect, and the railroads recoup their loss on the 
traffic they take away from the waterlines through the method de- 
scribed by Mr. Baylis. In the alternative, they increase or maintain 
rates between noncompetitive points, from which they build a “war 
chest” to supply them with funds to cut port-to-port water rates down 
practically to their so-called out-of-pocket costs. 

The Suspension Board, when considering a water carrier protest, 
inquires into the matter of costs of the railroads performing the 
service. In this connection, it uses a theoretical cost formula applying 
on traffic generally throughout a specified railroad district. The 
railroads are not in any way required by the Suspension Board to 
demonstrate their costs applicable to the traffic in question. This 
highly theoretical cost formula, used by the Suspension Board, has 
never had the formal sanction of the Commission. 

The Cuatrman. Before you leave page 12, I am interested in what 
you say there regarding the Suspension Board, and the formula they 
applied. 

You say: 

The Suspension Board, when considering a water carrier protest, inquires 
into the matter of costs of the railroads performing the service. In this con- 
nection, it uses a theoretical cost formula applying on traffic generally throughout 
a specified railroad district. The railroads are not in any way required by the 
Suspension Board to demonstrate their costs applicable to the traffic in question. 
This highly theoretical cost formula, used by the Suspension Board, has never 
had the formal sanction of the Commission. 

By formal sanction do you mean they have not agreed with the 
Suspension Board in specific cases, or they have not formally passed 
upon the theory, the cost formula theory ? 

Mr. Cozzens. My feeling on that is that while they accept it, they 
have never come out with any order or plan or description that our 
attorneys can use in preparing the protest. So I can’t say they for- 
mally sanctioned it. But in actual practice I believe it amounts to 
the same thing without giving us the guidance we like to have. 

The Cuamman. At least the sanction has been implied in these 
cases ? 

Mr. Cozzens. Right. 
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The Cuairman. Would you have any opinion as to whether or not 
the water carrier is a lower cost carrier than the railroad on a fully 
distributed cost basis ? 

Mr. Cozzens. On fully distributed costs we should compete equally. 
Certainly we have no objection to that. 

The CHatrman. Go ahead. 

Mr. Cozzens. In connection with return of the common carrier by 
water to the Great Lakes, I would like to mention the fate of one of 
our carrier members, namely, Gartland Steamship Co. Prior to the 
time its vessels were taken for wartime use, it transported some 200,000 
or more tons of regulated commodities per year. 

These included pig iron, scrap iron, steel, skelp, sulfur, and mis- 
cellaneous commodities. Today, that company does not transport 1 
ounce of these commodities, and has taken the position, I believe quite 
understandably, that the moneys it received from the vessels taken by 
the Government and new capital could not possibly be invested with 
any degree of wisdom in new or converted equipment under the pres- 
ent laws controlling intermodal competitive rate practices. Perhaps 
it might be more proper to say—under present Interstate Commerce 
Commission administration of those laws. 

The problem arises not only from the low level of the rates, but what 
is even more important is that each rail rate reduction results in a loss 
of tonnage to our industry as a whole. At the present, there is not 
sufficient volume remaining to support the existing equipment of the 
Great Lakes common carriers. Cleriniie. the financing of replace- 
ment or additional capacity at this time, under existing regulatory pol- 
icies, would be imprudent and impossible. 

The same relative type of figures could be furnished in connection 
with most of our carriers, if not all. As mentioned above, some car- 
riers are in a worse position. For example, the Nicholson Transit Co., 
whose fleet since the war has been reduced from nine to four vessels. 

I would like now to discuss in detail a complete check, which has 
been made by employees of our association, of the records of the Sus- 
pension Board for the last 10 years. I believe that I can clearly 
demonstrate that, under the present action taken by the Board on our 

rotests, section 15(a) (3), as currently interpreted by them, spells 

eath to the lake common carrier industry unless this committee takes 
some action. The records of the Suspension Board indicate that of 
the petitions filed by us in the years 1951 through 1953, approximately 
60 percent thereof were granted. In this way, we were given the op- 
portunity to present our position to the Commission and, if necessary 
to the courts. 

Although we did not fare too well before the Commission in con- 
nection with the reports and orders it issued, the first real blow came 
in 1954, when the percent of protests granted dropped from 60 to 37 
a. The reason behind this is, I believe, quite obvious to those 

amiliar with the competitive transportation picture. 

At that time, the so-called Cabinet Committee report was being gen- 
erated and was released early in 1955. The general nature of the re- 
port to come was rather well known as the year 1954 progressed. 

To implement this report, early in 1955, there were introduced in 
the House and the Senate bills S. 1920 and H.R. 6141, very shortly after 
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the release of the report itself. These were the so-called omnibus bills 
and met the fate that they well deserved. 

Although extensive hearings were held by the House and the Senate, 
running well into the fall of 1955, these bills were not favorably re- 
ported. The proposals therein, if enacted into law, would have by 
now eliminated water transportation entirely, if for no other reason 
than they contained proposed amendments to section 15 which were 
termed the “Three Shall Nots.” However, the mere introduction of 
these bills had very good results for the railroads, from a practical 
and a psychological standpoint. 

During the year 1956, although we filed 18 petitions with the Sus- 
pension Board, not 1 was granted. Our batting average was there- 
fore zero. 

The Cuatrman. In that particular case this committee went into 
quite an extensive discussion on the so-called Cabinet report. The 
courtesy was extended, naturally, to the Department of Commerce to 
have their proposal considered by the committee, and we did. There 
wasn’t a member of the committee then present at that time that 
agreed with the basis of the Cabinet report. It was unanimous. 

We sometimes send resolutions to Commissions on matters of policy, 
not cases, positive resolutions suggesting policy, which the Commis- 
sion in the main adheres to because they are an arm of Congress. They 
are not an executive branch of the Government; they are an arm of 
Congress. They were only created to do the detailed jobs that Con- 
gress itself doesn’t do in the field of transportation. 

But it seems to me that on the other side of the coin there should 
have been some direction, at least implied direction to the Commission 
that when this committe unanimously turned down the theory or the 
intent and the basis of the so-called Cabinet report, the Weeks’ 
Cabinet report, that that also should have been a directive to the arm 
of Congress; namely, the ICC. 

Mr. Cozzens. At this point it becomes evident. that legislation of 
this type would have no chance of passage. However, other osten- 
sibly less offensive legislation was introduced, and this was again 
considered by the Congress. The Cabinet committee report and the 
so-called omnibus transportation bills had more than accomplished 
their purpose so far as starting the process of eliminating the water 
carriers from the transportation scene. 

In 1957, of the petitions filed by the Great Lakes Ship Owners Asso- 
ciation, only 3 out of 12 were granted. This slight improvement in 
suspensions was short lived. The so-called 1958 amendment to the 
act, now known as section 15(a) (3), was passed on August 12 of that 
year. 

The results for 1958 showed 11 petitions resulting in 3 suspensions, 
all obtained prior to the passage of the above-mentioned amendment. 

The Carman. And the 1958 act, as I read the ratemaking clause, 
didn’t in any way at all substantially change the policy of Congress 
in that particular matter. 

T must say that I know of no portion of the bill that gave us more 
trouble. But the final draft of that section of the bill was intended to 
continue the rulemaking on rates to be the same in theory consistent 
with the general policy of the Transportation Act. And that is what 
we tried to achieve. 
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Mr. Cozzens. I would like to say, Mr. Chairman, that I read it 
exactly as you did. I personally blessed it and approved it before it 
was passed. It is one of those unfortunate things. 

The Carman. You remember the problem we had with language 
to try to achieve at least that objective, which we thought we did. 

Mr. Cozzens. No one could be more shocked than I am at the result. 

In 1959, out. of eight protests filed by the Great Lakes Ship Owners 
Association, only one protest was granted, and that was in connection 
with the Soo Line Pipe Guaranteed Rate case, which I have mentioned 
above, which I don’t think counts. It was a new principle of rate- 
making. We still think our average in 1959 to date is zero. 

This whole story boils down to one thing, namely, that if the water 
carriers operating on the Great Lakes as common carriers cannot get 
by the Suspension Board and obtain a hearing on the merits, then 
there is no chance for their survival. 

The Cuarrman. Right there, and I ask this for information, and 
I don’t pass on the merits of it. There has been a lot of evidence and 
I am not speaking of the decisions of the Suspension Board, or the 
merits of the case, but I am speaking of the procedure that is used. 

Would you have any suggestions to make as to the change in pro- 
cedure of the Suspension Board ? 

Mr. Cozzens. I am not a lawyer, Mr. Chairman. I would have no 
suggestions on that line. The trouble, as I see it, is their feeling that 
they are required by law, as I get it, to let any railroad rate go in that 
returns one penny of revenue over the railroad out-of-pocket cost. I 
see no solution to our problem until that point is clarified. 

The CuarrMan. So that your suggestions would deal with the pol- 
icles aparently of the Suspension Board, rather than the procedures? 

Mr. Cozzens. That is my feeling; yes, sir. 

The CuarrmMan. There has been some suggestion made to the com- 
mittee, leaving out the criteria which is used, which many people 
oppose, that people who file a protest in these particular cases, whoanher 
it be the aitniale or the water carriers or anyone else, that there seems 
to be a vague bunch of ground rules as to how they should go about it, 
what they should present to make the case, what the Suspension Board 
wants in the matter of proof, where the burden of proof may lie, 
whether it may lie with the one who files the rate or the one who is 
protesting. 

Would you have any comment to make on that ? 

Mr. Cozzens. I think that is very important and definitely should 
be done. Not only have our attorneys suggested that we push for such 
an order from the Commission but practically all water carriers’ at- 
torneys that I have come in contact with have pointed out the need for 
such a procedure. 

The Cuarrman. When you are in a court or quasi-judicial body, the 
so-called judges do give you some line of direction on what they want 
proved or not proved in a particular case. And there have been some 
suggestions made to this committee by carriers that seems to be 
quite fuzzy and vague down there in the Suspension Board, particu- 
larly for people who are protesting. 

I am not passing on the merits, whether that is true or not; I don’t 
know. But there have been repeated suggestions and complaints, as 
it were, that they are somewhat at a loss to know how to proceed and 
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what to present, what direction the case may be taking; whether they 
should present evidence on its effect on the overall mode of transporta- 
tion or whether they should merely present evidence within the narrow 
confines of a particular rate, which doesn’t in my opinion spell out the 
picture at all in any of these cases. 

Mr. Cozzens. Attorneys have absolutely no guidance on that what- 
ever, that I have been able to determine. We are in the middle of a 
protest now and that question has come up very forcibly. In other 
words, we are preparing a protest against the reduction from pig iron 
from Buffalo to Chicago that will become effective, I believe, March 5, 

While the points you bring up are interesting, and I am sure con- 
structive, it is not going to come early enough to do the Columbia 
transportation division any good. 

We stand to lose 250,000 tons of traffic, something approximating a 
million dollars in freight, which will involve laying up two of our 
vessels which I am afraid will never run again if they are not brought 
out this spring. 

In other words, they are older vessels. If they do not lay next 
year they will have had 14 to 16 months lying idle, rusting and corrod- 
ing. As I said, the whole thing is that if the rail rates can go in at 1 
cent over railroad out-of-pocket cost we might as well forget the 
whole water carrier industry. Wecan’t live on that. 

Many modes of transportation competitive with railroads in various 
parts of the country have attempted to obtain reversals in the courts 
of the suspension board or Commission’s refusal to suspend. To date, 
none of these have been successful, generally on the ground that there 
is no order on which the court can act. It is admitted that under the 
Interstate Commerce Act, as now on the statute books, there is no 
compulsion on the Commission to issue a formal order when denying 
a petition. 

It is, therefore, my urgent request that some action be taken by this 
committee, by legislation or otherwise, to require the suspension board 
and, in turn, the Commission to issue an order when denying a pro- 
test and stating therein reasons for such denial. Such a change would 
be of benefit to all petitioners, whether rail, water, or motor carriers. 

In conclusion, let me say that I am firmly convinced that the facts 
and figures, which I have discussed hereinabove, particularly the 
statistical history which I have given concerning petitions filed with 
the suspension board and the suspensions which have been granted, 
show that section 15(a) (3) is not receiving proper interpretation at 
the hands of the board. 

More specifically, I feel that the reference in section 15(a) (3) to 
the national transportation policy is being entirely overlooked. In 
addition to the above situation, our attorneys are forced today to labor 
under an impossible handicap, inasmuch as there are no publicly an- 
nounced standards governing the suspension board’s decisions, and we 
find ourselves quite bewildered when it comes to presenting a petition 
requesting suspension of a competitively reduced rail rate. 

Not only are there no publicly announced standards, but an exami- 
nation of the few records available at the suspension board fails to 
disclose any standards that they might be applying to these competi- 
tive cases in the light of section 15(a) (3), the national transportation 
policy, and section 500 of the Transportation Act of 1920. 
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The Cuatrman. Thank you very much for your statement. 
Exhibit A will go in the record at this point. 
(The chart follows :) 


ExHIsiT A 
Rate in Rate Feb. 
effect Rate Feb. 1, 1960, Actual 
Jan. 1, 1, 1960, with in- rate in 
Unit 1941 (ex- with full crease effect 
cept as increase “hold- Feb. 1, 
noted) downs” 1960 
authorized 
Pig iron: 
Buffalo to Saginaw. ........-..- Gross tons. -....- $4. 35 $11. 14 $10. 70 $6. 57 
Buffalo to Chicago____.......__- se 4 Oe. 2se 5. 96 15. 22 14. 62 1 6.27 
Cleveland to Chicago............}....- Sas 4.85 12. 41 11. 92 6. 02 
Billets: Duluth to Chicago_._......_|..-.- Dis Haciininm 8. 84 20. 75 20. 32 9.17 
Sulfur: Texas producing fields to— 
NN a a Se Hundredweight. .35 . 82 . 66 . 64 
Gross tons_-__._. 7.84 18. 37 14. 78 14. 34 
gh seciccenincise mdi cade Hundredweight- -47 1.11 . 86 .73 
Gross tons_...-- 210. 53 24. 86 19. 26 16. 35 


1 Effective Mar. 5, 1960. 
3 Effective Nov. 17,1943. 


The CuHarrman. Off the record. 
(Discussion off the record.) 
The CuHarrMan. We will hear Mr. Russel S. Callahan now. 


STATEMENT OF RUSSEL S. CALLAHAN, TRAFFIC MANAGER, ADELL 
CHEMICAL CO., HOLYOKE, MASS. 


Mr. CattAHAn. My name is Russel Callahan, traffic manager, Adell 
Chemical Co., 51 Garfield Street, Holyoke, Mass. 

I have been actively engaged in traffic transportation since 1941; 
my primary concern in this hearing pertains to the Atlantic and gulf 
coastwise steamship industry. 

At the outset I wish to state that we are very disturbed over the 
present status of the domestic coastal and intercoastal steamship indus- 
try. We bring in our principal raw materials in tank cars and they 
are handled via Seatrain Lines from Savannah to Edgewater, N.J. 
Our finished products move into the South from Holyoke via Pan- 
Atlantic Steamship Corp. With the exception of slower transit time 
and infrequency of sales, we find the service of these two carriers to be 
very satisfactory. 

he trailer ship operation of Pan-Atlantic provides one of the 
most unique and modern types of service available on the open mar- 
ket today. Comparative estimates of the cost of cargo handling in 
U.S. ports by conventional methods or by roll-on rolloff methods 
show that average handling costs, including capital charges for load- 
ing or unloading a conventional C-3 cargo ship, amount to $8.50 per 
measurement ton, whereas the cost for loading or unloading a roll-on 
rolloff trailer ship with a capacity of 170 trailers would be about 6 cents 
per measurement ton. 

To attain these low cargo handling costs, however, special terminal 
facilities must be provided. The source of these cost figures that I 
have just stated are from the Department of Commerce, Maritime 
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Administration, entitled “Shoreside Facilities for Trailer-Ship, Train- 
Ship, and Container-Ship Services,” page 3. 

We understand that one of the reasons for the interest and develop- 
ment of the trailer ship and roll-on rolloff type of ship is the fact 

that, excluding bulk cargo and ammunition, 25 percent of the mili- 
tary support cargo is w heeled or tracked and can be more quickly 
loaded or unloaded in a ship designed for this type of operation. 

Basic raw materials cannot bear high transportation costs. <A fin- 
ished product can be distributed thr oughout the major markets of this 
country if freight rates are reasonable. We believe that we have rea- 
sonable rates via Seatrain and Pan-Atlantic. 

If we were to lose their services, both our raw material and finished 
product markets would, no doubt, be in a very precarious position. 

To elaborate, if the shipping industry and our national defense were 
to wake up some morning and find themselves without the low-cost 
mode of water transportation, this would be tantamount to turning 
back the calendar to the horse-and-buggy days when we only had the 
railroads with the advent of the motor carrier industry a long ways 
over the horizon. 

Are we going to pull out the plug and dry up the oceans for these 
carriers who have shown us what near optimum conditions are in 
containerization? These two carriers that I have referred to have 
contributed a great deal in their advanced techniques of cargo han- 
dling. ‘These new concepts in handling freight are just as important 
to industry as the electronic data computing machines. 

Without our coastwise carriers, what is there to really stop the over- 
land carriers from establishing rates based on the theory of what the 
traffic will bear? And even now prevails where water or some other 
competitive mode of transportation does not exist. 

Competition is wholesome. It has evaluated our common carrier 
system to the No. 1 position in the world. 

Without carrier competition this no doubt would never have come 
about. The tremendous year-to-year increase in our population is 
creating more and more of a demand for economical transportation. 
Out of every dollar spent today, it is estimated that 20 cents goes into 
transportation or, to be more specific, I will use the word “distri- 
bution.” 

This vast increase in population has and will continue to create an 
adequate volume of traflic that will require a demand for coastal and 
intercoastal service for many commodities that are more susceptible 
to this type of service, rather than the more costly overland service. 

Before I go any further, I would like to refer you to a statement 
made by the U.S. Maritime Administration in 1955, and I quote: 

In short, the crux of the coastwise intercoastal steamshipping problem is in 
the great bulk dry cargo freight today as it was during the war. The reestab- 
lishment and preservation of this segment of the domestic fleet is of vital 
national defense importance if the immediate needs of the future grave national 
emergency are to be met. It is obvious that the ready availability of ships 
employed in domestic operations may well be a critical factor in any initial 
military or civie defense operation of the United States, occasioned by a future 
atomic or thermonuclear war. 

Further, an economically sound low-cost domestic fleet will continue to make 


important contributions to the economic growth and development of the United 
States as a whole, and a balanced national transportation system in particular. 
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That is the end of the quote. Initially water rates, including water- 
rail and water-motor rates, have been maintained at levels differen- 
tially lower than all-rail rates, principally because of the inherent 
disadvantages in the water services of uncertainty. By that I mean 
the perils of the sea—slower transit time, and infrequency of sails. 

Based on these factors, and the tremendous importance to our 
shipping public as well as all of the provisions of the Interstate Com- 
merce Act which should be administered and enforced with a view to 
carrying out the declared national transportation policy, in toto, not 
in part, it appears necessary that a rate differential or relationship 
be prescribed by the Commission in order to foster the development 
and preservation of these coastal and intercoastal water carriers. 

In view of the critical condition of these carriers we plead and 
respectfully request that favorable action be taken by your committee 
to protect the public interest and our national defense. 

The Cuarrman. Thank you, Mr. Callahan. You have had a lot of 
experience, being a shipper. Do you think that as a general policy 
a company which is a large shipper, expected to stay in business a long 
time, gets any real benefit out of a temporary reduced rate? 

Mr. CattaHANn. No;they donot. Definitely not. 

The CuarrMan. Thank you very much. 

Let the record indicate that Mr. Harry J. Breithaupt, general at- 
torney for the Association of American Railroads, Transportation 
Building, Washington, D.C., has requested permission to make a 
statement, which request will be granted, of course. 

We will be in recess until 10 o’clock tomorrow morning. 

(Whereupon, at 12:30 p.m., the subcommittee was adjourned, to 
reconvene at 10 a.m., Friday, February 19, 1960.) 








DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


FRIDAY, FEBRUARY 19, 1960 


U.S. Senate, 
CoMMITTEE ON INTERSTATE AND ForEIGN CoMMERCE, 
SvuscoMMiItTEE ON MercHANT Marine AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10 a.m., in room 5110, New 
Senate Office Building, Hon. E. L. Bartlett presiding. 

Senator Barttetrr. The subcommittee will be in order. 

The committee will be glad to hear at this time from Chairman 
Morse of the Federal Maritime Board. 


STATEMENT OF HON. CLARENCE G. MORSE, CHAIRMAN, FEDERAL 
MARITIME BOARD, WASHINGTON, D.C. 


Mr. Morse. We have a prepared statement which we will read, if it 
suits your pleasure. 

Senator Bartiertr. Surely. 

Mr. Morse. Mr. Chairman, I have long been concerned, and have 
frequently expressed the Maritime Administration’s concern regard- 
ing the decline in this country’s coastwise and intercoastal shipping 
industry, particularly the dry-cargo common carrier segment thereof. 
I am happy, therefore, that your committee deemed the matter to be of 
such sopercnnce as to schedule this hearing. 

I shall first discuss the present status of this segment of our U.S.- 
flag merchant fleet vis-a-vis its status immediately prior to World War 


In total numbers of ships engaged in our deepwater domestic 
trade—excluding the Great Lakes—the fleet today is equal to just 47.8 
percent of the active fleet in existence in 1939. There are today a total 
of 323 ships in the coastwise and intercoastal trade as compared to 675 
ships in this activity in 1939. To appreciate the full significance of 
this decline in our deepwater domestic fleet, I must break down these 
figures with additional statistics. Of the 675 ships in the trade in 
1939, 297 were tankers, whereas today, of the total of 323 ships in the 
domestic deepwater fleet, 252 are tankers. It is obvious, therefore, 
that the significant decline in our coastwise and intercoastal shipping 
industry is in the dry-cargo segment of the fleet. There are just 71 
such ships in operation today as compared with 378 which were active 
in 1939; of the 71, only 61 are exclusively and regularly employed in 
the domestic trades. wi 
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While I dislike constant reference to merchant marine requirements 

urely in terms of national defense, I do believe that the significant 
impact of the figures just cited on our total U.S.-flag ocean shipping 
capability in time of emergency should not be overlooked in the 
course of considering the peacetime transportation and economic as- 
pects of this problem. 

The 61 regular domestic-service dry-cargo ships referred to are 
operated by 20 different shipping companies. Eleven of these com- 
panies operating 25 of the ships are in the category of “industrial and 
contract carriers” engaged primarily in the transportation of bulk 
cargoes. The remaining nine companies constitute the total common 
carrier segment of our coastwise and intercoastal shipping. These 
9 companies operate a total of just 36 ships. 

In these fou of industrial expansion and booming economic 
growth, it becomes too obvious that there must be something wrong 
where our coast wise and intercoastal shipping is concerned. 

Let us look at the major problems confronting the U.S, domestic 
deepwater shipping industry. 

The economic problems of the industry date back to the period im- 
mediately preceding World War II, but we believe the postwar period 
is the only one which need be studied. The Maritime Administration 
made a comprehensive study of this subject in 1955. The conditions 
prevailing and reflected in the study entitled “A Review of the Coast- 
wise and Intercoastal Shipping Trades” remain essentially un- 
changed, although the adverse effects of these conditions upon the pa- 
tient in the case have progressively worsened. The conditions or prob- 
lems which are basically responsible for the decline in coastwise and 
intercoastal shipping are— 

(1) Unsatisfactory ships in operation and the high cost of new 
ship construction ; 
2) Increased labor costs, cargo handling as well as shipboard; 
and 
(3) Freight rate structures. 

I have said that, these items are basically responsible for the decline 
in the industry—TI believe it could be more appropriately stated that 
these items have prohibited the attempts to successfully reestablish 
this segment of our merchant fleet. The order in which I presented 
these items is not necessarily the order of their significance to the 
overall problem. I do believe that the Administration’s 1955 study, 
which was made available to this committee, and can again be made 
available to those who have not seen it, placed a little more emphasis on 
the increased cost of labor as compounded by unsatisfactory ships and 
terminal facilities. I suspect, however, that in the testimony which 
will be presented during this hearing we will find more emphasis placed 
on the rate structure problem, 

The problems of coastwise and intercoastal shipping are most acute 
in the break-bulk dry-cargo common carrier trades and my discussion 
will accordingly be directed primarily to this area. While the entire 
dry-cargo segment of the domestic fleet has suffered constantly from 
high operating costs and inadequate revenues, the dilemma is most 
critical for the break-bulk common carrier. The bulk carriers, botli 
liquid and dry, are more efficient in their loading and discharge pro- 
cedures, are largely under proprietary industrial ownership or charter, 
and are, accordingly, better able to keep their heads above water. 
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Briefly, the entire problem stems from World War IT when the 
Government found it necessary to take over all of the ships in the 
coastal trades to meet the demands for oversea shipping. As a conse- 
quence, the inland carriers, principally the railroads, absorbed the 
domestic traffic formerly carried by sea. Since the war, a few hardy 
souls have battled tirelessly to reestablish the domestic deepwater 
common carrier services with Government surplus war-built ships. 
The war-built ships which were placed in the bulk trades, especially 
petroleum, have in general proved competitive in the postwar trans- 

ortation economy. However, those placed in service by the break- 
bull operators were the basic dry-cargo ships designed for wartime use 
in foreign commerce and have turned out to be considerably less 
successful in recovering the prewar traffic. 

As a result, these operators are in a considerably less favorable eco- 
nomic situation than are the bulk carriers. It is in this type of opera- 
tion that the increased cost of labor has been most damaging. It is in 
this operation that the cost of handling cargoes alone takes more than 
a 50-percent bite out of every dollar of revenue. When you add to 
this the cost of manning the ships and maintaining the equipment, plus 
normal overhead expenses, it becomes increasingly apparent that the 
enterprise is not one which assures a fair return of profit. 

At this point we must reflect that the increased cost of labor is a 
natural development in a growing economy and that as long as we 
maintain healthy economic growth, labor costs will continue to in- 
crease. This we cannot escape and there should be no requirement to 
settle labor costs as long as production remains commensurate. In a 
free economy this is regarded as a responsibility of labor and manage- 
ment, not Government. 

The labor cost factor must, therefore, be contended with, and the 
answer has to be through construction of improved equipment involv- 
ing the application of new principles of technology ; however, this, in 
turn, must be accompanied by the application of a realistic rate policy 
which will assure a fair return on investment. I don’t believe that 
these requirements can be satisfaetorily separated, and like the 
“chicken and the egg,” I cannot be sure which comes first. I must 
frankly state, however, that I for one, assuming that I had or could 
acquire the necessary financial resources, with or without Government 
aid, would be disinclined to undertake the financial venture without 
assurance of sympathetic rate regulation which would make me 
competitive. 

In other words, improved revenues through appropriate rate struc- 
ture are conducive to capital investment in appropriate equipment 
which, in turn, will appreciably alleviate the labor cost factor. 

New ship construction for domestic dry-cargo operations is con- 
fronted by an extremely discouraging financial problem. Our laws 
require that ships operated in our dometsic trades be built in the 
United States. However, this requirement is not accompanied by pro- 
visions which would alleviate the difficulty of accumulting ship-re- 

lacement reserves in order to meet today’s high cost of new ships. 
Since 1947 there have been just two new ships constructed exclusively 
for the domestic dry-cargo trades. There have been, in addition, 
seven rather extensive conversions. These constitute a total of just 
nine major projects undertaken in the past 12 years. 





















136 DECLINE OF COASTAL SHIPPING INDUSTRY 


Federal ship mortgage insurance as provided under title XI of the 
Merchant Marine Act of 1936 is designed to ease the financing problems 
of new ship construction and is available to these operators. 

A prerequisite to approval by the Maritime Administration of a 
title XI application is a finding of economic feasibility with respect 
to the project for which the mortgage or loan will be executed. There 
have been a total of five such applications filed in connection with the 
financing of 12 ships for the domestic deepwater trades. Two of 
these were major conversions and 10 are for new construction. In 
addition, we have received a letter of intent from another operator 
to file such an application in connection with the proposed construction 
of four ships. Three of these applications have been approved by 
the Administration. These involved two major conversions which 
are now in operation and two new vessels, the construction of which 
got underway just last month. The remaining two applications, 
involving the new construction of eight ships, are in the process of 
economic and financial analysis by the Administration’s staff. 

All of the ships covered by the aforementioned applications are 
of the container-ship design involving the lift-on, lift-off, or roll-on, 
roll-off concepts, or both. As an indication of the moneys involved 
in these projects, the two ships approved for title XI insurance, the 
keels of which were laid in January, are relatively small vessels of 

2,100 deadweight tons each. These ships, which are designed for the 
roll-on, roll-off method of loading and discharging, will be 360 feet 
in length with a breadth of 52 feet. The estimated total construction 
cost for both ships is approximately $8.25 million. 

The two applications now under consideration by the Administra- 
tion involve far greater expenditures. The ships in one case will 
approximate 20,000 deadweight tons each, with construction costs 
estimated at $25 million for each of four ships, while in the other 
case the ships will approximate 16,500 deadweight tons at an estimated 
cost of $19 million for each of four ships. These eight ships would 
employ the lift-on, lift-off concept and, as you can see, are major 
financial undertakings. 

In connection with the title XI applications filed for construction 
loan and mortgage insurance in the above cases, the combined esti- 
mated costs of which approximate $200 million, the Administration 
deemed it advisable to engage a private professional concern to fur- 
nish an independent study of lift-on, lift-off cargo ships to be operated 
in U.S. intercoastal trade which would reflect in general the economic 
feasibility of such an operation. 

This study was completed, and while reappraisal is now being made 
in consideration of certain factors not incorporated initially, I ‘believe 
that the major conclusions arrived at are of such significance as to 
bear quoting to the committee: 

* * * itis * * * [the] opinion that competition in the form of selective rate 
cutting by railroads aggressively seeking to hold present traffic and gain addi- 
tional traffic, creates risks sufficient to raise serious questions as to the economic 
feasibility of the proposed intercoastal container-ship operations. 

“One source of the difficulty is the Transportation Act of 1958 which states 
that rates of one carrier shall not be held up to a particular level to protect the 
traffic of any other mode of transportation.” This reversed the previously 


existing national transportation policy under which the Interstate Commerce 
Commission had to take into account the effect on other carriers of a proposed 
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rate reduction if the other carriers entered an objection to the reduction. How- 
ever, following the passage of the Transportation Act of 1958, the railroads have 
instituted several hundred rate reductions on selected commodities to direct 
traffic from other carriers, and many of the reductions have been approved 


by the ICC. 

This leads me into the area of Federal regulation of domestic com- 
merce and the problems of our coastwise and intercoastal merchant 
shipping in regard thereto. 

The Maritime Administration is, of course, not directly involved 
in the regulation of coastwise and intercoastal shipping. We are 
responsible, under the declared policy of the Merchant Marine Act 
of 1936, for fostering the development and encouraging the mainte- 
nance of a merchant marine sufficient to carry the domestic water- 
borne commerce of the United States, for providing shipping service 
on all routes essential for maintaining the how of such commerce, and 
for maintaining a merchant marine capable of serving as a naval and 
military auxiliary in time of war or national emergency. 

The domestic water carriers were placed under the regulation of the 
Interstate Commerce Commission in 1940 coincident with the start 
of World War II and the beginning of the decline of coastal shipping. 
I believe it appropriate that all domestic commerce come under the 
regulatory authority of one Federal agency, an arrangement which 
should assure that Federal regulatory actions will be based on due 
consideration for all competing carriers. 

In the Transportation Act of 1940 and prior acts, certain basic 
protections for the water carriers were established. The 1940 act 
acknowledges the economic fact that water carriers, to exist, must 
have a differential rate structure; it requires railroads to enter into 
joint rates with water carriers; and it prohibits reductions in long- 
haul rates of railroads below the level of intermediate rates for the 
purpose of undercutting other carriers. 

We have had brought to our attention by the coastwise and inter- 
coastal ship operators cases of alleged selective rate cutting by the 
railroads on commodities vital to competing coastal shipping. The 
Maritime Administration has no jurisdiction in these matters, nor 
are we equipped to conduct a proper investigation for the purpose of 
developing to our own satisfaction the true facts thereof. These are 
responsibilities of the Interstate Commerce Commission. 

We have interceded in some few cases in behalf of the water car- 
riers to the extent of our limitations. This for the most part has not 
gone beyond addressing correspondence to the ICC expressing our 
interest and concern in the condition of the domestic deepwater 
shipping industry and requesting that every consideration be given 
to the steamship operators’ request for suspension and hearing into 
specific instances of railroad rate cutting. It is my understanding 
that the ICC has not seen fit to suspend the rate in question in any 
of the cases brought to our attention. I do not intend to dwell in 
detail on the problem of regulatory administration in domestic com- 
merce. There are those here who I am sure are better versed in the 
facts of this matter than I am. I feel equally certain that the com- 
mittee will hear from them. 

I do feel that there has been sufficient complaint by our ship opera- 
tors to warrant careful scrutiny of the matter. I will say this, if this 
hearing should substantiate the claims that there has been selective 
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rate cutting by the railroads in competition with ships, and that 
within the provisions of the applicable statutes such practices are 
deemed legal, then in my opinion the national transportation policy 
and a balanced national transportation industry will suffer because 
of lack of domestic shipping, and immediate steps should be taken to 
rectify the situation through appropriate legislation. Again, should 
this hearing reveal that such rate cutting has taken place, and im- 
properly so, then I hope that the administrative measures necessary 
to correct the situation will be swift and effective. 

At this point I should like to interject a brief comment regarding 
the flow of commerce between our new States, Alaska and Hawaii, 
and the other States. I wish simply to say that the Maritime Adminis- 
tration and the Federal Maritime Board fully support the concept 
of a joint board for regulation of through service and joint rates in 
the noncontiguous domestic offshore trades. 

I have summarized the current low status of our domestic deep- 
water fleet and have presented what I believe to be its major problems. 
The question before us is: What can be done to resolve the problems 
and restore health and vitality to the industry ? 

The high cost of labor is not peculiar to the shipping industry and, 
as I stated previously, is a factor which in a free economy is generally 
left to resolvement by management and labor. It must be remembered, 
however, by all concerned, that our domestic operators are bound by 
the same agreements with labor as those companies in our oversea 
trade, a number of which are benefited by Government subsidy. The 
idea of restablishing our domestic shipping industry through direct 
Government subsidies has been considered on numerous occasions. 
However, in addition to being deemed undesirable and without a 
sound basis for subsidy rate determination, it has been generally con- 
sidered unnecessary. It is generally accepted that this industry has a 
proper place in our domestic transportation complex and is capable of 
competing successfully therein without direct Federal assistance. 

It is becoming fairly obvious, however, that these operators, in 
fact, all dry-cargo shipping including our bulk or tramp operators in 
oversea trade, must be afforded some means of easing the tremendous 
financial problem of replacing their outmoded equipment with mod- 
ern, efficient, and competitive ships. This is an area which suggests 
several possibilities that would contribute to solution of the problem. 
Such aid can be realized through legislation that would permit un- 
subsidized ship operators to establish building agreement funds with 
the Government into which would be deposited on an income-tax-de- 
ferred basis, earnings from the operation of American-flag vessels 
which would be used for the construction and reconstruction of vessels 
and continue such tax deferment so long as the operator has a vessel- 
building agreement with the Government under which he is not in 
default. 

Another possible consideration in this connection is legislation that 
would permit these same ship operators to accelerate the depreciation 
of their vessels and to take annual amortization thereon, within ap- 
propriate and established limits for tax purposes, The purpose of 
such statutory provisions would be to encourage unsubsidized oper- 
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ators to replace their vessels by enabling them to recover the cost of 
the ships more rapidly than under present law. 

And additional possibility with respect to the new ship require- 
ment problem is legislation which would enable construction for Gov- 
ernment account of appropriate and efficient tonnage for the coast wise 
and intercoastal trades and the resale or charter of such ships by the 
Government to qualified operators. Such legislation could also in- 
corporate provision for conversion at Government expense of Govern- 
ment-owned tonnage for sale or charter in the same manner. The 

sale or charter price in either of the foregoing instances could be 
adjusted to conform to the ability of the purchaser or charterer to 
earn a minimum return on capital invested. 

Legislative povisions such as I have set forth as possible solutions 
to the problems of our domstic deepwater trades would, I believe, help 
to cure the ills of the unsubsidized segments of our merchant marine. 

Indications are that ships can be so designed or converted as to effect 
substantial reductions in the excessive cargo handling costs now in- 
cident to the operation of conventional ships in the domestic break- 
bulk dry cargo trade. I believe that lift-on, lift-off and the roll-on, 
roll-off concepts may provide a basis for eventual solution of the 
problem. However, these advantages cannot be realized unless the 
other significant factors inv olved are also satisfactorily resolved. It 
remains that the crucial need is increased earnings. The construction 
aids which have been suggested will be of little assistance if the 
owners are unable to realize a fair return on the investments involved. 
In other words, if these operators are unable to earn a fair return 
from operation of relationship cheap World War II equipment, what 
prospect is held out to them with expensive new ships! 

In this connection, there has been the traditional] opposition of the 
labor unions to all forms of mechanization. Labor must realize that 
containerization and automation is one of the hopes for revival of the 
industry and that without these improvements the indication is that 
all employ ment generated by the industry will cease. 

The remaining factor could be in the process of being resolved 
in the conduct of this hearing. In other words, a compr ehensive i in- 
vestigation of the regulatory. and ratemaking policies and practices 
may reveal the need for some alteration of the regulatory statutes or 
the administration thereof, which could appreciably alleviate the eco- 
nomic pressures under which our domestic shipping is attempting to 
survive. This, I believe, is paramount to resolvement of the problem. 

A determination as to the merit or advisability of these possible 
solutions to the problems of our domestic deepwater shipping can 
undoubtedly better be made upon completion of all the testimony 
to be presented at this hearing. 

An important segment of our American-flag merchant fleet is on 
the verge of disappear ing from our national tr ansportation picture. I 
don’t believe this should be permitted to happen. I hope that we can 
take whatever steps are found necessary to prevent it and take them 
promptly. 

I shall, of course, remain available for such further discussion of the 
of the matter as you may desire. 


60470—60——-10 
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Tare 1.—U.S.-flag oceangoing ships actively employed in the coastwise and inter- 
coastal trades of the United States, by number, deadweight tons, and general vessel 
type by years, 1983-39 and 1948-59 


'Thousand gross tons and over] 



























































Total Combination Dry-cargo ships Tankers 
| ships 
ee ee | x. ais 
| | | 
Year ! | Total | Total | Total | Aver- | Total | Aver- 
| Num- | dead- | Num- | dead- | Num- | dead- age Num- | dead- | age 
ber |weight| ber | weight| ber | weight| dead- ber | weight| dead- 
tons | | tons tons | weight tons | weight 
| tons tons 
| Thou- Thou- Thou- | Thou- 
| sands | sands sands | sands 
Bleed dhe be beset deceit | 599 4,614 55 229 325 2, 198 6, 763 219 | 2,186 9, 982 
te Set! ta | 556 | 4,408 48 | 194 266 | 1,769 6, 651 | 242 | 2,441 | 10,087 
Eee REE CS 618 | 4,880 45 | 204 329 2, 231 6, 781 244 2,443 | 10,012 
a cithenhih pansehapsiibae 684 | 5,417 43 | 216 378 2,549 | 6,743 263 | 2,650 10, 076 
RE i te ail 698 5, 939 | 33 183 372 2, 544 6, 839 293 3, 210 10, 956 
ee ieteadh icdssntniechiitcinneriinces 582 | 4,983 | 25 93 299 2, 062 6, 896 258 2, 825 10, 950 
BNE $choadatann) 675 5, 833 28 | 120 350 2,444 | 6,983 297 | 3, 268 | 11,003 
7-year average.__- 630 | 5,153 |__.___- eck tad | 331] 2,257 | 6,808 | 259] 2,660 | 10,438 
ie oe itr es 370 | 4,829 0 | 0 99 958 | 9,677 271 | 3,871 | 14,284 
cs Mi ee eagnia | 427 5, 628 0 0 136 1, 304 9, 588 291 4,323 | 14,856 
Sisson cee 401 5, 271 0 0 135 1, 328 9, 837 266 3, 942 14, 820 
| eae ea ee | 413 5, 595 0 0 121 1, 159 9, 578 292 4,436 | 15,192 
PIR fie icctannenke | 413] 5,751 0 | 0 111 | 1,128 | 10,162 302 | 4,622 | 15,305 
| a ee 371 5, 260 | 0 | 0 102 1,012 9, 922 269 4, 248 15, 792 
eae, 377 | 5,377 0 0 104 | 1,067 | 10, 260 273 | 4,309] 15,784 
Stk hinndecceess 358 | 5,301 0 | 0 89 966 | 10, 854 269 4, 335 16, 115 
eee eee | 344 | 5, 255 0 0 80 839 | 10, 488 264 4,415 | 16,723 
El dagiecchenusaaaxct 338 5, 289 0 0 89 943 | 10, 596 249 4, 346 17, 454 
A cede dcioncdat 327 | 5, 454 | 0 | 0 83 889 | 10,711 244 4, 564 18, 705 
Sst dee | 323] 5,714 0 | o} 71 774 | 10,901 252 | 4,940 | 19, 603 
12-year average..-| 372 5, 394 | 0 0 102 1,031 | 10,138 270 | 4,363 | 16,148 








1 As of June 30 for years 1933-39, inclusive, and as of Dec. 31 thereafter. 


TABLE 2.—Total number of U.S.-flag oceangoing merchant ships actively em- 
ployed in the foreign, coastwise, and intercoastal trades of the United States 
by years, 1933-39 and 1948-59 * 


[Thousand gross tons and over] 








Coast- | Coast- 
Foreign | wise and Foreign | wise and 
Year Total 2 trade inter- Year Total 2 trade inter- 
coastal coastal 
trades trades 
WU ee a desde 997 398 599 POS bbb ics cckelocbaisial 1, 538 1, 125 413 
SE tekctaotiamecok 992 | 436 556 TO silo paicanae nee 1, 032 619 413 
thsi whiteteke 1, 042 | 424 618 cds nitcebaneton 959 588 371 
PR itech atic. o cnc 1, 104 | 420 684 I Si ea es 967 590 377 
Pee shake nnckace 1,116 | 418 698 SS ck cde mapeerainiatee 964 606 358 
el ta | 945 | 363 582 ROO tite Shel aad 1, 007 663 344 
Re a he 983 | 308 675 WE aa celta teccnica 896 558 338 
Average. __........ 1, 025 | 395 630 Mier 2 o84b ke 863 536 327 
IG ok dec ceecen 100 46 54 SE cuir as ares 843 520 323 
tees akawe 1, 276 906 370 BORD. < co émeesne 1, 037 665 372 
WAR de dhankdcicas 1,116 689 Oi \Pereents. 62.6654 100 64 36 
Fe ctiitnbatnninatgan 981 580 401 

















1 As of June 30 for years 1933 to 1939, inclusive, and as of Dec. 31 thereafter. 
2 Noncontiguous excluded. 
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TaBLE 3.—Total deadweight tonnage of U.S.-flag oceangoing merchant ships 
actively employed in the foreign, coastwise, and intercoastal trades of the 
United States by years, 1933-39 and 1948-59 * 


(Thousand gross tons and over] 




















Coast- | | Coast- 
Foreign | wise and Foreign | wise and 
Year Total? | trade inter- Year | Total? trade | inter- 
| } coastal coastal 
| trades | trades 
a 7, 968 3, 354 | 4,614 Be 17, 850 12, 255 5, 595 
WE Se kcdkcdatannae | 8, 152 3, 744 | Wy 43 Ser eee 12, 628 6, 877 | 5, 751 
I i phan eatin | 8, 526 3, 646 | ORG th Ss ce. 11, 844 | 6, 584 5, 260 
DN ice deen toc sien 9, 028 | 3,611 | Oy See it Beis na.~-<0yes-= } 12,117 | 6, 740 | 5, 377 
sada pidctinn shun | 9, 511 3, 572 | Oe Bes Oe i iccentnck 12, 210 | 6, 909 5, 301 
ee ee 8, 27 3, 288 <3 eee 12, 770 | 7, 515 | 5, 255 
Bois isccac was 8, 519 2, 686 | te ee 11,516 | 6, 227 5, 289 
BPUIAES < dccicnnsss 8, 568 3, 414 Ua 11, 405 | 5, 951 5, 454 
Bi ececcnccnc- 100 40 GBT TOUP Lnducancevanes } 11,441 5, 727 5, 714 
ES dlink Sock cc akinecp ae | 14, 815 | 9, 986 4,829 || Average..._.....__} 12, 821 7, 428 5, 394 
ice gtGiincasa ----| 13,386 7, 758 6, 628 |] Percent...........- | 100 58 | 2 
a ae 11, 875 6, 604 5, 271 || | 
| | 





1 As of June 30 for years 1933 to 1939, inclusive, and as of Dec. 31 thereafter. 
3 Noncontiguous excluded. 


TABLE 4.—Dry-cargo vessels in coastwise and intercoastal trade by design type, 
Dec. 31, 1959 


Numober Numoer 
Design of ships Design of ships 
OI hist tae cet ch canes ace caked 1 | T2-SE-Al (converted) ....._____ 2 
CRE mre eaten cate Te EIN oo eee 2 
C2-S-E1 (converted to trailer- Built under 1928 act. -_-._____ ~~ 1 
PRE Pinto toe eas akes 3 | Emergency Fleet Corporation 
ON ON Resa acetate at eee ices 6 (Wortd War 3) ciiscsescieives 1 
ac tetresreiceengaepastacaal 3 | Foreign construction-_.__._.___-___- ma 
Oe es ssc ce ake acne SELLS® (eenvelted)ociccnnsiccetn 2 
NIN hi Gieiciniie as cic crebscanaliaddbadi 6| Private construction-___.________ *5 
Ee i he cs a os 20 ——. 
PENG Osi visio nig ies amemenbe 14 TROON bs 5c.ci0 bh aacomibenee em 71 
Gwe (converte@) sce 2k 1 


1 Acquired by U.S. Government in 1946; delivered to Oliver J. Olson in 1950. 
21940 (1), 1948 (2), 1951 (2). 
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TABLE 5. 





Shipping companies engaged in dry cargo coastwise and intercoastal 
trade, number of ships owned, and area of operation, 1951-59 




















| Number of Area of operation 
| freighters oe ae 
| | Atlanticand | Pacific eoast- Intercoastal 
| gulf coastwise | wise 
PUNO BT E00. Bah a ee te — ee 
| 1951 1959 | | 
| 1951 | 1959 | 1951 1959 | 1951 | 1959 
enter eeere eee nN - SS ee _ - 
Total companies_......-...---------- 23 | 20 9 | 11 | 5 4 | 9 | 5 
Rape COC, Me. egal tee 120 | 61 44 | 28 15 6 61 27 
! _——E —E — — —— | — — = 
Liner service (common carriers): | | 
PI 5.5:t teekctcdocace | 69 36 9 | 8 | 3 2 57 | 26 
pn ahs arts _— | $$ — |_| —___j___ 
American Hawaiian Steamship | | | | 
0.. (dadks Bele A cach oad Tobe Bee kde i | poe Rants OE a acs miie © beouaceh 
Calmar Steamship Corp. (Beth- | | 
Ne 0. seks haces 8 O4232. 1-5 ee a oe we eee os : 8 | 9 
Coastwise Line__._-- he Be ees | 2 S Ricccbasubudae shes 2 | D ickeade Lcdzpacsaees 
Luckenbach Steamship Co-_- 21 @ tics caccuhcckvend SaEewebedasaacs 21 5 
Pacific Atlantic Steamship Co.!__| Deiat Bod a aoe Rete aes WE coasee 
Pan Atlantic Steamship Corp- -_| 4 ZT 4 Pekan lca saunestcsaeecuel a 
Pope and Talbot, Inc_-_.......- 5 itis. wit shied ee bob bust Riase es 5 6 
Olympic Steamship Corp. 5 1 Dh ccnces Ea aaacae | 1 N iictrccebliees en 
Seatrain Lines__-- | 5 5 5 De ee: Cen ee 
Waterman Steamship Corp. | 
(Arrow Line) ___- ; - Ot atewen. seetcees swanaccetacoukaletessscce 5 : 
Weverhseuser Steamship Co___-| 7 Oa sulk Boia ee ckabectandoc 7 | 6 
RO MIUE SIN ge Se ne os fone ne ee aie DS esectenpececee scl 
— ———<— —— =i — | = 
Blk service (industrial and contract 
carriers): | 
Teen whine. 2.220222: 51 | 25 35 20 12 4 4 1 
— itd ea ta io a - a I oeenremeent 
A. H. Bull Steamship Co__.... pistressnd ee | 2 Sdadaq steels 4<esdanaeaaon 
Constable Hook Shipping- ----_-_-_|} Ze le« WF Poenadake tnwdewtut na cewsae|we-eaUcelpaainesh 
Eastern Gas and Fuel-__--_---- 12 | 6 | 12 a Ee fiwee see sceak a spew attlas 
Marine Interests 3____..-......-- 5 | 5 Whe is isaisipla Pectin captcha shea eas we 
[et ©. 3. ae deeieseeabe 2 iis ccnceetemssye a 2 S lncnnmtdachanhi 
Oliver J. Olson & Co____..-.-.-- 8 | aE. ees 8 Besa eee ee 
Pocahontas Steamship Corp__-_-- 4 | 2 4 @ fascawevufeccwassstedecce es 
Permanente Steamship Corp-... Sik. Dei eas A dnncmpbesiatehbvepeanemdor 
Sprague Steamship Corp---.---- 7 2 7 ach wate lcasticcclonnnheea tina siw ade 
nN MONON, 62523. cacc inks cow eeane Be Ea ecicic ution eee ee setae ns 5 = 
Swe) Dati resenasseessesccwe ‘ Bt ek Bhs ecanaeneeaseesetcaswinaylowsickds io cwades 
M & J Tracy Steamship Co_-_-_-_- 2 1 2 | bho b as es ahisdat baa ta ieeeuael dak eine 
Terminal Steamship Co_-__-_.__-- 1 S Piaeeucn teak had attasomaas ih ecaies 1 1 
Union Sulphur & Oil__..__-- oe SRoccrila LS OREN os Voaloougo 5.3 Siipodi.. 
Bethlehem Steel Corp_-.-.------}..------ Rp madonna E hasaad ini die bce Seta decade SRAM ac ae 























1 Present name is Coastal Ships, Inc. 

2 Operated by Coastal Ships, Inc. 

3 Present name is Marine Navigation Co. 
4 Present name is J. J. Tennant Co. 


Senator Bartiterr. Thank you, Mr. Chairman. 

You cited at the commencement of your statement the decreased 
number of ships in the coastal and intercoastal trades now, compared 
with 1939. 

Mr. Morse. Yes, sir. 

Senator Barriterr. What is the situation in respect to the cargo— 
carrying capacity of the fleets then and now ? 

To make my question more direct, on the average would you say that 
each ship in service now would carry about the same amount of 
cargo ¢ 

Mr. Morse. It would vary. The tendency is that the ships are a 
little bit larger now than they were pre-World War II, but not sub- 
stantially. We have a number of Liberty ships that are in the trade. 
Those are 10,000-ton deadweight ton to 10-knot ships. Also some 
C-2 and C-3. Those latter categories are a little larger than the pre- 


World War II ships. 
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Senator Barrierr. The difference would or would not be substantial 
enough to make it desirable to have figures in reference to that factor, 
as well as total number of ships? 

Mr. Morse. I think it would be desirable. You will find several at- 
tachments to my prepared statement. Table 1, for example, gives the 
number of American-flag vessels by number of deadweight ton and 
general deadweight types by years, 1933 to 1939, and 1948 to 1959. 
So I think you will find there substantially all the material that you 
are requesting. 

Senator Barrierr. Thank you, sir. 

Mr. Morse. Also, there are several other tables that follow, five in 
all, that have considerable informational material. 

Senator Barrierr. In respect to the applications before the Ad- 
ministration, do these relate exclusively to intercoastal routes, or are 
there some coastal trades covered ? 

Mr. Morse. The two ships that are now being built I believe now 
in drydock are for coastwise operation on the Atlantic coast. 

There was an application that was pending for a year or so but 
has since been dropped for operation coastwise on the Pacific coast. 

Senator Barrterr. Was that for common carrier operation ? 

Mr. Morse. Common carrier operation in both instances. 

Senator Barrietrr. On page 7 of your statement, Chairman Morse, 
you quoted from the study made for the Administration and said in 
part, and I quote: 

One source of the difficulty is the Transportation Act of 1958 which states that 
rates of one carrier shall not be held up to a particular level to protect the 
traffic of any other mode of transportation. This reversed the previously 
existing national transportation policy under which the Interstate Commerce 
Commission had to take into account the effect on other carriers of a proposed 
rate reduction if the other carriers entered an objection to the reduction. 

Would you care to express an opinion, Mr. Morse, on whether you 
believe that this is serious enough so that the Transportation Act of 
1958 should be amended to restore the former situation ? 

Mr. Morss. This involves pretty high policy. Fundamentally you 
get down to the question of whether each form of transportation is to 
survive or fail entirely on its ability to compete on cost only with other 
forms of transportation. That is one facet of it. 

The other facet of it is for defense purposes you need to main- 
tain the various forms of transportation; even though one or more of 
the forms of transportation may not be competitive on a purely cost 
basis. 

Senator Bartietr. I should ask this, too. Do you agree with the 
conclusion reached by the study that the Transportation Act of 1958 
does that which your report says it does? There is a question about 
that, I understand. 

Mr. Morse. That is my understanding to be the fact, the law. 

Senator Barter. You understand that to be a fact. You agree 
with the study. 

Mr. Morse. Yes, sir. I am no expert on this particular problem, 
but that is my understanding of what the law is. 

Senator Bartuetr. On the following page, page 8, you said: 


I believe it appropriate that all domestic commerce come under the regulatory 
authority of one Federal agency. 
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Just what did you mean by that ? 

Mr. Morse. I think it impractical for two or three different forms 
of transportation to be regulated by different agencies. I think there 
would be such confusion, I think there would be much more confusion 
doing it that way than to have one single regulatory agency having 
supervision over all forms of the domestic transportation. For in- 
stance, if the Maritime Board were to have regulation over the coast- 
wise and intercoastal operators, as was done prior to 1940, the Board 
might make certain decisions as to the rates of that segment, but the 
ICC having jurisdiction over rails and truckers might have a different 
approach to the problems of the rails and trucks. So I think it is con- 
sistent, to have consistency, I think a single regulatory agency should 
have all forms of the competition within their jurisdiction. 

Senator Bartrterr. You make a reference on page 10 to the Joint 
Board bill which is pending with respect to commerce to Alaska and 
Hawaii. I don’t want to seek here to cloud that issue, which is stand- 
ing out all by itself. But as you spoke, it occurred to me that if the 
Joint Board concept is enacted into law, and proves workable, would 
that provide a possibility for later application to the coastal and inter- 
coastal trades ? 

Mr. Morsg. It might. You appreciate, of course, that the Joint 
Board idea arises because the ICC had jurisdiction of rails which we 
do not have—Maritime does not have; and Maritime has jurisdiction 
over the water trades between the continental United States and Alaska 
and Hawaii. 

Partly a matter, I suppose, of desire of each agency not to lose their 
jurisdiction that we suggested that there be a Joint Board set up, 
rather than for Maritime to try and absorb additional jurisdiction 
over the rails insofar as the cargo moving to Alaska and Hawaii, or, on 
the other hand, Maritime losing jurisdiction over the water carriers in 
those trades through the ICC. 

That was the background for suggesting the Joint Board arrange- 
ment. 

Senator Bartiett. Very gently, I thought, you related in your state- 
ment that the Maritime Board can do little in aid of the coastal trades 
except to write letters to the ICC, and therefore you aren’t very effec- 
tive, understandably, in assisting the maritime industry on our coast. 
Do you believe that the Maritime Board ought, by law, to have a more 
effective voice than it now has? 

Mr. Morsg. We have both filed letters and have also made appear- 
ances in some of the ICC proceedings, so it has been a little more than 
letter filing. But we have appeared as a friend of the court, if I may 
call it such, trying to present the position of the water carriers. 

I think our presentations were effective within the framework of 
the law. The problem is the framework of the law. 

Senator Barrtetrr. You appeared before the court but you aren’t of 
the court ? 

Mr. Morse. Correct. I am not suggesting that we should be a part 
of the court, either. I am suggesting that the frame of the law is the 
question of whether the national transportation policy, whether some 
protection to the water carriers should be required by law. 

Senator Bartierr. Can you give the water carriers at. this time the 
protection you think they ought to have? 
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Mr. Morse. Yes; I think it could be done. 

Senator Bartierr. Within the framework of existing law ? 

Mr. Morse. I am not qualified to answer that, sir. 

Senator Bartietr. Chairman Morse, you made certain definite rec- 
ommendations as to what could be done to improve the lot of these 
coastal operators. Those suggestions really are for subsidies of one 
kind or another, although not so stated, are they not? 

Mr. Morse. That is right. They are indirect subsidies. 

Senator Bartierr. I believe later on you expressed doubt whether 
they would suffice to do the job. 

Mr. Morse. Actually, title II, mortgage insurance, is a form of in- 
direct subsidy because it is a means of letting the credit of the Gov- 
ernment do the borrowing required by the operator. But the doubt 
that I have whether these suggestions will prove sufficient is indicated 
by the report that I quoted from, that is the report of Arthur D. Little 
& Co., actually, on the survey we had them make for the two pending 
applications. 

Here we were proposing to assist in the building of ships, speci- 
fically designed for lift-on lift-off operations in domestic trade, and 
yet this survey questions whether economic feasibility does exist. 

So what I am saying is the main — is finding a means of in- 
creasing their revenue and not simply a matter of providing them in- 
direct subsidy. 

Senator Bartrierr. You stated that very adequately yourself in your 
statement when you said, and I quote: 

The construction aids which have been suggested will be of little assistance 
if the owners are unable to realize a fair return on the investment involved. 

Mr. Morss. That is right. For example, this proposal of fast de- 
preciation write-off. That means nothing if they are unable to earn 
the depreciation. 

Senator Bartuert. As I look at it, a subsidy is a subsidy, no matter 
whether it is direct or indirect. I am wondering if these rounabout 
proposals might not be mostly an effort to diminish the squawks of the 
railroads. 

Mr. Morse. It may be, but some of these proposals, these roundabout 
procedures, would be giving to the unsubsidized segment privileges 
which are now granted to the subsidized segment. 

Senator Bartierr. Do you see anything wrong in that? 

Mr. Morse. I would prefer that everybody be able to stand on his 
own feet without assistance, but if you get to the point where you 
decide you must have this segment and news is no way of enabling 
them to survive without assistance, you get to the point where you sup- 
port it. 

Senator Bartterr. Yes; you so stated at the conclusion of your 
statement, Chairman Morse, when you said: 

An important segment of our American-flag merchant fleet is on the verge of 
disappearing from our national transportation picture. I don’t believe this 
should be permitted to happen. 

I would like to ask you this: From the standpoint of national de- 


fense, what in your opinion would be the consequences if the coastal 
and intercoastal fleet were to disappear entirely ? 
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Mr. Morse. It would be adverse in my opinion for two reasons: 

Firstly, the ships that are in the coastwise and intercoastal fleets are 
the ships that are immediately available to the Government in an 
emergency. They are not ships that are overseas, They are here in 
the United States on the shores of the United States. 

Secondly, we have a deficiency of fast cargo ships for mobilization 
purposes. If the domestic fleet disappears, the deficiency will be in- 
creased to that degree. 

Senator Barrierr. If the proposals you made here were adopted, 
and did not prove to be effective, and it became clear that the only 
manner by which the American- -flag merchant fleet serving our coasts 
could be preserved would be by way of direct subsidy, do you believe, 
Chairman Morse, that this is important enough from the national view- 
pea national concern, national interest, that such a subsidy should 

granted ? 

Mr. Morsr. That is my personal opinion. I have not checked out 
this personal opinion with Administration policy, so I am only ex- 
pressing my personal opinion. 

Senator Bartierr. You think it is? 

Mr. Morse. Yes, sir. 

Senator Barrierr. Thank you very much, Chairman Morse. 

Senator Lausche ? 

Senator Lauscue. I would like to ask a question. 

This, then, would be a new industry that would become the bene- 
ficiary of subsidies if that were the eventual course of the Congress; 
is that correct ? 

Mr. Morse. That is correct. I would not go for direct subsidy 
except as a last resort. 

Senator Lauscue. Do you know, Mr. Morse, that the other evening, 
after you had testified before the merchant marine subcommittee, 
the Surface Transportation Committee had a meeting at which ap- 
peared the mayors of a number of cities in our country, and they 
urged that we consider subsidizing the commuter service rendered by 
the railroads? Did you know of that ? 

Mr. Morse. I was not ware of it, but I have seen suggestions of simi- 
lar sort in magazines, 

Senator Lauscue. Do you know that they testified that this impor- 
tant service to the American public will disappear unless the Federal 
Government subsidizes it? 

Mr. Morsg, I was unaware of their statement, but I read similar 
statements. 

_ Senator Lauscue, For your OTT AHO, one railroad testified that 
ew Haven? 

Mr. Barron. That is the entire loss, Senator, for the passenger 
train operations of the railroad industry for 1 year. 

Senator Lauscur. The New Haven Railroad testified that it lost 
several millions a year, could not suffer that loss, and felt that the 
Federal Government had to do something toward giving it equality 
of treatment with others, and that maybe subsidies would be neces- 
sary. I give you that information. 

Since we met this year, we have this proposal that we subsidize the 
intercoastal service. Is that correct? 








are 
an 
e in 
tion 
in- 


ted, 
nly 
asts 
eve 
ew- 


yuld 


out 


mi- 


,0r- 
eral 


iar 
hat 
ger 


lost 
the 


lity 
ces- 


the 


DECLINE OF COASTAL SHIPPING INDUSTRY 147 


Mr. Morst. As I indicated before, I would oppose direct subsidy 
except as a last resort. 

Senator Lauscue. The other method of helping would be through 
indirect subsidies by way of tax privileges ? 

Mr. Morse. Yes, sir; or building ships at Government expense and 
selling or chartering those ships to the operators. 

Senator, I might call to your attention the fact that the domestic 
operators are obligated to buy their ships and have their ships con- 
verted in American shipyards. This is a condition I believe which 
is inapplicable to the rails, the trucks, and the airlines. 

Of course the rails, trucks, and airlines are able to buy all or most 
of their equipment in the United States more advantageously than 
buying it abroad. But that is not the case for the domestic water 
carriers. 

Senator Lauscur. Did you appear before this committee a vear 
ago when the fishing industry claimed that its fishing vessels were 
an indispensable part of our national defense and for that reason we 
should subsidize the acquisition of fishing vessels ? 

Mr. Morse. No. I donot believe I appeared at that hearing. 

Senator Lauscue. Are you familiar with the fact that this commit- 
tee approved a bill of that type, that for the defense of the Nation 
it was necessary to subsidize the fishing vessels ¢ 

Mr. Morse. No, I am sorry, I was unaware that such a bill was 
passed by this committee. 

Senator Lauscue. I believe that bill was passed by the Senate. 
Is that correct ? 

Mr. Barton. Yes, sir. 

Senator Lauscuer. In this session we are now talking about sub- 
sidizing in some manner the maintenance of the intercoastal fleet. 
A few days ago you appeared here and we discussed the removal of 
the ceiling in the nileidieniam of the building of the merchant marine 
vessels. Are you familiar that there was also before this committee 
a proposal that we guarantee loans to the aircraft industry in the 
acquisition of long-range planes ? 

Mr. Morse. Yes, sir. 

Senator Lauscue. And that they were indispensable to us in case 
of emergency ? 

Mr. Morse. Iam aware of that. 

Senator Lauscue. I want to repeat the question that I put to you 
the other day. Do you see any danger in this repeated argument that 
is made before the Interstate and Foreign Commerce Committee that 
these segments of our economy cannot survive unless they are sub- 
sidized ? 

Mr. Morse. Do I see any danger in the statements which are 
made—— 

Senator Lauscuer. Yes. That is the trend that we are moving in. 

Mr. Morsr. You were mentioning the other day that the probable 
effect of this is Government ownership of everything. 

Senator Lauscue. That is correct. 

Mr. Morse. Senator, my whole answer to this subsidy problem is 
simple: if we need a merchant fleet—and I will confine my comments 
to the merchant fleet—if we need a merchant fleet for defense pur- 
poses, and if it cannot survive without assistance, then we have to 
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provide assistance. If we don’t need it for defense purposes, then I 
think we ought to eliminate all subsidies. 

Senator Lauscue. I am inclined to agree with that, providing there 
is no other means of solving it. 

Mr. Morse. Right. That is why I said I would favor subsidy in 
domestic trade only as a last resort. 

Senator Lauscue. One thing further. When the wage increase was 
granted in the steel strike, the general impression left was that there 
would be no rise in prices. Isn’t it a fact that as far as we are con- 
cerned the first official information that we have of rise in prices 
is that we are called upon to increase the subsidies to these steel com- 
panies that build the merchant ships ? 

Mr. Morsr. Whether that is a direct result of the steel wage in- 
crease, I just can’t answer. 

Senator Lauscue. You can’t answer that? That was the testi- 
mony, that that was one of the causes. 

I think that is all, Mr. Chairman. 

Senator Barrierr. Chairman Morse, it is true, however, is it not, 
that in respect to this particular hearing the operators have not re- 
quested subsidies? 

Mr. Morse. No, sir. 

Senator Barrierr. You haven’t urged them? 

Mr. Morsz. I have not. To the best of my knowledge they have 
not requested direct subsidy. 

Senator Barrierr. The testimony has centered upon the conten- 
tion of some of the coastal and intercoastal operators that their prob- 
lems to a very great extent would be resolved if the railroads were 
not permitted to cut rates on specific commodities—— 

Mr. Morse. That is my understanding. 

Senator Barrierr. At the expense of the water carriers. 

Mr. Morse. Yes, sir; that is my understanding. I repeat, the only 
real justification that I see for a subsidy program, direct or indirect, 
either for the offshore fleet or the domestic fleet, is the need for na- 
tional defense. If we don’t need the fleet for that purpose I think 
the Government should discontinue the subsidy. 

Mr. Barron. Mr. Morse, on page 9 you speak of selective rate cut- 
ting by the railroads and the steps that might be taken to stop it. 
Allow me to pose a situation to you and obtain your opinion. Let’s 
assume that the railroad puts into effect a rate that is fully compen- 
satory to the railroads, that is, includes all its costs plus a substantial 
profit, but that rate will take the business from a coastwise or inter- 
coastal carrier. What in your opinion should be the national policy 
for handling such a situation ? 

Would you deprive the railroad of the traffic and keep the rates 
of the water carrier up, or would you allow the railroad to obtain the 
traffic? 

Mr. Morse. My personal views are that each form of transporta- 
tion, each industry in the country, no matter what it is, should survive 
or fall on its own merits, on its own ability to compete. But then 
there again if you are going to provide assistance to the water car- 
riers in the specific instance you would refer to, you could justify it 
only on the defense requirements. 
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But to answer your specific question, in my opinion the rails should 
be entitled to the cargo for this defense problem which may exist. 

Mr. Barton. In other words, you would let the railroad take the 
business, but you would subsidize the water carrier in some way to 
let them compete in other areas, possibly ? 

Mr. Morss. Yes, but only if they are required for defense purposes. 

I want to qualify the statement that I made, that we can justify 
paying subsidy only for defense purposes. I think that is perfectly 
true in the domestic trades. In the offshore trades there is interna- 
tional trade, and I think it is important that we have an American- 
flag fleet in the oversea trades of the world for the protection of the 
commerce of the United States, or in addition to the defense re- 
quirements. . 

Senator Lauscuer. Probably I ought to ask you this question. If 
you predicate your recommendation on direct or indirect subsidies 
so that we maintain an oversea fleet, what about the subsidy then 
that is likely to be asked by these railroads on the commuter service? 

Mr. Morse. All forms of subsidy, in my opinion, are a form of 
socialization. We are asking the public generally to support the par- 
ticular group or industry. 

Mr. Barron. Mr. Morse, you speak in your paper at several points 
of increased labor costs. Do you mean by that increase in the money 
received per month or per hour or per day, or do you mean increase 
in cost in unit of traffic handled ? 

Mr. Morse. In both respects. The stevedoring costs have gone up 
very substantially since the war, and also wage levels have gone up 
substantially since the war. 

Mr. Barron. As I understood both labor and management of the 
coastwise industry which appeared before you, they talked about 
reducing labor costs per unit of traffic. 

Mr. Morse. That is by means of substituting lift-on and lift-off, 
or roll-on and roll-off in place of the old-fashioned cargo handling 
methods. 

Mr. Barron. In those cases the costs are lower than they were prior 
to that improvement, are they not? 

Mr. Morse. It is my understanding that they have effected costs of 
handling a given unit of cargo by means of these improved techniques 
in cargo handling. 

Mr. Barton. Can you in view of that, make a general statement 
that labor costs have increased in these trades ? 

Mr. Morse. I was using the labor costs as referring to the wages 
which were paid, rather than unit cost. 

Mr. Barron. I am a little confused. Are you saying it doesn’t 
apply to unit costs, and only applies to wages, the absolute wage 
level received ? 

Mr. Morsr. There is no question but that wages have increased 
since the war, substantially, in both longshore and active seafaring 
activity. By means of palletization or containerization it is possible 
that the cost of handling a given ton of cargo is less than it was pre- 
viously, where it was handled by hand as a pure break-bulk operation. 

Mr. Barron. In view of that it is not quite accurate to say that 
labor costs have increased substantially, is it? 
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Mr. Morse. If I were to define it more, that the wage levels have 
increased, then it would be an accurate statement. 

Mr. Barron. Qualifying it more, you could say the unit costs are 
lower, could you not? Thank you, Mr. Morse. 

Mr. Grrsrern. You mentioned earlier the Arthur Little study 
which questioned the economic feasibility of constructing modern con- 
tainer ships in coastal and intercoastal trades, and one of the reasons 
they assigned was selective rate cutting by the railroad. Did they 
go into the cost factors? Did they come out with any comment on 
whether or not water transportation was the low cost form of trans- 
portation as opposed to railroads ¢ 

Mr. Morse. Yes, they did. I personally haven’t read that report so 
I can’t give you the specifics on it. But they did go into all facets of 
the competitive picture. 

Mr. Grinstein. Is that report available now ? 

Mr. Morse. It is available within Maritime. It isn’t public infor- 
mation. 

Mr. Grinstern. When you were talking about low-cost carriers, 
do you have any opinion as to whether or not the modern container 
ship would be a low-cost carrier as opposed to railroads on a basis 
of fully distributed costs? I am not talking about the break-bulk 
operation, but the container ship. 

Mr. Morse. The two applicants who are applying for this title I, 
as to which the Arthur Little study has been made, are not satisfied 
with the Arthur Little report. They are supplying additional in- 
formation to the Little organization trying to convince them that the 
Little organization report is incorrect. So these two people are ap- 
parently convinced that the water carriers on a lift-on, lift-off opera- 
tion would be competitive. 

Mr. Grinstern. And they would be making an investment on that 
basis? 

Mr. Morse. Yes, sir; to the tune of at least $25 million on one 
applicant. 

Mr. Grinstein. You mentioned before that the Federal Maritime 
Board has, I take it, essentially two responsibilities with respect to 
coastwise and intercoastal trade. One, which you might call promo- 
tional title II, and the survey such as that made in 1955; the other 
would be the right to intercede or become a friend of the court in 
cases pending before the ICC on behalf of the water carriers? 

Mr. Morse. Yes. I think that is also promotional in nature. 

Mr. Grinsretn. Do you have any responsibility to make a survey 
of the industry and bring that to the attention of the ICC? 

Mr. Morss. Not to the ICC, but I think to the Congress under our 
legislation. 

Mr. Grinstern. And that was the purpose, I take it, of the 1955 
report, among other things? 

Mr. Morse. Yes, sir. 

Mr. Grinstern. Are there any other responsibilities that the Fed- 
eral Maritime Board or the Maritime Administration has with re- 
spect to the coastwise and intercoastal carriers? 

Mr. Morse. None directly that I recall. 

_Mr. Grinstern. I have no further questions. 

Senator Bartierr. Senator Lausche? 
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Senator Lauscue. That is all. 

Senator Barrierr. Who isn’t satisfied with the Little report, Mr. 
Chairman ? 

Mr. Morse. The two people who are applying for mortgage insur- 
ance from us. They, at least, are still of the opinion that tl ley can 
convince the Arthur Little organization that their operation would be 
compet itive with the rails on any lawful basis. 

Senator Barrterr. When w as this report made? 

Mr. Morse. We received it, I — in December of last year, either 
December or January of this yea 

Senator Bartierr. How Senet was the company engaged in making 
the study and writing the report t? 

Mr. Morse. I think we gave them a total of 6 weeks’ time to make 
the survey. 

Senator Barrierr. Do you know how much it cost ? 

Mr. Morse. Yes, sir; $35,000. 

Senator Barrurrr. And you had them make it because you didn’t 
have available personnel within the Administration ? 

Mr. Morse. There was a couple of hundred million dollars involved 
here, and we wanted to have an independent survey by a recognized 
commercial organization to buttress the survey we were doing in- 
ternally. 

Senator Barrterr. And they had transportation experts on their 
staff ? 

Mr. Morss. Yes, sir. What we did on this thing was to solicit 
proposals from four, I believe, organizations. Arthur Little was one; 
Ebasco was another, Coverdale & Colpitz, and Stanford Research. 
We selected Arthur Little as being the least expensive and equal in 
quality. 

Senator Bartierr. This was a negotiated arrangement ? 

Mr. Morse. Yes, and the cost of this is being paid by the applicants, 
not by the Government. 

Senator Barrierr. By those who want the insurance? 

Mr. Morse. Yes, sir. 

Senator Barrierr. That was a good arrangement. You said that 
the companies are trying to persuade Arthur Little that Arthur Little 
is in error. Instead, shouldn’t the companies’ efforts be directed to- 
ward the Maritime Administration ? 

Mr. Morse. I should say that they are trying to persuade us. But 
then we are continuing to utilize Arthur Little to answer the sugges- 
tions that are being made to us by the applicants. 

Senator Bartierr. ‘Thank you very much. 

Mr. Grinstein ? 

Mr. Grinstein. Last year the Surface Transportation subcom- 
mittee held hearings on the stew ardship of the ICC. On page 88 of 
the printed hearings there is a chart. put in there, I believe by the ICC, 
bringing out the freight revenue and freight tons carried by coastwise 
and intercoastal carriers. It paints a rather rosy picture. 

Has the Maritime Administration or the Bo: “o compiled any simi- 
lar statistics to this? 

Mr. Morse. We also have the same national reports at Maritime. 
I notice that the domestic revenues rose from $78 million in 1948 to 
$148 million in 1957. That, I believe, covers both the common car- 
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riers and also the bulk carriers. I would like to supplement my com- 

ments with a brief report after we have an opportunity of checking 

these figures. ; 
(The following letter was submitted by Mr. Morse :) 


U.S. DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D.C., March 30, 1960. 
Mr. GERALD GRINSTEIN, 
Interstate and Foreign Commerce Committee, 
U.S. Senate, Washington, D.C. 

DEAR MR. GRINSTEIN: You will recall that during my testimony before the 
Senate Interstate and Foreign Commerce Committee on February 19, 1960, you 
inquired as to whether information contained in a statement of coastwise and 
intercoastal water traffic, prepared by the Interstate Commerce Commission, 
substantially conformed with similar information available to the Maritime 
Administration. 

The statement referred to above is contained on page 38 of Senate hearing 
report on stewardship of the ICC dated May 21, 1959. 

We have made an analysis of this information and find that on the basis of 
data available to the Maritime Administration the figures contined in the above- 
mentioned ICC statement are not properly representative of common carriage 
of commodities in the coastwise and intercoastal trades of the United States. 

Our analysis is confined to the information pertaining to domestic freight 
tons carried by common carrier oceangoing vessels of 1.000 gross tons and over 
for the years 1952 through 1958. Complete information in this respect is not 
available for years prior to 1952. There is shown below a comparison of the 
Maritime Administration figures with those contained in the ICC statement: 





Domestic freight, tons 








Year 
Maritime ICC report 
data 

a clried di coeces otbeen ei ailatsas illite tales manic bid cand aeaegatte 3, 926, 422 (4) 

RR Ae sete to 5 aise en beeelae eee dakedeatababebobitedannaasadua 5, 694, 250 7, 457, 742 
i a od Ee ee ceed ian kari aianma Men Geen ata annie amee ate 4, 624, 886 7, 554, 912 
Itai cheat pis csc aU el da ts im a sce Se koe 4, 425, 755 7, 144, 378 
EE: idickaicdbndodannedeiae doses babsanie beac asenan thane ae 4, 964, 911 6, 640, 236 
ao Oe ss cbtnienis ie bts mpimte baad mnie einnnsaa nana ae 5, 487, 791 7, 067, 878 
BE ho icndidaddnicakchomidninahbndubivunedshanemnbneaaatunatanmanwadacaal 4, 537, 993 6, 348, 809 


1 Not available. 


A direct comparison between the two sets of figures cannot be made due to the 
nature of inclusion or exclusion of cargoes or services. 

The primary source of the Maritime Administration figures is reports of the 
Board of Engineers for Rivers and Harbors (U.S. Army) prepared on a voyage- 
by-voyage basis. Those carriers operating berth or common carrier service have 
been segregated and their cargoes are reflected by the above figures. All other 
services such as contract and industrial are excluded. The Maritime figures 
constitute total movements by common carriers engaged solely in the domestic 
trade with no adjustment for particular commodities. Excluded from the 
Maritime figures are movements by common carriers such as the American 
President Lines that carry domestic cargoes on ships employed in foreign trade. 

The ICC figures are compiled from annual reports submitted to the ICC which 
are primarily financial in nature. These reports are filed by individual com- 
panies pursuant to part III of the ICC act. Due to the varying nature of com- 
pany operations, the reports include cargo movements and services not compar- 
able to the Maritime data shown above. For example, it was determined that 
the ICC figures include carryings by the Oliver J. Olson Co. on the Pacific coast 
and the Terminal Steamship Co. which operates intercoastal. Neither of these 
companies operates a common carrier service. 
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It is hoped that the foregoing satisfactorily responds to your inquiry on the 

subject. 
Sincerely yours, 
CLARENCE G. Morse, Maritime Administrator. 

Senator Bartierr. Thank you very much, Mr. Chairman, for giv- 
ing the committee your time and presenting this very helpful state- 
ment. 

Mr. Morse. Thank you kindly. 

Senator Barrierr. William b. Saunders, transportation consultant, 
44 Pennsylvania Building, Washington, D.C. 


STATEMENT OF WILLIAM B. SAUNDERS, TRANSPORTATION 
CONSULTANT, WASHINGTON, D.C. 


Mr. Saunpers. Mr. Chairman, I have a summary statement. May 
I pass that out ? 

Senator Barrierr. The committee will be glad to hear you. 

Mr. Saunvers. I am W. B. Saunders. I am a transportation con- 
sultant, head of Transport Facts, which is a statistical organization, 
and Saunders & Co., a consulting firm. I have been in the consulting 
field since 1947 and have been retained in a number of studies by rail- 
roads, trucklines, other carriers, airlines, ship organizations through- 
out the country, and as a result have had considerable experience with 
the problems before the Interstate Commerce Commission. 

I appear here today as an individual on my own, as a member of 
the public. 

I appear because I am deeply concerned about certain features of 
the procedures with respect to suspension matters before the Inter- 
state Commerce Commission. 

I felt that my experience might be helpful to the committee in evalu- 
ating some of the difficulties that exist in connection with competitive 
ratemaking problems. 

Over the years I have been struck increasingly by the fact that 
decisions of tremendous importance are reached at a staff level, at a 
point where the public is helpless to deal with the realities of the 
problem. Much of this arises because, particularly in recent times, 
new competitive forces are at work, great changes are being made, 
with great speed and rapidity as each carrier seeks to find that level 
at which it can best perform to meet its full revenue requirements. 
And in the natural process of things before the Interstate Commerce 
Commission matters occur, rates come in, and there is a very inade- 
quate procedure in my opinion for dealing with these situations. 

Insofar as costs are concerned I would like to confine my remarks 
to the cost features of the procedure. Insofar as costs are concerned, 
it unfortunately happens that due to the pressure of staff, limited 
availability of time, and limited availability of data, the work that is 
done in preparation of decisions before the suspension board is done 
in many cases by essentially clerical personnel. 

It is necessary for these people to give the suspension board quick 
judgment. They have to give the best they have available. Since 
very often the information is inadequate they have to use the broad- 
est averages. These matters are given to the suspension board which 
makes fundamental and far-reaching decisions on competitive rates 
for the future. 
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I am concerned about it because I think we can have incorrect de- 
cisions about the distribution of the future traffic of the country among 
the various carriers. 

What is especially a matter of concern to me is that in this proce- 
dure there is in fact no opportunity for redress for the aggrieved 
parties. Sometimes the aggrieved party is the railroad, sometimes 
the water carrier, sometimes a motor carrier or shipper, and all in 
turn at one stage or another may be aggrieved by a procedure in 
which there is really no adequate remedy. I am not speaking as an 
attorney because I am not an attorney, I am an economist. But it 
has been my experience and observation that courts refuse to review 
such matters as this. 

If a matter is handled in an unsound way, the aggrieved person 
is unable to find any solution. 

In the light of that I have some recommendations to offer which 
might suit or smooth some of the present difficulties. 

1. Decisions of far-reaching importance are made on inadequate 
information. 

2. Much cost evaluation is necessarily done by clerical personnel 
using broad averages as best available information. 

3. “Wrong decisions about the compensativeness of particular rates 
can easily be made as a result. 

4. There is no adequate remedy for a bad decision in a suspension 
matter. 

tecommendations on suspension procedure : 

1. Any petition for suspension which alleges rates to be noncom- 
pensatory must make some prima facie showing. 

2. Such petitions should be submitted to the cost section promptly 
for review and analysis. 

The suspension board should promptly notify the proponent of 
the rate and request current information on traffic and operating char- 
acteristics of the movement under consideration. 

4. The required information should be supplied to the Cost Sec- 
ti ion as well as to the protesting carrier. 

». Workpapers of the cost section should be made available to the 
proponents : and protestants so that if errors exist they can be corrected. 
Advantages of proposal : 

1. Decisions of the ICC based on better facts means less chance of 
miscarriage of justice. 

2. The proponent of reduced rates will become prepared to evaluate 
them himself before the rates are published and fewer doubtful rate 
proposals will be filed. 

3. When the ground rules are clearly laid out, the carriers generally 
will know better where they stand and there will be less litigation. 

In the first place I think sometimes suspension petitions can be 
merely delaying tactics and I think that can be an unfair process. 

So that insofar as allocations are made that proposed rates are not 
compensatory, it would be my recommendation that the party making 
the suggestion that the rate is not compensatory, must make some 
showing other than merely saying it is not compensatory. He can 
refer to some of the average char acteristics or comparison with other 
rates where the particular rate is shown to be far below the other rates 
which have been found to be closely compensatory. 
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Further, while at the present time the tendency is to submit these 
matters to the cost section, they are often deferred until the last pos- 
sible moment and it would be vital in the interests of justice to have 
these matters submitted as promptly as possible for the cost section to 
review. 

If the cost section finds some indication that there is an area of 
doubt—and the areas can be substantial in my experience—then I be- 
lieve we ought to have a procedure whereby the suspension board 
would notify the carrier who proposed the low rate that his rate was 
being questioned, and ask that he supply promptly certain specified 
information as to the traffic, the operating characteristics, so that the 
staff and the suspension board—the staff of the Commission and the 
suspension board—would be in a position really to come to some judg- 
ment about the practical realities and circumstances in connection with 
the handling of traffic. 

If that material were supplied to the cost section as well as to the 
protesting carrier, we would then have an opportunity in a relatively 
simple way to come to grips with the facts. Thereafter, the cost sec- 
tion could provide results, tests of the rates, and make the result of its 
tests available to other parties. 

I think this procedure would be an extremely valuable one because 
in the first place we would have decisions that would be based on 
facts rather than on rough approximations, and this would mean far 
less chance for miscarriage of justice. 

Another reason why I “believe it is essential that something be done 
in this area is that in the long run if we know—if all the carriers 
know that the proponent of a reduced rate has to defend it, he him- 
self is going to become conditioned to evaluating that proposal before 
he filesthe rate. I think this is in the interest of all carriers. 

If he evaluates it himself, and decides what the actual circumstances 
are and whether he is in fact can support the rate, he will be more 
careful when he files it and there will be less controversy in the future 
about the particular rates as they are filed. 

In broad terms, I would say that once we have an effective system 
of ground rules, clearly laid out for everybody to work with and to 
live within, then I believe the carriers generally will know where they 
stand, will have a lot less cases before the Interstate Commerce Com- 
mission, and we will have a better rate structure. 

Senator Barriterr. Thank you, Mr. Saunders. 

Senator Lausche? 

Senator Lauscue. As a matter of information, is the right to sus- 
pend applicable both in applications for increased and reduced rates ? 

Mr. Saunpers. Yes, sir. 

Senator Lauscue. You speak of only the applications for reduced 
rates, but you do have in mind both; is that it? 

Mr. Saunpers. They should certainly be covered by the procedure. 

Senator Lauscue. Your suggestion is that they at least establish a 
prima facie case. 

Mr. Saunpers. That is correct. 

Senator Lauscue. Before the requested rate is put into effect ; is that 
correct ? 

Mr. Saunpers. Well, that is to say that the—there are thousands of 
rates, sir, that are filed where there isn’t any particular controversy. 

60470—60—11 
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And as to those, they ought to be published and in the absence of 
protest allowed to goin. But when a rate is protested—and this is a 
relatively small percentage of the rates, although representing per- 
haps many millions of dollars—as to those rates the protestant should 
give the Commission something to work on, some reason why the rate 
ought to be suspended, suffic ient so that the staff could then require 
information from the proponent of the rate to defend. In other 
words, I am saying that the protesting carrier can’t really prove that 
a rate is noncompensatory because he doesn’t have access to all the 
facts. But he can have some rough indications of the facts, and the 
Commission could then develop quickly enough facts to decide whether 
it is worth suspending the rate. 

Senator Lauscue. Is this rule that you are speaking about appli- 
cable in the merchant marine and the Interstate Commerce Commis- 
sion / 

Mr. Saunpers. I am not sure how it works. It is applicable as to 
interodental and 

Mr. Barton. Yes; it is, Senator. 

Senator Lauscnp. It is applicable also to the railroads. 

Mr. Barron. The period of suspension is a little different. Four 
months under the ones granted by the Maritime Commission as op- 
posed to 7 months for those granted by the ICC. 

Senator Lauscue. That is all that I have, Mr. Chairman. 

Senator Barrierr. Mr. Saunders, can the reforms you have recom- 
mended be accomplished administratively, or will legislation be re- 
quired ¢ 

Mr. Sacunpers. I am not an attorney, sir, but I believe that these are 
all entirely within the power of the Commission, unless it were to 
develop that. additional time was required. I don’t believe additional 
time is required, and therefore I believe it could all be handled inter- 
nally by the Commission. 

Senator Barrierr. With reference to the recommendation No. 2, 
you say such petitions should be submitted to the cost section promptly 
for review and analysis. 

Is there a very considerable lag at this time in such submission ? 

Mr. Saunvers. Yes, sir. It has been my experience that the tend- 
ency is to try to hold the material until everything is in, and at the 
last minute the cost section is asked to take a look, and in effect it 
amounts to a couple of hours to review some case. I think that isa 
practical problem that is partly staff difficulty. 

Senator Barrierr. Were these papers held ? 

Mr. Saunpers. They are held by the suspension board. 

Senator Barrierr. And how long a delay may result? Can you 
give us an example? 

Mr. Saunpers. Without referring to specific commodities or cases, 
I am aware of situations in which the cost section had to act a day or 
two before the suspension decision had to be made. In other words, 
let’s say on Thursday afternoon if the Commission had to decide b 
Friday. This puts considerable pressure on a limited staff and wit 
limited information it is difficult to see that we get really true evalu- 
ation of the Commission of the problem. 

Senator Barrierr. Why is it this way, do you think ? 
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Mr. Saunpers. I think it is in part because we don’t really have an 
aggressive procedure laid out, spelled out, requirmg the supplying of 
data, the turning over of all these problems to a technical staff as 
promptly as possible. I think it is essentially an administrative 
matter. 

Senator Barrierr. And you say that the policymaking officials in 
too many cases necessarily make their determinations, whether hastily, 
based upon conclusions rei ached by clerical personnel which they 
simply don’t have time to inquire into themselves ? 

Mr. Saunpers. That is right. I think in effect over the last few 
years we have been so concerned over cutting down the timelag, that, 
if you will, we may have had a little shift of emphasis from quality 
toward quantity. That applies in the case of this suspension problem 
as well as per haps broader 1 issues. 

Mr. Barron. Mr. Saunders, in order to give an idea about the time 
involved in the suspension procedures, described the suspension pro- 
cedure briefly as to time, and what the parties must do, and how much 
time the Commission has in which to act. 

Mr. Sacnpvers. The basic consideration that I am concerned with 
here is this period within the first 10 days after a petition for suspen- 
sion has been filed. The carrier files a rate. Within a week or two, 
possibl y—— 

Mr. Barron. The rates ordinarily become effective within 30 days. 
So a marks the boundaries of time for action. 

Mr. Saunpers. That’s right. Asa practical matter, the carrier who 
is concerned about that rate has to have several days before he finds 
out about it in the ordinary case of publication and so forth, and a 
little time to sort of turn around and decide whether or not he is 
affected by it. So that in the normal situation a week goes by before 
he can file something in protest. 

Thereafter the Commission will take as much time as it can, but 
typically they will try to get an answer to the suspension within 10 
or 12 days in order to keep within the statutory period. It is the 
problem of getting a letter to the Commission—having the Commis- 
sion communicate in turn with the proponent of the rate, and having 
the proponent of the rate file a reply. All of this is where the calen- 
dar days get used up. And then the file is turned over to the technical 
staff to evaluate. And at that point you are usually very close to 
the zero hour. 

Mr. Barron. Do you think costs are the major factor considered by 
the suspension board in deciding whether to suspend or not to suspend 
a proposed rate ? 

Mr. Saunpvers. I wouldn’t say they are the most important. They 
are certainly an important factor. 

Mr. Barron. I take it that the crux of your testimony is, Mr. 
Saunders, that you think the Commission needs ground rules that will 
be understood and observed by all, thereby taking a great deal of the 
uncertainty out of the suspension process. 

Mr. Saunvers. That’s right. I think it would, two ways at the 
present time. In some cases I think we have carriers who don’t 
try to get rates suspended because they feel it is no use because they 
have had some particularly bad experience. On the other hand we 
have had cases I think where carriers automatically file protests, 
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figuring that maybe it will delay the thing and maybe they have 
a fighting chance of possibly knocking out some rate. I think we 
are getting into a sort of random system of justice under that pro- 
cedure. The ground rules would eliminate a lot of that uncertainty. 

Mr. Barton. Do you think that a proceeding and rules similar to 
those laid out by ICC recently for fourth section matters would be 
appropriate in the case of suspension procedures? 

Mr. Saunpers. Are you saying would it be desirable to have a pro- 
ceeding in which the ground rules could be explored and then a 
decision reached ? 

Mr. Barton. Yes. 

Mr. Saunpers. Yes, I think that would be a very helpful way to do 
this. There are many technical features which you can’t deal with in 
a casual way, and it would be helpful to have the views of all the in- 
terested parties before the Commission so that a set of rules could be 
laid out that would really work and that all would understand. 

Mr. Barton. Thank you, Mr. Saunders. 

Senator Lauscue. Just for information, when the petition is filed 
and no protest follows, what, under the law, happens ? 

Mr. Saunpers. The rate automatically goes into effect within the 
statutory period. 

Senator Lauscue. At the end of 30 days? 

Mr. Saunpers. That’s right. 

Senator Lauscue. If a protest is filed, does that mean there is a de- 
lay, or is it usually decided within the 30 days? 

Mr. Saunpers. It is decided within the 30 days. Occasionally, 
through the cooperation of the parties, there may be an agreement to 
hold up the publication, the effective date. But technically the 30- 
day rule applies. 

Senator Lauscue. You made the statement that there was, for a 
period, large protests about delays in putting into effect the petition 
for changed rates. Did I correctly understand you on that? 

Mr. Saunpers. Perhaps I didn’t understand your question. 

Senator Lauscue. To illustrate, in the surface transportation hear- 
ings, I believe, the railroads complained vigorously that they were 
prejudiced in their operations because of the delay of acting upon their 
petitions for changes in rates, and they were asking for greater dis- 
patch. Am I correct? 

Mr. Barron. I think the railroads have particular reference to 
cases that have been formalized, like requests for general increases, or 
cases in which rates have been suspended and formal hearings have 
been held. 

Mr. Saunpers. It is the suspension itself which causes the real de- 
lay. When the Commission decides to suspend the rate, then the in- 
vestigation period can be applied. 

Senator Lauscue. Under No. 4 of your comments, you say, “There 
is no adequate remedy for a bad decision in a suspension matter.” 
Will you explain that? 

Mr. Saunpers. Yes, sir. What I mean there is that if I am a motor 
carrier or railroad, or water carrier who files a rate intended to either 
keep certain traffic or to attract certain traffic, and this may be an im- 
portant matter in terms of my total revenue need, it may be an impor- 
tant segment of traffic: if the decision not to let me get that traffic is 
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based on superficial analysis of the facts as to my problems and my 
economic condition, my costs, and so forth, the only solution I have 
is to try to file a w hole new sy stem or an alternative form of rate struc- 
ture. During that time it is such a longrun process that if I really 
depended on that traffic, as I say, in the long run we would all be dead 
and the carrier would suffer. 

The contrary is equally true. The carrier who is faced with the 

competition of another carrier who proposes to reduce a rate and take 
away traffic, if the Commission makes an erroneous decision and takes 
away my traffic, by the time I have filed a complaint and taken several 
years to have it heard and decided, the movement may have disap- 
peared entirely and I may have disappeared entirely. 

Mr. Grinstrern. Do you think that it would be more helpful in ful- 
filling the policy laid down in 1940 if the Suspension Board had be- 
fore it some survey of the Commission of the protesting industry? In 
other words, let’s say the competing form of transportation is pro- 
testing the water carriers. Would it be helpful if the Suspension 
Board had before it a survey of the water carrier industry ? 

Mr. Saunpers. I would think they would be generally familiar with 
the conditions in any case, or should be generally familiar with the 
condition of the carriers that they are regulating. But specifically 
I would say that each case ought to be considered in the light of those 
facts as to the circumstances of that case. 

I don’t think it would be right to decide one case in the light of cir- 
cumstances that occurred in some other territory or some other situa- 
tion or some other commodity. 

They certainly ought to know generally what the condition of the 
carriers as a whole is. 

Mr. Grinstein. To your knowledge do they now take that into con- 
sideration ? 

Mr. Saunpers. It is a little hard to probe within the minds of peo- 
ple that you deal with. But I would say that as to water traffic there 
isn’t a great deal of familiarity with the economics of water trans- 
portation in the Commission. I think there is general familiarity 
with the condition of rail and truck lines. That is just a—that has 
to be necessarily a casual or superficial eaten, however. 

Senator Barrietr. Thank you, Mr. Saunders. 

Mr. Alvin Shapiro, vice president, Ameri ican Merchant Marine In- 
stitute, 919 18th Street NW., Washington, D.C. 

(No response. ) 

Senator Bartrierr. Mr. M. C. X. Coy sap manager of transportation, 
Allen Wood Steel Co., Conschocken, Pa 

(No response. ) 

Senator Bartierr. Mr. Charles R. Seal, general counsel, Virginia 
State Port Authority, Norfolk, Va. 

Weare glad to have you, Mr. Seal. 


STATEMENT OF CHARLES R. SEAL, AMERICAN ASSOCIATION OF 
PORT AUTHORITIES, NORFOLK, VA. 


Mr. Seat. Thank you, Mr. Chairman. 

My name is Charles R. Seal and my business address is 254 Granby 
Street, Norfolk, Va. I am appearing on behalf of the American As- 
sociation of Port Authorities, the membership of which is composed 
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of governmental agencies and others engaged or interested in port 
operations or development; their general purpose being the advance- 
ment of ports and their commerce, facilities, and services, including 
domestic water service. 

The membership of the association represents more than 100 prin- 
cipal U.S. ports of commercial consequence on all coasts of the country 
and the Great Lakes. The ports represent a major segment of the 
public interest and the national defense that would be adversely 
affected by unrestrained carrier competition. 

My statement will be directed more particularly to the question of 
competitive rates as between the domestic water carriers and com- 
peting land carriers, primarily the railroads, and the application of 
section 15a(3) of the Interstate Commerce Act to such rates. 

In that connection, I wish to place in the record the following reso- 
lution which was unanimously adopted by the U.S. Corporate Mem- 
bers of the Association at its annual meeting last December : 

RESOLUTION No. E-17—Regarding intercoastal and coastwise shipping serv- 
1Ces ; 

Resolwed, That The American Association of Port Authorities views with 
grave concern the present threat to the continued existence of U.S. intercoastal 
and coastwise shipping as a result of the failure of section 15a(3) of the Inter- 
state Commerce Act, and the interpretation and administration thereof by the 
Interstate Commerce Commission, to control destructive competitive rate-cutting 
practices that are contrary to the national transportation policy which declares 
it to be “the policy of the Congress to provide for fair and impartial regulations 
of all modes of transportation subject to the provisions of this Act * * * to the 
end of developing, coordinating, and preserving a national transportation sys- 
tem by water, highway, rail, as well as other means to meet the needs of the 
commerce of the United States * * * and the national defense.” The American 
Association of Port Authorities therefore calls upon the Interstate and Foreign 
Commerce Committees of the Senate and House of Representatives to reexamine 
section 15a(3) of the Interstate Commerce Act and the administration thereof 
by the Interstate Commerce Commission, and requests that such reexamination 
will include an investigation and analysis of Interstate Commerce Commission 
actions and interpretations to date under section 15a(3) which are causing 
and threatening to cause wholesale diversion of volume commodities to the 
degree that the continued existence of intercoastal and coastwise shipping is 
placed in grave jeopardy. 

I should like to preface my discussion of that basic question with 
brief references to the importance of domestic water transportation 
to the ports of the country, the local and national economic benefits 
from such transportation and commerce, the importance of domestic 
shipping to the national defense in times of war emergency, and the 
present condition of domestic deep-sea water service as compared 
with the prewar era. 

In its consideration of an application of the War Shipping Adminis- 
tration for temporary operating authority to restore, through the use 
of the former operators and its agents, coastwise and intercoastal 
service which had been discontinued during the last war, the Inter- 
state Commerce Commission, in its decision, commented : 


The dependency of ports and coastal areas upon the existence of water trans- 
portation is well known. The economy of such areas, to a large extent, is 
founded upon the availability of such transportation, without which a large 
part of their economy would not have been developed, and with the discontinu- 
ance of which a large part of their normal economic activity will cease to exist. 
* * * With the cessation of employment in war plants, bases, and the like, 
it is necessary that there be a prompt restoration of peacetime business activity. 





ort 
ice- 


ing 


‘In- 
try 
the 
ely 


1 of 
om- 


. of 


eso- 
em- 


serv- 


with 
astal 
nter- 
y the 
tting 
lares 
tions 
>» the 
Sys- 
f the 
rican 
reign 
mine 
ereof 
ation 
ssion 


1 the 
ared 


\inis- 
e use 
astal 
nter- 


trans- 
nt, is 

large 
ntinu- 
exist. 
» like, 
tivity. 


DECLINE OF COASTAL SHIPPING INDUSTRY 161 


A normal coastwise water transportation is indispensable to such reconversion 
in these areas. The national transportation policy states that the end of 
regulation is the development, coordination, and preservation of a national 


transportation system “adequate to meet the needs of the commerce of the 
United States, * * *” 


The Commission further said: 


As indicated above, coastwise and intercoastal shipping normally is an inte- 
gral part of the national transportation system. The tonnage moved in this 
service before the war was substantial. * * * The cessation of the war makes 
it immediately necessary to resume the normal services of the companies which 


were suspended by reason of the war. 

The defense value of vessels engaged in the domestic trades was 
forcefully described by the Maritime Administration in a 1955 report 
entitled “A Review of the Coastwise and Intercoastal Shipping 
Trades,” as follows: 


Vessels engaged in the U.S. coastwise and intercoastal trade are important 
to the national security in various ways. They provide the country with a 
substantial amount of transport capacity which is readily available upon the 
outbreak of hostilities for the outward movement of troops and supplies * * *. 


The report further notes that— 


Twice during the present century, in World War I and again in World War II, 
the United States had no alternative except to requisition all of the seagoing 
vessels operating in the coastwise and intercoastal trades and the break-bulk 
ships operating in the Great Lakes trade capable of oceangoing navigation and 
to place these vessels at the disposal of the military forces transporting troops, 
equipment, and supplies to the various theaters of war. 

Before going into the current competitive rate and regulatory 
problems of the domestic operators, I would like to refer br iefly to 
present-day domestic shipping as compared with the prewar volume. 

Prior to World War II, the coastwise and intercoastal services were 

major segments of the U.S. merchant marine. Some 11 companies 
were operating in the Atlantic and Atlantic-gulf trades. Only two 
of these companies are in service now, namely, Seatrain Lines and 
Pan-Atlantic, which limit their oper ations to the varriage of cargoes 
in railroad cars or vans and containers. 

In the intercoastal trade, 14 companies were operating between 
Atlantic and gulf ports and the Pacific coast. Now there is only one 
carrier in operation between the gulf and the Pacific coast, with 
somewhat limited service, and four companies that maintain regular 
two-way schedules on the Atlantic-Pacific run. 

Two other companies provide Pacific-Atlantic service in connection 
with their foreign operations, one of them eastbound only. During 
the 1930's between 150 and 200 vessels were engaged in the inter- 
coastal service. My best information is that the number in regular 
service now does not exceed 40. 

The tonnage of cargo moving in the intercoastal trade in 1958 was 
about 50 percent of that handled in 1939. I do not have tonnage 
figures for the several coastwise trades, but one of the principal Pa- 
cific coast ports advises that its coastwise general cargo tonnage in 
the 1958-59 fiscal year was about 18 percent of that in fiscal 1935-36, 

A research report issued in November 1959 by the National Academ 
of Sciences-National Research Council, publication 748, entitled “The 
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Role of the U.S. Merchant Marine in National Security,” contains 
this comment with respect to the coastwise and intercoastal trades: 

The other primary difficulty in this trade is freight rates. The complaint of 
the coastwise ship operators is that inland carriers, principally railroads, are 
permitted to engage in discriminatory rate cutting in competition with water 
earriers, absorbing the rate reduction by higher rates where there is no water 
competition. 

The reestablishment and preservation of this segment of the U.S. merchant 
marine could prove a vital national asset by increasing the national shipping 
capability and by contributing to the economic growth of the United States 
and a balanced transportation system. 

This brings me to the basic purpose of the association’s interest in 
this study and of my appearance here. As I have indicated, this 
directly concerns section 15a(3) of the Interstate Commerce Act, 
which was added by the Transportation Act, 1958, and the Interstate 
Commerce Commission’s regulatory administration of that section. 
Section 15a(3) reads as follows: 

(3) In a proceeding involving competition betwen carriers of different 
modes of transportation subject to this act, the Commission, in determining 
whether a rate is lower than a reasonable minimum rate, shall consider the 
facts and circumstances attending the movement of the traffic by the carrier 
or carriers to which the rate is applicable. Rates of a carrier shall not be 
held up to a particular level to protect the traffic of any other mode of trans- 
portation, giving due consideration to the objectives of the national transporta- 
tion policy declared in this act. 

This new section or subsection was recommended by the Senate 
Committee on Interstate and Foreign Commerce and enacted by the 
Congress in lieu of legislation urged by the railroads that, in the 
words of the committee, “would restrict substantially the authority of 
the Interstate Commerce Commission in this field.” 

The substance of the rejected railroad proposals was that in the 
exercise of its power to determine and prescribe reasonable rates for 
carriers subject to the act, the Commission shall not consider (1) 
the effect of such rates on the traffic of any other mode of transporta- 
tion, or (2) the relation of such rates to the rates of any other mode 
of transportation, or (3) whether such rates are lower than necessary 
to meet the competition of any other mode of transportation. 

These proposals would have deprived the Commission of any ap- 
preciable control over competition between the different modes of 
transportation and would have left without meaning the expressed 
intent of the national transportation policy that the act shall be ad- 
ministered and enforced to prevent “unfair or destructive competitive 
practices.” 

In recommending the subsequently enacted section 15a(3), the com- 
mittee referred to the Commission’s 1945 decision in the case entitled 
“New Automobiles in Interstate Commerce” (259 I.C.C. 475) in 
which the Commission said, among other things: 

There appears no warrant for believing that rail rates, for example, should be 
held up to a particular level to preserve a motor rate structure, or vice versa. 

The committee stated that the purpose of the recommended sec- 
tion 15a(3) was— 
in effect, to admonish the Commission to be consistent in following the policy 


enunciated in the Automobile case, thus assuring reasonable freedom in the 
making of competitive rates. 
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During the interim between its decision in the Automobile case and 
the enactment of section 15a(3), the Commission had followed a policy 
of so controlling proposed reduced rates of one mode of transporta- 
tion to meet the competition of another mode as to prevent destruc- 
tive competition, which reflected its own interpretation of the meaning 
of its announcement in the Automobile case. 

Thus, in numerous such cases, the Commission found that, while 
the proposed rates under consideration would be reasonably com- 
pensatory, they were lower than necessary to meet. the competition 
sought to be met and, in consequence, that the rates were not shown 
to be just and reasonable. Representative decisions on this point are 
“Scrap Iron From New Orleans and Mobile to St. Louis and Chicago” 
(272 ICC 781); “Petroleum Products From Los Angeles to Arizona 
and New Mexico” (280 ICC 509); “Pig Lead From Texas to St. 
Louis and East St. Louis” (292 ICC 797) ; and “Scrap Tobacco From 
Newark, N.J., to Selma, Ala.” (293 ICC 427). 

It may be presumed, therefore, that it was not the intent of the 
Congress in enacting section 15a(3) to prevent the Commission from 
endeavoring to preserve balaneed or wholesome competition as dis- 
tinguished from destructive competition. 

It is not clear, on the other hand, however, that the Commission 
has so interpreted and administered section 15a(3). Its decision in 
the several cases which have brought before it issues under that sec- 
tion leave considerable doubt as to its policy and what it considers 
the purpose of the section to be; and, in fact, in one of these pro- 
ceedings, the so-called Paint case, 1 & S Docket No. 7027, decided 
August 27, 1959, one of the Commissioners, in a separate expression, 
stated in part that: 

The transportation world has regarded this proceeding as bringing squarely 
into issue the legislative purpose and effect of section 15a(3) of the Interstate 
Commerce Act * * *, I do not see how this report sheds any light on the mean- 
ing of section 15a(3) except possibly for carriers and shippers of paint in official 
territory at the rates proposed. For more than a year, a debate has been raging 
concerning the extent, if any, to which the rule of competitive ratemaking was 
changed by the Transportation Act of 1958. That vitally important question is 
left unanswered.* * * 

The Commission has dealt with competitive rate adjustments under 
section 15a(3) in several subsequent decisions, but the overall policy 
and intent of that section still is not clarified. The latest of these, in 
the Pan-Atlantic case, I & S Docket No. M—10415, decided February 
10, 1960, and the accompanying dissent, show fundamental] differences 
of view within the Commission as to the meaning of the section in 
itself and in relation to other provisions of the act. 

Also, there appears to have developed a tendency within the Com- 
mission, since the enactment of that section, to exercise less restraint 
than theretofore against proposed reduced rail rates to meet water 
competition. In various instances of protested proposed reduced com- 
petitive rail rates, the Commission has permitted such rates to become 
effective instead of exercising its protective power of suspension. 

It may well be that the Commission, like some of the the rest of us, 
is itself confused as to what really was the intent and policy of the 
Congress in enacting section 15a(3). In the circumstances, there ap- 
pears to be urgent need for a clarification of policy with respect to 
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regulation of competitive rates; and the establishment of policy stand- 
ards is, of course, the function of the Congress. 

The present situation respecting competitive rates between rail car- 
riers and domestic water carriers, threatens virtual extinction of 
domestic coastal shipping. This condition tends to create uncertainty 
as to the future of these trades even with the use of cost-reducing 
technological advancements such as the van or lift-on, lift-off type of 
vessel. 

In this connection, two of the former major operators in the inter- 
coastal trade—American-Hawaiian and Pan Atlantic—have been de- 
veloping plans for reentering the trade with four vessels each of the 
van or container type. 

Each of these companies has filed a ship mortgage and loan insur- 
ance application with the Federal Maritime Board, which has been 
conducting a study into the feasibility of the proposed operations un- 
der present competitive conditions. 

Whether these plans succeed, and the success of similar plans for 
operations on the Atlantic and Pacific coasts and the Great Lakes, will 
depend in large measure upon the regulatory policy of the future. 
The imperative need for a policy in lieu of the present state of con- 
fusion that will afford domestic deepsea shipping reasonable oppor- 
tunity to survive cannot be overemphasized. 

Senator Bartietr. Thank you, Mr. Seal. 

Mr. Barton. Mr. Seal, I would like to ask you the question that I 
asked Mr. Morse a few moments ago. 

Assume that a rail line wishes to put into effect a competitive rate, 
that covers all its costs and a reasonable profit, and that this rate is 
sufficient to take the business from the water carrier, resulting in severe 
damage to the water carrier. What should be the national policy in a 
situation of this kind ? 

Mr. Seax. Of course the national policy is against destructive com- 
petition. That isn’t too easily a question to answer right offhand 
where you are dealing with a fully distributed cost. If it yields a 
profit above fully distributed cost it will depend upon the particular 
situation, maybe, what the action should be. Of course we have to 
keep in mind that the water carriers, like the railroads, are indispen- 
sable national facilities; which we must have. 

Mr. Barron. Should the railroad be made to suffer because the 
water carrier incurs higher costs than the railroads? Shouldn’t the 
shipper be allowed to have advantage of these lower costs ? 

Mr. Sear. I am not prepared to admit that the water carrier always 
has the higher cost. 

Mr. Barton. I am not saying that. I have in mind a situation 
which would be destructive to the water carrier involved, but where 
the rates involved were fully compensatory to the rail carrier. So 
my question is, What is your opinion as to what the national policy 
should be in a case like this? 

Mr. Sea. I think the rail carrier should be permitted to compete 
but should not be permitted to engage in destructive competition. 

I rather like the policy the Commission followed rather frequently 
before section 15(a) (3) was passed; namely, even though a proposed 
reduced rate may be reasonably compensatory, if it is lower than 
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necessary to meet the competition sought to be met, it should not be 
approved. 

Mr. Barton. Do you think that is sound, to hold costs up because 
some other form of transportation is inefficient ? 

Mr. Seat. I think there is a limit there, too. I don’t know just 
where it would extend. There may be circumstances where you 
shouldn’t hold rates up to protect a competitor. 

Mr. Barton. How far would you let the railroad go in cutting 
rates, Mr. Seal, to meet water carrier competition? What would be 
your ground rules? 

Mr. Seat. I think they are entitled to a reasonable share of the com- 
petitive traffic. What is a reasonable share in a particular situation 
will differ one from another. 

Mr. Barron. A reasonable share would be 

Mr. Sear. Not all of it. 

Mr. Barton. Ninety-nine percent of it ? 

Mr. Sear. No. 

Mr. Barton. Eighty percent ? 

Mr. Sear. It would depend upon the water carriers involved, and 
maybe the rail. I can’t answer it. It depends on how many carriers 
would be involved and so forth. 

Mr. Barron. You would keep the water carriers in the business in 
any event? 

Mr. Sra. I think an effort should be made to do that. 

Mr. Barton. Thank you, Mr. Seal. 

Mr. Grinstein. Has it been your experience, Mr. Seal, that a com- 
petitive rate is lower than noncompetitive rate? In other words, if 
you have only rail service to an area, is that rate generally higher 
than in an area where you have a rail rate competing with a water 
rate ? 

Mr. Seat. That has been my experience and observation, that the 
noncompetive rates are higher generally. Where the rail rates have 
been competitive with water service, in the generally increased rate 
cases, they have held the increase—the water competitive rate below 
the general increase requested in other rates. 

Senator Barrierr. Do you want to take a whirl at this, Senator ? 

Senator Lauscue. I went through this a year ago. In the hearings 
which the Transportation Subcommittee had, figures were submitted 
showing that the railroads, among the many segments of the economy, 
had the smallest return in the operation of their business. I think it 
shows about 4 percent, and the high was 

Mr. Barron. Less than four on the average, I believe—three point 
something. 

Senator Lauscne. And the drug manufacturers had 20 percent. 
But the railroads were down at the lowest level. And they testified 
that their weakness in financial returns was largely the result of the 
fact that they had to hold an umbrella over their competitors. They 
were not allowed to fix a rate that fully distributed their costs; and 
was compensatory because it would bring unjust damage upon the 
competitors. 


Now, then, how can you dispose of that argument that they made? 
May I hear your views on it ? 
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Mr. Serax. I don’t know whether you can dispose of it or not. As 
I say, they are all entitled to a fair share of the competitive trafic, 
Congress is opposed to destructive competition. I think most of the 
rest of us are. The railroads’ low r ate return is in part due of course 
to the $700 million a year loss on passenger operations that you refer- 
red to a while ago, Senator. 

Senator Lauscue. Is the coastal and intercoastal transportation sys- 
tem subsidized at all now ? 

Mr. Seat. Not to my knowledge, no. 

Senator Lauscue. The railroads, of course, also argued that we sub- 
sidized the airlines, the trucklines, the inland water carriers. I don’t 
know whether they argued that we subsidized the pipelines. And 
that because of that they were placed at a great disadvantage. 

Mr. Srau. Whether those are subsidies or not is a debatable ques- 
tion. Of course, the Government provides highways—the State gov- 
ernments and the Federal Government. But ‘they charge substantial 
fuel taxes for the use of them. 

On the inland waterways, a great many projects that improve navi- 

gation are multiple-purpose projects, like flood control. Flood control 
on the Mississippi River helps navigation, I would say. But it also 
helps, say, the Ilinois Central Railroad from having its tracks flooded 
and stopping its operation, maybe. 

As far as airports are concerned, I know of no way that the indi- 
vidual private airline could provide airports. They benefit the Gov- 
ernment, I suppose, as well as travelers and airlines. 

Senator Lauscur. In their presentation they further argued that 
our advantage in the railroad industry, of being able to provide low- 
cost. transportation, is completely destroyed under the requirement 
that though we distribute our costs fully, and though we made ade- 
quate profit, we are not allowed to fix that rate if it has unreasonable 
damage upon the existing competition in these several methods of 
transportation. Is that correct? 

Mr, Barton. That is substantially correct, Senator. 

Senator Lauscue. I have nothing further. 

Mr. Seat. As far as water transportation is concerned, of course, 
the water carriers, all of their traffic, is competitive with land trans- 
portation. That is far from true of, let us say, the rail carriers 
traffic. The greatest share of their traffic is not competitive with 
water. I am not saying that is true of trucks because trucks operate 
all over the United States, and there are many types of traflic trucks 
do not engage in that the railroads handle exclusively, such as coal, 
iron ore, and so forth. 

Senator Lauscue. So that the record will not be unchallenged, in 
the hearings a year ago there was much proof given about improve- 
ments in the inland waters being made at Government expense that 
had no other service except providing facilities for the inland water 
earriers. With respect to the trucks, it is the little passenger car 
operator who is paying substantially ‘the cost of building the high- 
ways, and “2 is what. I had in mind in speaking on that. 

Mr. Seat. I didn’t hear that testimony. 

Senator Lavuscue. I understand that. 

Mr. Seat. May I add this: Several organizations who are mem- 
bers of the American Association of the Port Authority asked me 
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to record them on the record as supporting the association’s position 
here. They are the Northwestern Marine Terminal Association, with 
headquarters in Salem, Wash.; the Portland Freight Traffic Asso- 
ciation, of Portland, Oreg.; the California Association of Port Au- 
thorities, with headquarters in San Francisco; and the Alabama State 
Docks, at Mobile, Ala. 

Mr. Cunningham of Alabama State Docks sent a statement in and 
asked that I offer it for the record. 

Senator Barrierr. Accepted. 

Senator Lauscne. Mr. Seal, what would you recommend that we 
do to correct this difficulty which you have described ? 

How would you go about correcting it ? 

Mr. Seau. Do you mean the competitive difficulty ? 

Senator Lauscue. Yes, the one which has arisen under 15(a) (3). 

Mr. Seat. I may say this, of course: One of the difficulties of do- 
mestic water transportation as in the past has been the break-bulk 
type of ship operation. I think that is outmoded. Now they are 
beginning to develop the operation I referred to, the van or lift-on, 
lift-off type. And I think that probably could survive and come 
back. 

Under the policy I referred to, where rates generally were not per- 
mitted to be reduced below a level necessary to meet the competition 
sought to be met. There is confusion as to whether that policy was 
contemplated in section 15(a) (8) that was enacted in 1958, 

Senator Bartterr. I believe, Mr. Seal—and this was before you 
came—that Mr. Weller, president of Seatrain Lines, testified that the 
combined return of the coastal and intercoastal carriers last year, was 
minus 11 and some fraction. 

Senator Lauscue. Deficit? 

Senator Bartierr. Yes. 

Mr. Seat. I didn’t hear that statement. 

Senator Bartietr. Thank you, Mr. Seal. 

(The statement referred to is as follows :) 


STATEMENT OF M. C. CUNNINGHAM, ALABAMA STATE Docks, MOBILE, ALA. 


Prior to World War II, there were 10 water carriers affording regular service 
between gulf ports and north Atlantic ports. These lines were Southern 
Pacific (Morgan) ; Lykes Coastwise Line; Mormac Gulf Steamship Line; New- 
tex Steamship Line; Aguilines, Inc. (Clyde Mallory Line); Bull Steamship 
Line; Pan-Atlantic Steamship Corp.; Seatrain Lines, Inc.; Munson Line; and 
Refrigerated Steamship Line. 

In addition to the above, at least three lines operated regularly between gulf 
ports and Pacific coast ports, viz, Luckenbach Gulf Line, Isthmian Line, and 
Gulf Pacific Line. 

In addition to these long-haul domestic carriers, short-haul domestic carriers 
operated between gulf ports such as Tarpon Line. 

The port of Mobile prewar had three regular intercoastal services and three 
regular coastwise services, and in 1939 the domestic waterborne general cargo 
handled through the port of Mobile amounted to 47 percent of its total general 
cargo. Today there are no coastwise steamship lines serving Mobile, and only 
one infrequent limited intercoastal service. 

The gulf area and particularly the area tributary to Mobile, to a substantial 
degree has received its economic prosperity in the past, because coastwise and 
intercoastal water service has been available. To the extent that these services 
are no longer available, the future economic prosperity will be hindered. 

Prewar, approximately 75 percent of the U.S. merchant fleet was in the do- 
mestic service. It is important to our national defense that we have domestic 
tonnage readily available in an emergency. The fact cannot be overlooked in 
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discussing the importance of this segment of the merchant marine in terms of 
national policy. 

The tremendous decline in domestic waterborne freight is due primarily to 
three causes: 

1. The high cost of replacing prewar vessels. 

2. The postwar increased cost of labor and operations. 

3. Lack of adequate rates resulting from the depression of rail rates. At the 
time water carriers were brought under ICC regulations, in the Transportation 
Act of 1940, the water carriers were assured that their position in the national 
transportation field would be protected, and the national transportation policy 
as expressed by Congress in the 1940 act clearly provides for fair and impartial 
regulation to the end of developing, coordinating, and preserving a national 
transportation system by water, as well as other means. Although the rail 
carriers have been in a precarious financial position for many years, by admin- 
istrative authority they have been permitted to reduce their rates on water 
competitive traffic to the point where the domestic waterlines have been elimi- 
nated. The recent amendment to the “ratemaking rule” seems to have ushered 
in a new era of concerted action to further retard domestic water transportation. 
The national transportation policy is not being administered effectively for the 
protection of our domestic waterlines. 

The position of the Alabama State docks today is that a continuing need for 
domestic water transportation, both inland, coastwise, and intercoastal exists, 
Historically, our great trade centers have been developed and fostered by the 
availability of water services and this continues to be the hallmark of industrial 
expansion and development. We therefore urge that such legislation as is 
required to insure the continuation and reestablishment of domestic water sery- 
ices be enacted. 

It is our feeling that such support of our domestic water services will not 
adversely affect other forms of transportation since the availability of domestic 
water services and the industrial growth which they foster, engenders a need for 
rail and motor transportation not theretofore existing. 


Senator Bartietrr. Mr. Gilman? 

Mr. Sean. Mr. Gilman couldn’t remain and left a statement with 
me and asked if I would offer it for the record. 

Senator Bartierr. We will be glad to accept it for the record. 

(The statement referred to is as follows :) 


STATEMENT OF RoGER H. GILMAN, DIRECTOR OF PORT DEVELOPMENT, THE Port 
OF NEW YORK AUTHORITY 


My name is Roger H. Gilman, and I am appearing here today in my capacity 
as director of port development of the Port of New York Authority. The Port 
of New York Authority is a bistate public agency created by the States of New 
York and New Jersey under a port treaty in 1921 and approved by the Congress 
of the United States. The port authority’s responsibilities include the promo- 
tion and protection of trade and commerce through the bistate port of New York 
and the development and operation of transportation facilities in the port. 
district. 

Anticipating these hearings before your honorable committee, the commis- 
sioners of the port authority authorized the presentation of testimony to stress 
the vital need for a healthy domestic merchant marine and for the continued 
operation of coastwise and intercoastal steamship services to and from the port 
of New York. 

Prior to World War II the coastwise and intercoastal steamship services were 
of tremendous importance to the port of New York. In 1939 these ships 
accounted for about one-third of the total steamship arrivals and departures 
at the port, and also occupied about one-third of the deepwater steamship berths 
in the harbor. With this important proportion of the total shipping movements 
at the port of New York, the coastwise and intercoastal steamship lines thus 
provided vital support to the many service industries of the port, including ship 
repair, towing, provisioning, stevedoring, and many other services. 

In 1939, there were 11 coastwise lines operating between the port of New 
York and North Atlantic, South Atlantic and gulf ports. These carriers served 
33 ports in the United States, reaching as far-north as Portland, Maine, and 
including ports on the Atlantic coast, on the east and west coasts of Florida, 
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and on the gulf as far west as Brownsville, Tex. Aggregate sailings approxi- 
mated 150 a month. The 11 lines handled about 5 million tons a year in and out 
of the port of New York, and were, of course, important users of the New York- 
New Jersey port facilities. Four of these lines docked on the New Jersey side 
of the harbor and the others berthed on the North River waterfront on Man- 
hattan Island. It is estimated that the revenues to truckmen, lightermen, long- 
shoremen, ang pier labor which resulted from the handling of 5 million tons of 
cargo of coastwise lines approximated $20 million. 

These carriers also spent about $7 million annually at the port of New York 
for ship repairs, food, and other supplies and services. In total it is estimated 
that these coastwise services represented revenues prior to the war of approxi- 
mately $30 million a year to business and labor in the port of New York. At 
today’s prices and costs, similar services for this prewar volume of cargo and 
shipping would contribute at least twice that much to the economy of our port. 

The domestic steamship lines in the intercoastal trade were also important to 
the port prior to World War II. At that time, there were nine common carriers 
certificated to operate between the port of New York and the Pacific coast. 
They had 25 sailings a month and handled about 2 million tons of cargo a year. 
In addition to the common water carriers, contract and exempt carriers provided 
intereoastal service principally in the transportation of bulk products, such as 
petroleum and sulfur. 

With the entrance of the United States into World War II, the Government 
immediately took over the ships which had been operating in the coastwise and 
intercoastal trades, some of which were retained by our own Government and 
others made available to our allies. During the course of the war, many of 
these ships were sunk or otherwise disposed of so that with the end of hostilities 
in 1945, the domestic steamship lines no longer had available to them a fleet of 
ships for resumption of their prewar activities. At the conclusion of the war, 
the Federal Government was dilatory in consummating settlements with the 
steamship lines to compensate them adequately for the lost vessels or for recon- 
verting those vessels which had been modified for military purpose in the war 
effort. As a consequence, the steamship lines did not have sufficient funds to 
permit them to obtain new vessels for the resumption of their prewar trade. 

While there was, of course, a vast fleet of Liberty and Victory ships available 
at the conclusion of the war, these vessels did not have the speed or other charac- 
teristics which would lend themselves to effective usage in the coastwise and 
intercoastal operations. Then, too, the rising costs of shipping operations com- 
bined with the depressed freight rate level by competing forms of transportation 
made it virtually impossible for the domestic merchant marine to be restored to 
the healthy condition that existed before World War II. 

As a result of these various factors, the domestic merchant marine during the 
15 years since the end of the war has had a very sketchy and unsatisfactory 
experience. As of today, there are only two services operating in the coastwise 
trade, both of which make use of the container principle, namely, the Pan 
Atlantic Steamship Corp. and Seatrain Lines, Inc. In intercoastal trade at the 
present time, there is only one company, the Luckenbach Steamship Co., which 
operates services eastbound and westbound with some regularity for general 
cargo transportation. The eastbound intercoastal services are supplemented by 
the American President Line and Isbrandtsen, although their cargoes are 
limited to the residue space in the vessel following discharge of cargoes at the 
West coast ports. These carriers do not hold themselves out to operate west- 
bound from the port of New York. There are also in eastbound operation, a few 
carriers that specialize in the handling of cargoes of lumber, such as Weyer- 
haeuser, Calmar Steamship Co., States Marine, and Pope & Talbot, although 
none of them provide westbound service from the port of New York. 

The present intercoastal freight rate situation is such that the transcontinental 
railroad rates serve in effect as a ceiling above which the steamship lines cannot 
publish rates if they are to remain competitive; as a matter of fact, it is well 
recognized that lower rates by water are necessary because of the handicaps of 
infrequency of service and longer transit time when compared with the service 
advantages of other forms of transportation. 

The Port of New York Authority therefore believes that the regulatory policies 
of the United States insofar as carriers are concerned should take into account 
the desirability of having an alternate water service available for shippers, and 
that the level of rates of inland carriers should be watched carefully in order to 
forestall unfair ratecutting practices which would endanger the domestic mer- 
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chant marine. By legislation, a system of regulation should be established in 
connection with domestic water services and other forms of transportation 
which will permit the maintenance of rates for transportation by water and by 
joint water-land transport services differentially lower than land transportation 
rates wherever such ratemaking is necessary or desirable to the continuance of 
water service. 

Certain comodities are the lifeblood of domestic carriers. For instance, can- 
ned foods to the intercoastal operator and paper and pulpwood products to the 
coastwise operator. Certainly the regulatory agencies should look carefully at 
reductions in overland railroad rates on certain selected commodities such as 
these, if the result of such reductions would be to unfairly deprive the water 
carriers of a large part of their most important tonnage. This would also have 
the effect of depriving shippers of an important service for other commodities 
requiring coastwise and intercoastal movement. 

The importance of the domestic merchant marine from the broad national 
interest, must be fully recognized. This was demonstrated by the experience 
during World War II when the availability of this shipping was of immense bene- 
fit to the war effort. It is significant that, in a report to the Maritime Research 
Advisory Committee released within the past few weeks, a Panel on Wartime 
Use of the U.S. Merchant Marine, under the chairmanship of Adm. Arthur W. 
Radford, U.S. Navy (retired), stated that the reestablishment and preservation 
of coastwise and intercoastal trades “could prove a vital national asset.” 

In the light of the significance of the domestic merchant marine to the economy 
and the national interests of the United States, it is vital that the necessary 
steps be taken to assure the continuation of coastwise and intercoastal shipping 
services. 

Extract from “The Role of the U.S. Merchant Marine in National Security” 
(Project Walrus report), by the Panel on Wartime Use of the U.S. Merchant 
Marine, of the Maritime Research Advisory Committee, Adm. Arthur W. Rad- 
ford, U.S. Navy (retired), chairman: 


“J. COASTWISE AND INTERCOASTAL TRADES 


“The Government took over all vessels in the coastwise-intercoastal trade 
during World War II and inland carriers, principally railroads, absorbed their 
traffic. After the war domestic operations were gradually restored with war- 
built ships. In the bulk trades, especially petroleum, these ships have generally 
proven competitive. On the other hand, rising labor costs have prevented dry- 
cargo ships from recovering the prewar coastwise trade. Since 1939 the dead- 
weight tonnage in the domestic dry-cargo ship fleet has declined nearly 60 
percent, while tanker tonnage has increased by 35 percent. The prewar pas- 
senger ship has practically vanished from the coastwise and intercoastal trades 
although two remain in service to Hawaii. 

“Traffic figures indicate that the decline in dry-cargo tonnage has occurred 
primarily in break-bulk trades, where rising costs, particularly in cargo handling, 
have largely eliminated economic advantages of ocean transport. More than 
half of every dollar of freight revenue received must be spent for loading and 
unloading ships. 

“An important exception is to be found in ships designed for loaded freight 
cars, loaded trailer vans, or packaged lumber. These have effectively met the 
problem of cargo handling costs. The efficiency of the big-package carriers sug- 
gests that technological improvement may provide solution of the problem of 
cargo costs in handling break-bulk dry cargo. 

“The other primary difficulty in this trade is freight rates. The complaint of 
the coastwise ship operators is that inland carriers, principally railroads, are 
permitted to engage in discriminatory rate cutting in competition with water 
carriers, absorbing the rate reductions by higher rates where there is no water 
competition. 

“The reestablishment and preservation of this segment of the U.S. merchant 
marine could prove a vital national asset by increasing the national shipping 
eapability, and by contributing to the economic growth of the United States and 
a balanced transportation system.” 


Senator Bartiettr. Mr. Orfanello? 


Mr. Suuurvan. Mr. Orfanello was unable to attend the hearings 
today. My name is Eugene F. Sullivan, attorney for the Massa- 
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chusetts Port Authority. I havea statement of Mr. Orfanello I would 
like to offer for the record. 
Senator Bartietr. That will be fine, Mr. Sullivan. 


STATEMENT OF FRANK L. ORFANELLO, DIRECTOR, PORT OF 
BOSTON, MASS., PORT AUTHORITY, AS PRESENTED BY EUGENE F. 
SULLIVAN, ATTORNEY FOR THE MASSACHUSETTS PORT AU- 
THORITY 


Mr. Suuurvan (for Mr. Orfanello). Mr. Chairman. My name is 
Frank L. Orfanello. I am director of the Port of Boston, Mass., Port 
Authority. The port of Boston is one of the oldest ports on either sea- 
board of the United States, and until the World War II era enjoyed 
an extensive volume of business in the intercoastal trade. 

During World War II the port of Boston became one of the major 
ports of embarkation and Army shipping of military supplies, as it 
did during World War I. The transition to a military port was made 
possible in part because of the facilities developed to serve the inter- 
coastal trade. The value of the port of Boston has been recognized 
by the Federal Government, inasmuch as they made a large invest- 
ment in the development of the port facilities; namely, the Army 
base and Castle Island Terminal, both of which were originally con- 
structed or expanded with Government funds. 

Immediately after World War II when the American merchant 
marine reverted to a peacetime operation, the port of Boston joined 
with them to reestablish commercial trade by making major improve- 
ments and expenditures in port facilities and as a result thereof en- 
joyed regular service from several intercoastal lines, for example, 
Luckenbach, American Hawaiian, and Pan Atlantic. However, in 
the years that followed, the port witnessed the decline of carriers in 
the intercoastal trade to the point where this form of shipping is about 
to become extinct. At the present time the port of Boston is being 
served by only one intercoastal carrier, moving from the west coast 
to the east coast and from the east coast to the west coast, carrying 
general cargo. 

The intent of the national transportation policy was to develop, 
maintain, and preserve a national transportation system by water, 
highway, and rail as well as other means adequate to meet the needs 
of the commerce of the United States, of the postal service, and of the 
national defense. Our belief is that the Interstate Commerce Act 
should be administered eand enforced with a view toward carrying 
out the above policies. 

Asa result of the administration of the Interstate Commerce Act by 
the Commission and its apparent failure to give full consideration to 
the national transportation policy our intercoastal commerce is being 
adversely affected. Unless immediate help is afforded the water 
carriers, their future is uncertain. 

The continued operation of the intercoastal trade is vital to the 
American merchant marine, national defense, and particularly to the 
port of Boston, which has enjoyed this service for many years. Its 
discontinuance would have a deleterious effect on the economy of the 
port of Boston as its facilities would not have the benefit of full 
utilization. 
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Whereas there is no question as to the need of a domestic shipping 
industry, especially in the interest of national defense requirements, 
we trust that as a result of this hearing your committee will, through 
the means of legislation, or otherwise, take action for the preserva- 
tion of the industry. 

I appreciate the opportunity given to me to appear before this 
committee. 

Senator Bartierr. J. Monroe Sullivan ? 

One Sullivan follows another. 


STATEMENT OF J. MONROE SULLIVAN, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Sutiivan. I would like to say that our association is greatly 
interested in these hearings. We do not now have a prepared state- 
ment. We think we can probably contribute more when we get in- 
volved in the legislative picture. We are working on some very posi- 
tive suggestions. I will submit myself to any questions which any- 
body wants to ask me. 

Senator Barrierr. Thank you very much, Mr. Sullivan. 

Senator Lausche, do you have any questions ? 

Senator Lauscue. No. 

Senator Barrierr. Are there any other witnesses who desire to be 
heard ? 


STATEMENT OF G. B. PERRY, REPRESENTING THE PORT OF 
HOUSTON, TEX. 


Mr. Perry. Mr. Chairman, my name is G. B. Perry. I represent 
the port of Houston. I have requested to be heard at a later time, 
but I would like to make one brief comment before the hearing closes 
today. 

Senator Bartierr. Come on up. We will be glad to hear from you. 

Mr. Perry. I would like to express some opinions for the port of 
Houston. We have a very vital concern in coastwise carriage. We 
have been denied intercoastal carriage since the termination of World 
War II. 

I am impressed with this hearing, that there is to me now as an 
individual some confusion between coastwise and intercoastal carriage, 
and inland water transportation. 

Numerous of the decisions referred to by the various parties have 
related almost directly to the railroad needs of competition in the 
inland waterway system. 

The administration of the act in 1940 was largely conditioned upon 
revamping of the inland waterways system under the so-called Jensen 
Act, and subsequent, I believe, to that, the Inland Waterways Act, 
numerous parts of which were carried farther into the present parts 

land 3 of theact. None of these, however, pertained directly to coast- 
sie and intercoastal traffic. In other words, the entire ball of wax 
was drawn together. 

Prior to World War II this appeared to suffice. But after the ter- 
mination of World War II, and the endeavor of coastwise carriage 
to relocate itself, those parts of the act offered very positive con- 
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flicts, particularly when the railroads entered into an activity to re- 
gain traffic which had been lost to a rapidly developing inland water- 
Ww ays Sy stem. 

It is my personal conviction that the coastwise carriage has been 
in somewhat of a box between the railroads’ efforts to meet the ageres- 
sive ratemaking of inland waterways carriers, and, I may say con- 
versely, it is a scrap between the two, a scrap in which the ‘public has 
a great interest. We in Houston are very interested in the welfare of 
the inland waterways carrier. 

But nonetheless, in bringing these two classes of parties, two classes 
I might say—again a personal expression—the inland waterway car- 
rier has a flexibility of capacity that is not possessed by the co: ist wise 

varrier; he has a flexibility of operation that is thought possessed by 
the coastwise carrier, and he has numerous other identifications that 
place him entirely separate and apart. So I mention this solely, as I 

said, to clear up my own thinking as I have listened here, that I am 
afraid the expression “water transportation” refers too broadly to 
the issues that are involved before the committee. 

I think there should be a very strong distinction between the two 
since the physical characteristics are so distinctly different and so are 
the problems. 

If I may appear before you at a later time, I would appreciate that 
opportunity in a more full expression of the port of Houston’s state- 
ment. I merely offer that as I have now in bringing out what I believe 
is a fact that we are losing sight of possibly, in my judgment, again, 
the characteristics between two types of carriers under a single set of 
regulatory laws. 

Senator Bartierr. You may appear later, and in the meantime the 
committee is glad that you came up now to fix some boundaries. 

Senator Lausche ? 

Senator Lauscue. I have no questions. 

Senator Bartierr. Are there any further witnesses ? 

(No response. ) 

Senator Bartierr. I would like to insert into the record a resolu- 
tion submitted by the Harbor Commission, City of San Diego, Calif. 
Also, a letter from Bernard J. Caughlin, general manager, Los Ange- 
les Harbor Department, Los Angeles, ¢ aoe 


(Resolution by Harbor Commission, City of San Diego, Calif., 
follows :) 


Whereas in 1940 the*Congress of the United States amended the Interstate 
Commerce Act for the purpose of establishing a national transportation policy 
as follows: 

“It is hereby declared to be the national transportation policy of the Con- 
gress to provide for fair and impartial regulation of all modes of transportation 
subject to the provisions of this Act (chapters 1, 8, 12, 13, and 19 of this 
title), so administered as to recognize and preserve the inherent advantages 
of each; to promote safe, adequate, economical, and efficient service and foster 
sound economic conditions in transportation and among the several carriers; 
to encourage the establishment and maintenance of reasonable charges for 
transportation services, without unjust discriminations, undue preferences or 
advantages, or unfair or destructive competitive practices; to cooperate with 
the several States and the duly authorized officials thereof; and to encourage 
fair wages and equitable working conditions; all to the end of developing, 
coordinating, and preserving a national transportation system by water, high- 
way, and rail, as well as other means, adequate to meet the needs of the com- 
merce of the United States, of the postal service, and of the national defense. 
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All of the provisions of this Act (chapters 1, 8, 12, 13, and 19 of this title) 
shall be administered and enforced with a view to carrying out the above 
declaration of policy.” 

And whereas in 1958 the Congress again amended the Interstate Commerce 
Act by adding a new paragraph (3) to section 15a, reading as follows: 

“(3) In a proceeding involving competition between carriers of different 
modes of transportation subject to this chapter and chapters 8, 12, 13, and 19 
of this title, the Commission, in determining whether a rate is lower than a 
reasonable minimum rate, shall consider the facts and circumstances attend- 
ing the movement of the traffic by the carrier or carriers to which the rate is 
applicable. Rates of a carrier shall not be held up to a particular level to 
protect the traffic of any other mode of transportation, giving due considera- 
tion to the objectives of the national transportation policy declared in this 
chapter and chapters 8, 12, 13, and 19 of this title.” 

And whereas grave concern has been expressed concerning the continued 
existence of U.S. intercoastal and coastwise shipping resulting from the inter- 
pretation and administration of said section 15a(3) by the Interstate Com- 
merce Commission; and 

Whereas it appears that the action of the Interstate Commerce Commission in 
approving certain rate practices under said section 15a(3) is contrary to the 
said national transportation policy as declared by Congress; and 

Whereas it appears that Congres should reexamine said section 15a(3) of the 
Interstate Commerce Act and the administration thereof by the Interstate Com- 
merce Commission : Now, therefore, be it 

Resolved, That the port of San Diego, through action taken at the regular 
meeting of January 19, 1960, of the Board of Harbor Commissioners of the Cit- 
of San Diego, Calif., respectfully request that the Congress of the United States 
institute an investigation for the purpose of exploring the effect of section 15a (3) 
of the Interstate Commerce Act and the interpretation and administration thereof 
by the Interstate Commerce Commission upon U.S. intercoastal and coastwise 
shipping ; and be it further 

Resolved, That copies of this resolution be submitted to members of the Senate 
Interstate and Foreign Commerce Committee, House Merchant Marine and 
Fisheries Committee, House Interstate and Foreign Commerce Committee, and 
congressional Representatives and Senators from the State of California. 

JOHN BatTr, 
Secretary to Commission and Port Director, 
Harbor Commission, City of San Diego, Calif. 





HARBOR DEPARTMENT, 


City of Los Angeles, February 15, 1960. 
Senator WARREN G. MAGNUSON, 


Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, 
Washington, D.C. 


Dear Sir: The Board of Harbor Commissioners of the City of Los Angeles, 
the operating agency for the port of Los Angeles, is very much concerned about 
the decline of tonnage moving through the port of Los Angeles in intercoastal 
and coastwise services. The board would like to present its views, hoping they 
will provide your committee with information that will be helpful in exploring 
and determining the status of the domestic merchant marine. 

For years the movement of vessels and tonnage in the intercoastal and coast- 
wise services has gradually declined until today very few vessels are in those 
trades and tonnage has dropped drastically compared with tonnage moving in 
1936 before World War II. To illustrate this decline, attached is an exhibit 
showing tonnages of general cargo moving through the Port of Los Angeles in 
both intercoastal and coastwise trades for the year 1936 to year 1959. These 
tonnage figures do not include movements of lumber or petroleum products. 

For example, in the fiscal year July 1, 1935, to June 30, 1936, 689,271 tons were 
handled through the port of Los Angeles in coastwise trade. This declined to 
123,606 tons for the fiscal year July 1, 1958, to June 30, 1959. The intercoastal 
tonnage through this port for the same period declined from 1,451,174 tons to 
762,035 tons. This decrease in tonnage has caused a drastic decline in service. 
A number of intercoastal and coastwise steamship lines have discontinued serv- 
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ice entirely and others have curtailed their service by reducing the number of 
vessels in operation. 

For example, Panama Pacific suspended intercoastal operations in 1948; 
American-Hawaiian Steamship Co. in 1953; and Isthmian and Quaker Line sev- 
eral years later. Pope & Talbot, while still operating, has drastically reduced 
its service. Luckenbach recently sold nine of its vessels, reducing its intercoastal 
service by approximately 50 percent. In 1939, 244 coastwise vessels and 159 in- 
tercoastal vessels were in the trade, and today only a fraction of those remain 
in the service. The tonnages previously moving via water are now moving by 
other modes of transportation. The intercoastal tonnage is moving largely by 
rail and the coastwise tonnage is moving both by rail and truck. 

The ICC has granted the railroads a number of general increases in rail rates 
since 1935, but since that time certain rates have been reduced on the competi- 
tive tonnage, so it is becoming increasingly difficult for the domestic water car- 
riers to compete. The rail rates have been reduced on some of the heavily moving 
traffic by water until it is becoming increasingly more doubtful that any of the 
water carriers will be able to continue to operate profitably. 

The port of Los Angeles is interested in the welfare of all carriers serving 
the port, including the railroads, the steamship lines, and the truck companies. 
The port’s objective is to encourage all types of transportation to serve the port 
and to maintain as healthy a financial position for the port and all carriers as is 
possible. Further rate reductions for competitive reasons will result in further 
deterioration of the already unsatisfactory finnacial condition of both the rail- 
roads and steamship lines. 

It is certainly unrealistic for the rail rates to be further reduced, possibly to 
the point where the financial structure of the railroads will suffer, under the 
pretense of competitive necessity to capture the trade of intercoastal and coast- 
wise water carriers, who already have lost in the last two decades 80 percent of 
their fair competitive share of the coastwise tonnage and 50 percent of their fair 
competitive share of the intercoastal tonnage (based on exhibit attached). 

Since the enactment of the Transportation Act of 1958, which added sub- 
paragraph (3) to section 15a of the Interstate Commerce Act, the competitive 
situation is gradually becoming worse. Recently the railroads published rates 
on canned goods from west coast points to points on the eastern seaboard that 
could substantially reduce the eastbound movement of canned goods by water. 
This could very well mean a further reduction in intercoastal service. 

The Interstate Commerce Commission is now holding hearings to investigate 
the level of these rates. The national transportation policy established by the 
Congress states that one of the objects is to develop and preserve “a national 
transportation system by water, highway, and rail, as well as other means, to 
meet the needs of the commerce of the United States, of the postal service, and 
of the national defense,” and that one of the means of accomplishing this is ‘“‘to 
encourage the establishment and maintenance of reasonable charges for trans- 
portation services, without unjust discriminations, undue preferences or ad- 
vantages, or unfair or destructive competitive practices ;”. 

It is hoped that your committee in its hearings can find a way to see that the 
domestic merchant marine is restored to its proper place in the transportation 
system, and at least not be further reduced or entirely eliminated as now ap- 
pears likely in the light of recent rail rate reductions which have up to now been 
undisturbed by the ICC. 

It is respectfully requested that these views be made a part of the record 
of any hearings that the Merchant Marine and Fisheries Committee may hold 
relative to section 15—-a(3) of the Interstate Commerce Act and the declara- 
tion of the national transportation policy. 

Respectfully submitted. 

BERNARD J. CAUGHLIN, 
General Manager, Los Angeles Harbor Department. 
Attachment. 
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Port of Los Angeles—General cargo 


























[Net tons] 
| Coastwise Intercoastal 
Fiscal year phettin 

In Out Total In Out Total 

476, 465 212, 806 689, 271 1, 022, 315 428, 859 1, 451, 174 

297, 377 130, 224 427, 601 1, 097, 229 277, 828 1, 375, 057 

346, 505 106, 441 452, 946 1, 043, 549 309, 421 1, 352, 970 

355, 551 121, 883 477, 434 1, 025, 933 334, 556 1, 360, 489 

298, 487 116, 186 414, 673 1, 287, 720 358, 206 1, 645, 926 

161, 691 53, 051 214, 742 1, 223, 143 231, 602 1, 454, 745 
88, 774 34, 453 123, 227 443, 155 61, 211 504, 366 
47, 633 21, 320 68, 953 24, 933 53, 971 378, 904 
80, 399 20, 737 101, 136 617, 472 100, 393 717, 865 
17, 699 33, 728 51, 427 593, 924 108, 814 672, 738 
25, 895 49, 576 75, 471 386, 304 70, 618 456, 922 
46, 494 25, 216 71, 710 468, 233 114, 291 582, 524 
39, 959 17, 911 57, 870 592, 926 134, 235 727, 161 
51,279 20, 545 71, 824 433, 360 116, 795 550, 155 
63, 211 24, 607 87, 818 490, 857 115, 488 606, 345 
75, 236 36, 168 111, 404 481, 477 145, 438 626, 915 
82, 754 78, 847 161, 601 512, 628 146, 169 658, 797 
53, 362 73, 712 127, 074 625, 639 152, 228 777, 867 
55, 392 74, 255 129, 647 625, 019 183, 677 808, 696 
50, 701 62, 011 112, 712 568, 740 204, 448 773, 188 
53, 018 70, 588 123, 606 583, 483 178, 552 762, 035 














Senator Barrterr. The committee is about to stand in recess, sub- 
ject to call of the Chair. The member of the committee who has been 
acting as chairman this morning is about to say that the complexity 
of these problems is such, and the difficulty of solution is so great, that 
he would be willing to recommend that we go back to snowshoes. 

The committee will be in recess, subject to the call of the Chair. 

(Thereupon, at 12:10 p.m., the subcommittee was adjourned, to 


reconvene at the call of the Chair. ) 
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DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


MONDAY, MARCH 28, 1960 


U.S. Senate, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON MercHant Marine AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10 a.m., in room 5110, New 
Senate Office Building, Hon. E. L. Bartlett presiding. 

Senator Barrterr. The committee will be in order. 

This is a continuation of the hearings on the decline of the coastwise 
and intercoastal shipping industry. 

At the open hearings representatives of the coastwise and inter- 
coastal carriers were heard. Today representatives of the inland 
water carriers, port authorities, and other witnesses will appear. 
These will be followed by witnesses for the trucking industry. 

Our first witness today is Mr. G. C. Taylor. 

Mr. Taylor, we are glad to have you here, sir. 


STATEMENT OF G. C. TAYLOR, PRESIDENT, MISSISSIPPI VALLEY 
BARGE LINE CO., FOR THE INLAND WATERWAYS COMMON CAR- 
RIERS ASSOCIATION 


Mr. Taytor. Thank you, sir. 

My name is G. C. Taylo * and I am president of the Mississippi 
Valley Barge Line Co., with headquarters in St. Louis. 

The statement I am about to make is presented on behalf of the 
Inland Waterways Common Carriers Association, of which my com- 
pany is a member. 

The Inland Waterways Common Carriers Association is composed 
of the major common carrier bargelines operating on the Mississippi 
system and the Gulf Intracoastal Canal. Its members are: American 

vommercial Barge Line Co., of Jeffersonville, Ind., and Houston; 
Arrow Transportation Co., of Sheffield, Ala.; Coyle Lines, Inc., of 
New Orleans; Dixie Carriers, Inc. , of Houston; Federal Barge Lines, 
of St. Louis; John I. Hay Co., of Chic "AZO ; Mississippi Vv alley Barge 
Line, of St. Louis; Ohio “River Co., of Cincinnati; and Union Barge 
Line C orp., of Pittsburgh. 

We appreciate the opportunity to appear before you to testify on 
the problems of the regulated water carriers. 

Of the presentation I have here I would like to read only my own 
testimony. It includes two appendixes which I will not read but 
which I would request be included in the formal record. 
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Senator Bartierr. Very well, Mr. Taylor. 

Mr. Taytor. We take the position that all the regulated water car- 
riers—whether inland, coastal, intercoastal, or Great Lakes opera- 
tors—will stand or fall together on the issues involved in the selective 
rate reductions of the railroads. 

The importance of the water carriers to the consumer, to the shipper, 
to industry, and to the farmer, is twofold. First, there are the direct 
and obvious benefits of low-cost water transportation. Sec ond, there 
are the indirect benefits of assuring reasonable freight rates in areas 
we serve through the natural forces of competition. 

Reading the testimony on railroad selective rate cutting of the 
coastal and intercoastal carriers, who appeared here before you in 
February, our association felt that we might have a useful contribu- 
tion to make to the solution of the problems before you. 

Since we are dealing basically with the problems of regulation, the 
first question you might like to ask of the inland water industry i is one 
of simple fact: how much traffic is handled by the regulated carriers? 

It has been customary for some time to accept without question the 
estimate of the Dep: wrtment of Commerce that 90 percent of the traffic 
on the inland waterways is exempt from regulation. We have long 
known this estimate to be inaccurate. 

The Inland Waterways Common Carriers Association has developed 
an independent study which shows that approximately 40 percent of 
the traffic on the Mississippi, its tributaries and the gulf intracoastal 
canal is handled by certificated carriers subject to the Interstate Com- 
merce Act. Exhibit I, showing how we arrived at this figure, is 
attached to my testimony. ‘This is one of the exhibits I referred to. 

Senator Bartuetr. Yes. 

(The study above referred to is as follows:) 

HExuieit I.—PRroporTion Or TRAFFIC ON THE MISSISSIPPI RIVER AND TRIBUTARIES 


AND THE GULF INTRACOASTAL CANAL HANDLED BY CERTIFICATED CARRIERS, 
YEAR 1958 








| 
| Unregulated | Regulated Total 
iti canarias pai oe acct ranted niin tin ilpstigh deleting iat eles — 
1. Freight revenues of certificated carriers............. _.| $30, 365, 847 $77, 038, 180 $107, 404, 407 
2. Estimated revenue per cargo ton-mile_-_..---- mills _ _| 3.95 | os loans agua 
3. Certificated carriers estimated ton-miles._.___. ..-|7, 687, 561, 260 | 18, 744, 082, 720 | “26, 431, 643, 980 
4. Total Mississippi system and Gulf intracoast: il ton- | 
miles_- ‘ Bg prt ites. Ss sa sock te akaaaade | 66, 756, 874. 000 
5 7 39. 59 


. Percent of total handled by certificated carriers _.--__-| 11.51 28. 07 











Sources: 1. Annual reports of 34 certificated carriers to ICC. 

2. U.S. E ngineers, waterborne commerce of the United States; pt. 5, national summaries, year 1958; pt. 2, 
Gulf coast, Mississippi River system, 1958. 

3. Individual reports of carriers to LW.C.C.A. 


Detailed explanation of computations from U.S. Engineers reports 


Mississippi River system, including Ohio River and tributaries Cargo ton-miles 


(inland-internal-local-intraport, p. 205, pt. 2) ~-.-.-_--_-_--- 53, 442, 610, 000 
Port of Chicago, Ill. (inland-internal-local-intraport, table 7, 

I a a i tS 582, 939, 000 
Tampa Harbor (35.6-mile average haul xX 1,794,113 tons of 

internal and local shipment) ~~. ~~~ ~~~ 78, 704, 000 

yulf coast waterway, including Black Warrior and Tombigbee__ 12, 652, 621, 000 
Less foreign and coastwise ton-miles (as shown below) .------~ 3, 129, 361, 000 
(St. Marks River to Mexican border, table 6, pt. 5)...._--_-_- 9, 523, 260, 000 


Grand total cargo ton-miles, Mississippi River system and 
Er ST I in ie ene 66, 756, 874, 000 







































r Car- 
pera- 
ctive 


pper, 
lirect 
there 
areas 


f the 
ou in 
ribu- 


n, the 
is one 
riers? 
yn. the 
traffic 
) long 


loped 
ont of 
oastal 
Com- 
ire, is 
ed to. 


'TARIES 
RRIERS, 


on-miles 


310, 000 
139, 000 
704, 000 
321, 000 


361, 000 
260, 000 


374, 000 


DECLINE OF COASTAL SHIPPING INDUSTRY 179 


To eliminate deep sea vessel 
[Ton-miles] 


—— ee —- - — — 











| 
| Average Coast wise 
Waterway miles | and foreign C.T.M. 
| tons 

pi 5 eet. us a | abi Beri Sete 8 So ee) 
I on in aeeumamecaanuaee a laa ctae ee ied e] 446, 513 3, 140 
Se ee. ae meereeete. cece) 02022 [555th } 12.9 1, 543, 947 19, 868, 000 
Pee CULO. TROT POG ss 2s 5 cis seth base rediehssucgpascageews cee 2. 5 | 1, 082, 818 2, 660, 000 
I sis awe crete wei i i ids th Seen nates 7.3 | 682, 501 5, 003, 000 
I rer Sa oe eaine Sane ane enaeeeeaa 29.0 18, 474, 740 536, 533, 000 
nen eremmerslG. Lilie sods. ilu eedl i Laas 13.9 | 412, 749 5, 738, 000 
Gulfport Harbor-_____- oep Te eT ee 19.2 | 214, 154 4, 114, 000 
Atchafalaya River (Morg in C ity to gulf). a aa ee 30.4 2, 443, 707 74, 401, 000 

Lake Charles Channel_-_--_----_------ Sed eee teens ; 37, 30a. Gee ~~. eee 
DsimenWems LLU LiL Gl ce ea abs 21.1 15, 380, 324 324, 531, 000 
TIO. VERGO WOE 5. 6 ics 5 <back setds onus sickcqedsnianbachs 23.4 | 60,674,062 | 1,419, 871, 000 
IN sua bacmmiesecignaamaael 36.1 55, 258, 046 | 1, 993, 862, 000 
i CGY RUMI. oo concn ccceecuee eon IE ganado toe 7.9 14, 060, 214 110, 791, 000 
nce NNN 26 550k Si ah ee. ek os Beale. ee | 3.2 6, 266, 470 19, 747, 000 
Preppert Harbor, Petes cisiccusscsncsccs ab mtbianbard Mada ected 3.7 4, 018, 183 14, 935, 000 
Port Aransas-Corpus Christi......................-.. 17.7 21,744,814 | 384, 771,000 
Brazos Island Harbor__-_-- eet ees 12.2 | 1, 402, 110 | 17, 149, 000 
Apalachicola, Chattahooc hee, and Flint Rivers._.._-..-....---_.- ire seer 339, 905 24, 050, 000 
Petit Anse, Tigre, and Carlin Bayou (Louisiama)-_............---- 7.3 | 696, 116 | 5, 108, 000 
Torel eines ten miles!!!) 6 ee A a ‘eee pice Shes 3, 129, 361, 000 

| 











Exuipit IJ1.—A Report URGING THE LIMITATION OF GEOGRAPHIC DISCRIMINATION 
IN THE COMPETITIVE PRICING OF TRANSPORTATION 


The plain economic fact is that the floated ton requires less effort to move 
from place to place than a ton transported in any other way. This is the founda- 
tion for the contribution to the economy of the inland waterway bargelines. 

Taking as a measure fuel cost, investment in equipment, labor effort required 
or any of the usual yardsticks of efficiency, it is conceded that water trans- 
portation, for those commodities adapted to water movement, has the advantage. 
Recognition of this economic fact has caused a great movement of industry to 
locate along the waterways. It has made possible lower prices in broad areas of 
the Nation, it has increased the marketing areas of industries by hundreds if not 
thousands of miles, and it has brought growth, prosperity, and new opportunities 
for employment to many areas of the country, but particularly to the South. 

It is a mode of transportation that has been resurrected by popular demand, 
after a lengthy period when destructive practices by railroads had swept the 
rivers clean of traffic. By a slow and painful process, the inland barge traffic 
has grown to its present proportions. Only since World War II have the common 
carriers on the rivers, the lines which are the public’s safeguard against dis- 
criminatory rates, assumed any important proportions. 

Clearly, with this showing of economic advantage, water transportation can- 
not be destroyed unless some distortion of normal competition is permitted. 
It is this distortion and its remedy that this memorandum discusses. 

It is customary to stress the growth of the river traffic. And yet the 
proportion of intercity freight moved by all water modes has actually declined 
in the past 20 years. In 1940, the inland waterways, including the Great Lakes, 
accounted for 18.13 percent of the total. Im 1957, the percentage was 17.14. 
Thus, growth on some of the rivers has been accompanied by changes in other 
areas. 

A dramatic story of the problems of water transportation in the modern era 
is to be found in the experience of the intercoastal carriers. Only two such 
carriers are now left out of scores operating before the war, despite great tech- 
nological changes to meet rising costs. 

The economics of bulk water transportation are such that about 10 commodi- 
ties make up 90 percent of the revenues of the regulated carriers. Two or three 
will account for over half of the total business. Loss of one of these commodi- 
ties in a rate dispute could well cripple the entire water industry. Thus, 
the barge industry believes it is time to review once more the competitive 
practices of their rival, the railroads. 





. —_ Abstract of the United States, 1958,” p. 563, “Annual Report ICC, 1958,” 
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One of the keys to the problem appears to be, once again, geographic discrim- 
ination. It has been almost 20 years since the Congress last refined and 
Strengthened its prohibition against the evils of geographic discrimination in 
the pricing of transportation. At that time, in the Transportation Act of 1940, 
it added the words “region,” “district,” and “territory” to the section of the 
act prohibiting discriminatory rates. The effect was to make certain that the 
Interstate Commerce Commission had the power to remove rate discriminations 
against a region. 

This change in the law encouraged a major rate investigation of differences 
in freight rates of railroads serving industries in the South and the West as 
compared with those serving the Northeast. The investigations established 
differences that could not be considered just and reasonable and, in May 1945, 
the ICC declared regional differentials unlawful. 

The decision was widely hailed as liberating industries in the South and West 
from the burden of arbitrarily high rates on manufactured products. Although 
other factors have made their contribution, the flourishing condition of industry 
today not only in the South and the West, but also in the Northeast may well be 
taken as evidence that the whole economy benefits when attention is given to 
the removal of geographic price discrimination in transportation. 

Since the central problem of freight-rate regulation is the control of the misuse 
of economic power, the issue of discriminatory rates is never settled for long. 
In recent years, geographic discrimination based solely on intermodal compe- 
tition has become an increasingly common practice of the railroads. In the 
battle for traffic, certain geographic areas and certain traffic are singled out for 
rate reductions. Other areas which are similarly situated, except that there is 
no intermodal competition, continue to pay high freight charges. Widespread 
local economic discrimination has resulted. Producers competing in the same 
markets find trade barriers erected in the form of preferential freight rates for 
their competitors. The campaign is aimed primarily at the extermination of 
the low-cost water carriers on the inland waterways, the Great Lakes, and in 
the intercoastal trade. The damage is particularly serious for small commu- 
nities and shippers who do not command either an economical alternative to 
rail transportation or the volume and the power that goes with volume to qualify 
for their own local intermodal rate war. 

In selectively cutting rates to capture certain traffic, the railroads have relied 
heavily on rates which do not meet the full cost of providing the service. Asa 
result, shippers operating outside the battle areas not only have to contend with 
the handicap of lower transportation costs for their competitors, but, as if this 
were not bad enough, they are often taxed through unnecessarily high rates to help 
finance the rate war. 

The railroads say in reply that the shipper should be happy to pay the over- 
charge: 

“If there is a complaint, the shipper in question is always free to present it. 
The fact that there are so few of these complaints may well indicate that the 
‘landlocked’ shippers realize the advantage to them of having the railroad 
increase its contributions to net revenues from the handling of competitive traffic. 
Otherwise the ‘landlocked’ shipper might have to assume the entire burden of 
rail transportation and his rates would have to be higher than they are now.”? 

But the landlocked shipper is not benefited by the maintenance of water com- 
petitive rates designed not to meet competition but to drive it out of business. 
To the extent that the landlocked shipper is compelled to bear more of the trans- 
portation overburden by the publication and maintenance of barge-competitive 
reductions beyond what is necessary to meet competition, he becomes an unwill- 
ing sponsor of the railroads, war against the bargelines. 

Such “fighting rates’ neither meet competition nor maximize a railroad’s 
earnings, but merely reflect the price (in the form of reduced contribution to 
fixed costs) that a railroad is willing to pay for the destruction of a competitor. 
The railroads are capable of indulging in this practice, as long as they do it 
selectively, because the burden of fixed costs can be shifted to noncompetitive 
traffic. Their purpose is to achieve the longrun advantage of eliminating water 
competition. 

The evil of unrestricted price discrimination is not confined to its impact upon 
landlocked shippers. It has its principal impact upon competitive modes of 







2“A Railroad View of Section 15a(3), Interstate Commerce Act,” by Jervis Langdon, Jr., 
ICC Practitioners Journal, May 1959, p. 899. 
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transportation which are entirely dependent upon competitive traffic for survival. 
Having no backlogs of noncompetitive traffic, they must derive earnings sufficient 
to meet all costs and revenues needed from their normal run of business. 

The position of the bargelines facing geographically selective reductions 
designed to divert traffic to the rails is aptly described by ICC Commissioner 
Freas as follows: 

“Whenever conditions permit, given transportation should return the full cost 
of performing carrier service. Certainly full costs in the aggregate have to be 
obtained in our transportation system if it is to be kept healthy. In many in- 
stances, however, the full cost of the low-cost form of transportation exceeds the 
out-of-pocket cost of another. If, then, we are required to accept the rates of 
the high-cost carrier merely because they exceed its out-of-pocket costs, we see 
no way of preserving the inherent advantages of the low-cost carrier. 

“In any even, that other mode would be compelled to depress its rates below 
full costs in order to preserve its inherent advantages against the high-cost 
form of transportation. This would mean that the carrier with the inherent ad- 
vantages would be forced into an unhealthy situation, or that higher rates would 
have to be charged on noncompetitive traffic in order to make up the deficit, for 
certainly the full cost of performing a transportation service must come from 
somewhere.” * 

Since bargelines have no noncompetitive traffic on which higher rates can be 
charged, they have no escape from what Commissioner Freas calls an unhealthy 
situation. That is to say, they can be driven to the publication of rates which 
will not sustain a long-term operation by selectively reduced rail rates on a 
marginal cost basis. The inevitable result of such a course of action is at- 
trition and bankruptcy for the barge industry, and a higher transportation bill 
for the shippers as a whole who must, in the end, pay rates which match the 
full cost of the carriers serving them. 

It will be obvious that local discrimination does not, in fact, simulate traffic 
as a whole; it merely takes traffic away from one mode and gives it to an- 
other. There is no saving for the general economy. To the extent that a low-cost 
mode is driven out of business, there is a general loss. Industry is simply en- 
couraged at preferred points and discouraged at prejudiced points. 

In viewing the problem, the Supreme Court has determined that discrimina- 
tory rates are detrimental to the public interest: 

‘“* * * Tiscriminatory rates are but one form of trade barrier. They may cause 
a blight not less than serious than the spread of noxious gas over the land or the 
deposit of sewage in the streams. They may affect the prosperity and welfare 
of a State as profoundly as any diversion of waters from the rivers. They may 
stifle, impede, or cripple old industries and prevent the establishment of new 
ones. They may arrest the development of a State or put it at a decided dis- 
advantage in competitive markets * * *. [D]iscriminatory rates fastened on a 
region havea * * * permanent and insidious quality.” * 

It is recognized, of course, that the entire railroad rate structure is a most 
elaborate system of price discrimination. In contrast to other transportation 
operations and to the practice of industry generally, rail rates are not related 
to the cost of performing the service. Cost, indeed, appears to have very little to 
do with the level of rates. Value of service is the accepted standard. The con- 
stant costs of railroad system are apportioned more or less arbitraily in accord- 
ance with the railroad’s judgment of what the traffic will bear. The objective 
of the system is to assure maximum utilization of capacity, but to be successful 
such a system requires a highly monopolistic market structure. Under com- 
petitive conditions, the system can be thrown out of gear. With complete free- 
dom to manipulate the overhead and ignore true or full costs, the national 
processes of economics can be easily distorted. 

Commonsense and the public interest suggest that regulation of transportation 
should have as one objective the promotion of an economical division of traffic 
among the transportation industries. Commissioner Joseph Eastman commented 
as follows: 

“There are, I believe, sound grounds for holding that we were given the mini- 
mum rate power for the purpose of * * * promoting within reason the use, to the 
extent that our jurisdiction permits, of the different modes of transportation 


3“The Problems of the Railroads.”’ hearings of the Surface Transportation Subcommittee 


of the ‘Senate Interstate and Foreign Commerce Committee. Testimony of Howard Freas, 
May 21,1958. T. 168. 


« Georgia v. Pennsylvania RR Co., 324 U.S. 
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in the services to which they are economically best fitted and discouraging their 
use in adverse conditions.” ® 

Long before 1920, when the Commission was given the power to control mini- 
mum rates, the problem of the unreasonably low rate brought about by selective 
rate cutting was a major concern. In its annual report for 1893, the Commission 
said: 

“The unreasonably low rate never happens, as a rule, except in the case of 
traffic to competitive points. It is unrestricted competion that brings rates below 
what is just and reasonable. Revenue lost by the adoption of unreasonably low 
rates to competitive points can only be compensated for by rates above what is 
reasonable and just to noncompetitive points. These outnumber the competitive 
points very largely, therefore unreasonably low rates must always operate 
unjustly to a large proportion of traffic and a large class of shippers. In a word, 
the tendency of unjustly low rates to one point is in the direction of unreasonably 
high rates to others, thereby causing a distribution of the burdens of transporta- 
tion which is unjust and in violation of the spirit and letter of the statute * * *, 
Shippers mainly agree that unstable rates are injurious to business industries and 
to commerce generally. They claim that reasonable rates that are stable are 
better than sporadic low rates that are below what is just and reasonable. We 
are well satisfied by experience that the stability of just rates can never be 
assured without the sustaining aid of the law.” * 

The central problem is of course how to encourage competition while at the 
same time restraining its abuses. It was over 70 years ago that the complete 
efficacy of competition as a self-regulator of the transportation industry was 
first seriously questioned. Senator Shelby M. Cullom, whose report of 1886 
described the abuses of the railroads and laid the foundation for the passage of 
the acts to regulate commerce in 1887, noted in his report: 

“It is substantially agreed by all parties in interest that the great desideratum 
is to secure equality, so far as practicable, in the facilities of transportation 
afforded and the rates charged by the instrumentalities of commerce.” * 

He also remarked : 

“But it should be the aim of the law to protect the weak, and it is at the 
great number of noncompetitive interior points, scattered all over the land at 
which even the protection elsewhere afforded by competitive influence is not 
found, and where the producer and shipper are most completely in the power 
of the railroads, that additional safeguards are most needed.” ° 

He also described a central problem of competition in these terms: “Competi- 
tion is a safeguard against extortion, but not against discrimination. It can- 
not accomplish both purposes.” 

In its second annual report of 1888, the Interstate Commerce Commission 
expressed the prohibition against discrimination in this way: 

“It was not at first clearly perceived by everyone that the provisions of the 
act to regulate commerce which prescribed rules of impartial accommodation as 
between persons, occupations, and localities, were really intended to go so far as 
to place in respect to such accommodations the smallest and most obscure 
hamlet in the country in the scale of right against the largest and most powerful 
city, entitling each to the same favorable regard from the carriers which served 
them.” 

The central evil of selective rate cutting against water lines was also specific- 
ally recognized in the 1888 annual report: 

“Rate sheets in some cases indicate that carriers by rail consider themselves 
justified in making any rate, no matter how low, that will take business away 
from a water carrier * * *. But it can hardly be for the public good that 
carriers by water should be subjected to unreasonable and excessive competi- 
tion; they ought, as much as the carriers by rail, to be allowed to charge re 
munerative rates; and the carrier by rail does not therefore make out a complete 
ease, when called upon to justify extraordinary differences between his rates at 
a point of water competition and at other points, when he shows that at the 
former he made the very low rates because otherwise he would not have obtained 
the business. It may be that when the case is examined in the light of the 
public interest it will be manifest that he ought not to have had it; that in 


5 Naval Stores from Mississippi to Gulf Ports, 235 ICC 737-7388. 
6 “Annual Report, ICC, 1893,” pp. 38-39. 
oth. Fey — 46, 49th’ Cong., 1st sess., 282 (1886). 
- 
®Td., 192, 
10 “Annual Report, ICC, 1888.” 
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taking it he had pressed the competition to an extreme which, while it harmed 
the carrier by boat, was harmful also to points on the railroad by reason 
of the great disparity in rates which it created, and also because of its producing 
so little revenue that the burden upon other traffic was increased in 
consequence.” » 

Though the problem was recognized at an early date, an effective method 
of dealing with it was not developed. Commissioner Eastman chronicled the sad 
result : 

“The railroads in their early years encountered stiff competition from many 
steamboat lines plying upon these waters, and they proceeded to meet this com- 
petition ruthlessly. Eventually they swept the waters clean of the competing 
craft, except on the ocean and the gulf, and even there the competition was 
greatly weakened. 

“This was done by cutting rates where the competition existed, to whatever 
extent was necessary to paralyze it, at the same time maintaiing rates at a very 
high level elsewhere. The steamboats did not have this reservoir of noncom- 
petitive traffic to help them out, and hence perished in the unequal struggle.” _ 

There are those in the transportation industry of course who still take the 
view that competition is a sufficient self-regulator of the business practices of 
the industry and that the restraints on destructive competitive methods are 
either not necessary at all or should be substantially relaxed. There is, they 
say, no obligation in industry generally to keep competition in business. There- 
fore, logically, there should be no concern with the effects of rates on competing 
modes. Rates should be made to reflect, for instance, the conditions of railroads 
and their effect on other modes should be irrelevant. 

This, however, avoids the central issue over which there has been so much 
thought and argument during the past 70 years. A Federal district court has 
stated the issue in these terms: 

“Competition is the antithesis of monopoly. In a sense, any elimination of 
competition is a movement in the general direction of monopoly. But com- 
petition is, in its very essence, a contest for trade, and any progress or victory 
in such contest must lessen competition. Competition must always bear in 
itself the seed of its own alteration or even destruction. Success in business 
is ordinarily success in competition, and such success is a usual incentive to 
business effort, and is, of itself, commendable. It is only when this lessening 
is with an unlawful purpose or by unlawful means, or when it proceeds to the 
point where it is or is threatening to become a menace to the public, that it is 
declared unlawful.” * 

The courts have also recently commented : 

“Antitrust legislation is concerned primarily with the health of the competi- 
tive process, not with the individual competitor who must sink or swim in 
competitive enterprise. But as a necessary incident thereto, it is concerned 
with predatory price cutting which has the effect of eliminating or crippling 
a competitor. For, surely there is no more effective means of lessening competi- 
tion or creating monopolies than the debilitation of a competitor.” ** 

Thus, competition is to be encouraged. No individual business is guaranteed 
continued existence. In transportation, no particular traffic should be pro- 
tected for certain carriers or types of carriers. But, at the same time, practices 
which lead to the lessening and destruction of competition must be identified 
and restrained. Commissioner Freas has put it this way: 

“I believe that if transportation history teaches any one thing it is that 
while competitive forces generally are effective in reducing prices and improv- 
ing standards of service, these very same competitive forces in the transportation 
field, if unchecked, will result in eliminating competition and in disrupting 
reasonable and fair rate relations as between competing shippers, geographical 
areas and territories.” » 

The critical issue of course is to define the point at which forces must be 
checked to preserve the existence of competition in the transportation industry 
and to protect the general public. There is no factual checklist of practices, no 


nId., p. 15. 
12 Petroleum Products from New Orleans, La., Groun, 194 ICC 31, 34, 1933. 
18 United States v. Standard Oil Co. of N.J., 47 F. 2d 288, p. 297. 


4% Atlas Building Products Co. v. Diamond Block & Gravel Co., 28 U.S. Law Week 
2107 (10th Cir., Aug. 17, 1959). 


18 Testimony of Howard Freas before Surface Transportation Subcommittee, pt. 3, May 
21, 1958, p. 1842. 
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temperature chart of rate levels against which a freight rate can be measured 
to determine whether it represents keen, stimulating, and useful competition 
of the kind that generally lowers the cost of doing business or is excessive and 
destructive. 

But over the years, Congress and the Interstate Commerce Commission have 
made a general record on the matter. <A review of just how competition, par- 
ticularly geographic price discrimination resulting from competition, has been 
restrained to protect the public interest, reveals the thinking of the regulators, 
A comparison of the protective restraints on competition in transportation with 
similarly motivated restraints on competition in industry generally will serve 
to reveal whether the antitrust standards which are applied to industry generally 
may have some relevance to the transportation industry. 


DEVELOPMENT OF COMPETITIVE RESTRAINTS UNDER THE INTERSTATE COMMERCE ACT 


One of the principal evils which created a public demand for Federal regula- 
tion was discriminatory pricing by the railroads. In his report of 1886, Senator 
Cullom observed : 

“The provisions of the bill are based upon the theory that the paramount 
evil chargeable against the operation of the transportation system of the United 
States as now conducted is unjust discrimination between persons, places, com- 
modities, or particular descriptions of traffic. 

“The underlying purpose and aim of the measure is the prevention of these 
discriminations, both by declaring them unlawful and adding to the remedies 
now available for securing redress and enforcing punishment, and also by re- 
quiring the greatest practicable degree of publicity, as to rates, financial opera- 
tions, and methods of management of the carriers.” ** 

The act to regulate commerce consisted of 24 sections and provided a scheme 
of regulation for common earriers by railroad engaged in interstate or foreign 
commerce and also common e¢arriers partly by railroad and partly by water 
when used “under a common control, management, or arrangement, for a con- 
tinuous carriage or shipment.” 

The first section enacted the general principle, declaratory of the common law, 
that all rates must be just and reasonable. 

The second section laid down the standard of equality of charges for like 
and contemporaneous services, prohibiting unjust discrimination. 

The third section forbade the giving of any undue or unreasonable preference 
or advantage to any person, concern, locality, or kind of traffic. 

The fourth section made it unlawful for railroads to charge a greater amount 
for a shorter than for a longer haul under substantially similar circumstances 
and conditions over the same line. 

The first three sections contained the qualifying words ‘unreasonable’ as to 
rates, “unjust” as to discrimination, and “undue” as to preference and prejudice. 
The Commission early construed these terms as indicating a congressional intent 
to permit flexibility in the pricing of railroad services; and the courts concurred 
in the Commission’s interpretation that the act did not require absolute equality 
of pricing.” Thus some degree of discrimination and preference, geographic or 
otherwise, was recognized as lawful, if “reasonable” and “just” and not 
“undue.” 

The fourth section struck at the most obvious and shocking kind of geographic 
discrimination, a greater charge for a shorter distance than for a longer distance 
over the same line of railroad where “circumstances and conditions” were 
similar. Even here the Commission was empowered to relieve a carrier from 
the prohibition “in special cases.” 

The original act appears to have been designed to protect the shipper against 
discriminatory and prejudicial pricing—pricing practices which were in many 
instances the result of unrestrained competition among the railroads. Shippers 
often invoke the powers of the Commission under section 3(1), but seldom did 
competing railroads seek to restrain the competitive pricing practices of brother 
railroads. It was not until section 4 was strengthened by the Mann-Elkins Act 
of 1910 that competing carriers began to raise the issue of discriminatory pric- 
ing. After the Commission was given the power to find rates unreasonably low, 
neither competing railroads nor competing modes of transportation had much 
oceasion to raise the issue of price discrimination under section 3(1). Under 




















































16S. Rept. No. 46, 49th Cong.. 1st sess.. 215 (1886). 
17 Ice y. Baltimore and O.R. Co., 145 U.S. 263 (1892). 
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the minimum rate authority, competing carriers achieved some measure of pro- 
tection from predatory rail rates. i 

The Transportation Act of 1920 made two significant changes in the regula- 
tory scheme. It gave the Commission the power to prescribe minimum rates 
and it strengthened the fourth section by providing that the Commission should 
not approve a charge to or from the more distant point that is not “reasonably 
compensatory for the service performed” and that the Commission should not 
authorize relief from the fourth section “on account of merely potential water 
competition not actually in existence.” ah 

The minimum rate power had long been sought by the Commission, largely 
to control unrestrained competition brought about by a discriminatory shifting 
of the transportation burden from competitive to noncompetitive traffic. 

The Transportation Act of 1940 brought domestic water carriers under the 
Commission’s jurisdiction and declared a national transportation policy pro- 
viding for fair and impartial regulation of all modes of transportation, as follows: 

“It is hereby declared to be the national transportation policy of the Con- 
gress to provide for fair and impartial regulation of all modes of transportation 
subject to the provisions of this Act, so administered as to recognize and pre- 
serve the inherent advantages of each; to promote safe, adequate, economical, 
and efficient service and foster sound economic conditions in transportation 
and among the several carriers; to encourage the establishment and main- 
tenance of reasonable charges for transportation services, without unjust dis- 
criminations, undue preferences or advantages, or unfair or destructive com- 
petitive practices; to cooperate with the several States and the duly authorized 
officials thereof: and to encourage fair wages and equitable working conditions ; 
all to the end of developing, coordinating, and preserving a national transporta- 
tion system by water, highway, and rail, as well as other means, adequate to 
meet the needs of the commerce of the United States. of the Postal Service, 
and of the national defense. All of the provisions of this Act shall be adminis- 
tered and enforced with a view to carrying out the above declaration of policy.” 

The 1940 act amended the rule of ratemaking in section 15a(2) to provide 
that in the exercise of its authority to prescribe just and reasonable rates, the 
Commission should “give due consideration, among other factors, to the effect 
of rates upon the movement of traffic by the carrier or carriers for which the 
rates are prescribed * * *.”°) [New matter italicized. ] 

Subsequent to the passage of the Transportation Act of 1940 many railroad 
partisans contended that the Commission's decisions under its minimum rate 
power were too restrictive, tending to hold an “umbrella” over competing car- 
riers’ rates. In fact, the Commission in some measure was exercising under 
the minimum rate power the same kind of control over discriminatory pricing 
provided in the Robinson-Patman Act: 

“What constitutes a minimum reasonable rate is a matter to be determined 
in the light of the facts of record in each individual case, avoiding arbitrary 
action and keeping within statutory and constitutional limitations, just as in 
the case of maximum reasonable rates. Whether a rate is below a reasonable 
minimum depends on whether it yields a proper return; whether the carrier 
would be better off from a net-revenue standpoint with it than without it: 
whether it represents competition that is unduly destructive to a reasonable 
rate structure and the carriers; and whether it otherwise conforms to the 
national transportation policy and the rules of ratemaking declared in the act 
of 1940” (p. 534). 

The railroads objected to the fact that the Commission even considered 
the effect of the reduced rail rate on competing carriers. Their dissatisfaction 
with the standards applied in intercarrier competitive rate cases culminated 
in their advocacy of the so-called three shall nots, providing that in determin- 
ing whether any charge was less than a reasonable minimum charge, the 
Commission should not consider the effect of such charge on the traffic or rate 
structure of any other mode of transportation. In substantial effect, the Sub- 
committee on Surface Transportation of the Senate Committee on Interstate 
and Foreign Commerce recommended an addition to section 15a which would 





1841 Stat. 456. 
19 54 Stat. 898. 
* “New Automobiles in Interstate Commerce” (259 ICC 475) 
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have accomplished the result urged by the railroads. The original form recom- 
mended in 1958 was: 

“In a proceeding involving competition with another mode of transportation, 
the Commission, in determining whether a rail rate is lower than a reasonable 
minimum rate, shall consider the facts and circumstances attending the move 
ment of the traffic by railroad and not by such other mode.” 

A less restrictive rule was finally adopted in the Transportation Act of 1958, 
reading: 

“(3) In a proceeding involving competition between carriers of different modes 
of transportation subject to this Act, the Commission, in determining whether 
a rate is lower than a reasonable minimum rate, shall consider the facts and 
circumstances attending the movement of the traffic by the carrier or carriers 
to which the rate is applicable. Rates of a carrier shall not be held up to a 
particular level to protect the traffic of any other mode of transportation, giving 
due consideration to the objectives of the national transportation policy declared 
in this Act.” 

The legislative history of this provision shows that it was intended to assure 
to each carrier the right to assert his inherent advantage by charging rates 
lower than those of competing higher cost carriers. 


DEVELOPMENT OF COMPETITIVE RESTRAINTS UNDER THE ANTITRUST ACT 


During the period 1865-90 the competitive conduct of American heavy indus- 
try was such as to alarm much of American society and cause it to seek remedies 
to restore a healthier condition to our economy. 

The trust problem, as it was then known, was regarded as a threat not only 
to American industry but to the entire American way of life: 

“All who recall the condition of the country in 1890 will remember that there 
was everywhere, among the people generally, a deep feeling of unrest. The Na- 
tion had been rid of human slavery—fortunately, as all now feel—but the con- 
viction was universal that the country was in real danger from another kind of 
slavery sought to be fastened on the American people; namely, the slavery that 
would result from aggregations of capital in the hands of a few individuals and 
corporations controlling for their own profit and advantage exclusively, the 
entire business of the country * * *”.” 

Best known and best documented of these cases is the climb to monopoly of 
the old Standard Oil Co. over the remains of many formerly vigorous competi- 
tors.” It was the practice of the Standard Oil Co. to obtain precise and detailed 
information as to its competitors’ activities, including their shipments and their 
prices. With this data, much of which was contributed by the railroads who 
handled these competing products but who feared the strength of Standard Oil, 
the agents of Standard Oil were able to bid directly against their competitors 
and attract their customers, often combining the allure of prices so much lower 
as to be irresistible with the threat of reprisals. The result was a pattern of 
pricing by Standard Oil of a character that clearly revealed its discriminatory 
intent, varying from region to region with no other reason than the presence or 
absence of local competition. The ultimate result was the achievement of effec- 
tive monopoly over the industry.” 

In this desperate struggle the railroads played a key role in the rise of Stand- 
ard Oil. Not only did they afford a constant source of valuable information, but 
they contributed in a more materially tangible fashion. The leverage of Stand- 
ard Oil enabled it, with the not-too-strenuous resistance of the railroads, to in- 
sist on great rebates on almost all its shipments of oil (and drawbacks on many 
of its competitors’ shipments as well). The extra profits from this source en- 
abled Standard Oil to endure the financial hardships of its destructive campaigns; 
the ability to sell its oil “at naked cost” in a distant “dumping ground” * when 
and where it was needed to ruin a competitor was due in large part to the fact 
that it cost the monopolist much less to have it delivered there than its rivals had 
to pay. 


21 Standard Oil vy. United States, 221 U.S. 1, 83 (1911) (Harlan, J., concurring). 

2 For varying viewpoints on the history of the Standard Oil Co. see Tarbell, “History 
of the Standard Oil Company” (1902); Flynn, ‘“‘“God’s Gold”’ (1932) ; Hidy, “Pioneering in 
Big Business,’ 1955; Nevins, “John D. Rockefeller: The Heroic Age of American Enter- 
prise” (1940-41). 

231 Tarbell, op. cit. supra, at 35, 44, 

% Standard Oil v. United States, 221 . m2 (1911). 

2% Hidy, op. cit. supra, at 118— 120. 

Td. at 199. 
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Congress in 1890 determined to attack the competition question on a general 
basis applicable to all industries. Although only 3 years had passed since the 
Interstate Commerce Act, the railroad industry was not forgotten nor was it 
then believed that the antitrust problem had been solved as to railroads by the 
Interstate Commerce Act. Much of the discussion of abuses centered on the prac- 
tices of discrimination and monopolization in the railroad industry.” 

More broadly, the practice of geographical discrimination played a prominent 
role in the minds of the sponsors of the Sherman Act. As Senator Sherman him- 
self said : 

“IT am not opposed to combinations in and of themselves; I do not care how 
much men combine for proper objects; but when they combine with a purpose to 
prevent competition, so that if a humble man starts a business in opposition to 
them, solitary and alone, in Ohio or anywhere else, they will crowd him down 
and they will sell their product at a loss, or give it away in order to prevent com- 
petition, and when that is established by evidence that cannot be questioned, then 
it is the duty of the courts to intervene and prevent it by injunction and by the 
ordinary remedial rights afforded by the courts.” * 

Passing the Sherman Act was one thing; enforcing it to such an extent that 
it had a real impact on the competitive situation was another. Slothful enforce- 
ment and negative judicial decisions played their role in frustrating the new act. 
However, some progress was made. The major achievements of antitrust policy 
before 1914 were the dissolution of the Standard Oil monopoly whose policies 
of geographic discrimination have already been described, and of the meatpack- 
ing trust and Corn Products combination whose practices were similar.” 

In 1914 Congress, in a reforming mood, set out for a drastic overhauling of 
the statutory system for maintaining competition. The products were the Clay- 
ton Act and the Federal Trade Commission Act.” The Clayton Act outlawed 
certain specific practices which were found to be injuring the competitive sys- 
tem including mergers (covered by sec. 7), interlocking directorates (sec. 8), 
and tying agreements (sec. 3) ; prominent among these, of course, and the first to 
be dealt with following the definitions section of the act, was price discrimina- 
tion (in sec. 2) and particularly that of a geographical nature: 

“Section 2 of the bill is intended to prevent unfair discriminations. It is ex- 
pressly designed with the view of correcting and forbidding a common and wide- 
spread unfair trade practice whereby certain great corporations and also certain 
smaller concerns which seek to secure a monopoly in trade and commerce by 
aping the methods of the great corporations, have heretofore endeavored to 
destroy competition and render unprofitable the business of competitors by sell- 
ing their goods, wares, and merchandise at a less price in the particular com- 
munities where their rivals are engaged in business than at other places through- 
out the country.” ™ 

The central purpose of the framers of the Clayton Act was faithfully carried 
out by the courts which were alert to restrain sellers who sought to destroy 
rival sellers and win monopoly positions by discriminating in prices between one 
locality and another.” Where the legislators had not felt so deeply or expressed 
themselves so strongly, problems of interpretation soon developed. In contrast 
with the practice under the Interstate Commerce Act which was used almost 
exclusively to protect shippers and not competing carriers,” the first interpreta- 
tions of the courts construed the Clayton Act as protecting competing sellers only 
and not purchasers; this limitation was, however, disapproved after a few years 
by the Supreme Court,“ so that thereafter both were protected. Other areas 


See discussion of the legislative history in United States v. Trans-Missouri Freight 
Assoc., 166 U.S. 290, 312-315 (1897). 

%S. Doc. 147, 57th Cong., 2d sess., 165 (1907). 

*» Standard Oil Co. v. United States, 221 U.S. 1 (1911) ; Swift and Co. v. United States, 
196 U.S. 375 (1905) ; United States v. Corn Products Refining Co., 234 Fed. 964 (S.D.N.Y. 
1916), appeal dismissed, 249 U.S. 621 (1919). 

#38 Stat. 730 (1914), as amended; 15 U.S.C., par. 12 ff. (1952) and 38 Stat. 717 
(1914), as amended, 15 U-S.C., pars. 41—51 (1952). 

*H. Rept. 627, 63d Cong., 2d sess., 8-9 (1914); id., pt. 2, at 2-3; S. Rept. 698, 634 
Cong., 2d sess., 2-4, 43-44 (1914). 

“2 Porto Rican-American Tobacco Company y. American Tobacco Co., 30 F. 2d 234 
(2d Cir.), cert. denied, 279 U.S. 858 (1929). 

%3-B Sharfman, “The Interstate Commerce Commission,” 753-754 (1936). 

“Compare Van Camp & Sons Co. v. American Can Co., 278 U.S. 245 (1929), with 
Mennen Co. vy. Federal Trade Commission, 288 Fed. 774 (2d Cir.), cert. denied, 262 U.S. 


ma’ National Biscuit Co. v. Federal Trade Commission, 299 Fed. 733 (2d Cir. 
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in which the act proved disappointing included the exemption from the prohibi- 
tion on discrimination for differences in quantity, without any limitation to 
those discounts which were justifiable in terms of differences in cost, which 
turned out to be a loophole for the very type of discrimination in favor of large 
and aggressive buyers which the draftsmen of the act had feared.“ The right 
to meet “competition” was, according to some observers, abused, not being 
limited with regard to good faith on the part of the discriminator or with regard 
to the legality of the prices he had to meet. Difficulties in proving the requisite 
lessening of competition also seemed to diminish the protective strength of sec- 
tion 2.” 

Along with the Clayton Act, the Federal Trade Commission Act was relied 
upon to outlaw practices, including price discriminations, that would tend to 
destroy the free competitive system. ‘This act, however, proved disappointing 
in that of the many proceedings instituted thereunder (2,614 cases between 
1914 and 1936) only about 400 were directly related to economic anti-competitive 
practices, the vast majority dealing with matters of misrepresentation and 
commercial bribery.” Unnecessarily restrictive interpretation of the act by the 
courts in its earlier years also weakened its effectiveness.” 

For all of the weaknesses in practice, the effect of these two major innova- 
tions, the Clayton Act and the Federal Trade Commission, was to focus the 
Nation’s attention on the importance of preventing abuse of economic power 
against the weak. Undoubtedly the net result for the next 20 years was to 
make it far more difficult for national enterprises to put a local competitor out 
of business. The two innovations also established the principle that competitive 
abuses had to be stopped early enough in the process if the regulatory effort 
was to be successful. 

By 1936 dissatisfaction with the weaknesses of the Clayton Act, in particular 
with the way in which its defenses could be employed to frustrate proceedings 
against discrimination, caused Congress to reexamine the price discrimination 
problem. At this time the impelling motive was not so much concern with 
the problems of competing industrial sellers, already well protected by the Clay- 
ton Act, as with the dangers to the survival of the independent local retailer 
overmatched by the giant chains which possessed great competitive power by 
virtue of their broad geographical extension combined with their ability to 
wring concessions from producers by virtue of volume orders.” The Robinson- 
Patman Act was intended to restrict the meeting competition defense and to 
eliminate collateral competition abuses such as discrimination in the furnish- 
ing of distribution allowances or facilities. It also required quantity discounts 
to be justified on the basis of cost differences and, borrowing from Interstate 
Commerce Commission practice, authorized the Federal Trade Commission to 
limit even cost-justified differentials where they threatened to promote monop- 
oly.“ For good measure, Congress also passed a criminal prohibition, section 
3 of the Robinson-Patman Act, the so-called Borah-Van Nuys bill, which, 
among other things, made it a criminal offense to discriminate against buyers 
in one region as against those in another area and to make sales at prices un- 
reasonably low for the purpose of destroying competition or eliminating a 
competitor. 

Congress concern with the problems of local price discrimination is clearly 
expressed in the Senate committee report on the bill: 

“* * * TDiscriminations in excess of sound economic differences involve gen- 
erally an element of loss, whether only of the necessary minimum of profits or 
of actual costs, that must be recouped from the business of customers not granted 
them. When granted by a given seller to his customers in other States, and 
denied to those within the State, they involve the use of that interstate com- 
merce to the burden and injury of the latter.” “ 





a— Tire & Rubber Co. vy. Federal Trade Commission, 101 F. 2d 620 (6th Cir. 
1939). 

8 See H. Rept. 2010, 85th Cong., 2d sess., 9-14 (1958). But see id. at 34—35, citing 
American Can Co. y. Ladoga Canning Co., 44 F. 2d 763 (7th Cir. 1930), cert. denied, 
282 U.S. 899 (1931). Baran vy. Goodyear Tire & Rubber Co., 256 Fed. 571 (S.D.N.Y. 
1919). 

*7 Of the 2,676 FTC complaints listed in 2 CCH Trade Reg. Serv., as having been filed 
prior to Jan. 1, 1936, no details are given as to 8, and 54 included no par. 5 charges. 
Of the remaining 2,614 about 400 can fairly be described as relating to “economic,” i.e., 
antitrust, matters. 

% Federal Trade Commission vy. Gratz, 253 U.S. 421 (1920). 

89 See Fulda, “Food Distribution in the United States,’’ 99 U. Pa. L. Rev. 1051 (1951). 
49 See Federal Trade Commission vy. B. F. Goodrich Co., 242 F. 2d 31 (D.C. Cir. 1957). 
41'S. Rept. No. 1502, 74th Cong., 2d sess. (1936). 
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Under the Clayton Act, as amended by the Robinson-Patman Act, the Federal 
Trade Commission has brought an increasing number of proceedings, and it and 
the courts have construed it rigorously against price discriminators. A whole 
series of cases has condemned the use of local price cutting by national concerns 
to eliminate a local competitor,” and increasingly heavy penalties have been 
applied. Le 

While some commentators have proposed even further restrictions on the de- 
fenses available to justify discriminations, there can be no doubt that the fear 
of Commission or treble damage proceedings is a strong deterrent to price 
discriminations and exerts a profound influence on the pricing policies of the 
country’s great industrial corporations.“ 


APPLICATION OF ANTITRUST PRINCIPLES TO DISCRIMINATORY RAILROAD RATES 


The evils of predatory price cutting and discriminatory pricing, geographical 
or otherwise, obviously are at least as great in the transportation industry as in 
any other industry. In seeking to control them, the legislative approach which 
has been successful in other industries should not be overlooked. 

The principles which Congress has set forth in the national transportation 
policy are precisely such as an application of the principles of the antitrust laws 
would help to achieve: 

(1) To provide for fair and impartial regulation for all modes of transporta- 
tion. 

(2) To recognize and preserve the inherent advantages of each mode of trans~ 
portation. 

(3) To promote adequate and efficient service. 

(4) To foster sound and economic conditions in transportation and among the 
several carriers. 

(5) To encourage establishment and maintenance of reasonable charges with- 
out discriminations and preferences. 

(6) To eliminate unfair or destructive competitive practices. 

In addition, section 4 of the Interstate Commerce Act has specifically recog- 
nized the evil of geographic price discrimination through its long-and-short-haul 
clause. This clause refers to a situation where a railroad seeks to charge a 
shipper at a more distant point a lower rate than it charges a shipper at a nearer 
point on the same route. Such charges are forbidden in principle, although the 
Commission will permit lower charges if no lower than necessary to “meet,” for 
instance, water competition, taking into consideration the difference in value 
usually attributed to the respective services by shipper, and if the lower charges 
do not threaten extinction of water competition. 

Thus, the antitrust principle is recognized, but unfortunately the Commission 
has not extended it to cases involving other kinds of geographical discrimination 
covered by section 3(1), perhaps feeling the statute did not authorize such an 
extension. Yet there is no reason for allowing discriminations between shippers 
or receivers simply because they are not on the same route, nor should protection 
of the water carriers from predatory rate cutting be limited to such situations. 
Logie and justice require such discriminations to be eliminated uniformly. 

The recognition already existing in the act of the impropriety of geographical 
discrminiations should, therefore, be extended and made uniform through ap- 
propriate legislation. 

Price differences which in fact reflect differences in cost are of course entirely 
proper, and the Robinson-Patman Act is careful to exclude from its prohibitions 
such justified price differences. This is equally necessary in the transportation 
field, in which, additionally, the importance of preserving existing rate differences 
between different commodities and reasonable group or area rates need hardly 
be emphasized. 

The cost justification proviso in the Robinson-Patman Act affords a defense to 
the seller who can bear the burden of proving that his cost differences justify his 





42 See, e.g., E. B. Muller € Co. v. FTC, 142 F. 2d 511 (6th Cir. 1944) ; Moore v. Meade 
Service Co., 190 F. 2d 540 (10th Cir. 1951), cert. denied, 342 U.S. 902 (1952) ; Maryland 
Baking Co. v. FTC, 243 F. 2d 716 (4th Cir. 1957). 

43 See, e.g., United States. v. Safeway Stores, Inc., Cr. No. 9584 (N.D. Texas 1957). 

“For statistics on proceedings brought under the Robinson-Patman Act by the Com- 


mission and private plaintiffs, see Rowe, ‘“‘The Evolution of the Robinson-Patman Act,” 
57 Col. L. Rev. 1059, 1075 (1957). 
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price differences as demonstrated by cost accounting. This provision has been 
the subject of a considerable amount of litigation and discussion, as have cor- 
responding accounting concepts under the Interstate Commerce Act; in neither 
area has the technique of allocating costs reached the level of scientific precision. 

A review of the way in which the Robinson-Patman Act cost proviso has 
actually been interpreted, however, can provide suggestions valuable in the 
transportation field. To start with, under the Robinson-Patman Act, it is clear 
that cost justificaion a least requires a “good faith” effort by the seller who has 
charged discriminatory prices, reasonably documented by careful accounting 
procedures.” Two further things are certain in the Robinson-Patman Act con- 
cept of justification by cost. The first is that it is the seller whose discrimination 
is under attack who has the burden of presenting a reasoned out, rational basis 
for his system of differentials—preferably one developed before beginning his 
pattern of discrimination and not a mere ex post facto rationalization.“ The 
second is that the cost differences to be considered in the justification of different 
prices to different customers may not be based on out-of-pocket costs: The cost 
saving brought about by gaining an additional customer should not be passed on 
to that customer alone but to each other customer who by contributing to the 
overall volume has done his proportionate share to contribute to he overall re- 
duction in cost.“ Increases of volume brought about by paring prices to the bare 
bones of variable costs cannot be used to justify charging a different price to 
those who must bear the burden of fixed costs. 

The other justification in the Robinson-Patman Act for an apparently illegal 
discrimination is that it is made in good faith to meet the equally low price of a 
competitor. This again, is a matter as to which the seller must bear the burden 
of proof.“ The protection of this proviso is subject to several qualifications and 
one who seeks its protection must surmount several hurdles. Some of these may 
be grouped around the concept of “good faith,’ which, among other things, 
denies exemption to any discrimination that merely copies a competitor’s illegally 
discriminatory system—thus the economy may not be burdened with a network 
of illegal variations without justification other than the claim that somebody 
else had started the practice.” It has also been suggested that a discrimination 
which meets another price which is illegally discriminatory although not part of 
a system is also not made in good faith.” Reasonably probative evidence to the 
effect that competitors are in fact quoting the price met is also a component of 
“good faith.” * 

The second requirement of the meeting competition proviso is that the lower 
price be met. This means that the quotation made must be for a corresponding 
quantity, ie., if a seller offers a price discount for large orders exceeding a 
specified quantity, his competitor cannot meet that lower price by offering the 
same discount for orders of a lesser quantity.” The limitation that the com- 
peting price must be met also means the competing price may not be undercut 
and this is judged from a realistic marketing viewpoint and not from that of 
simple mathematics. Furthermore, the Federal Trade Commission’s view is 
that “meeting” competition only refers to defensive tactics suited to protect one’s 
existing clientele and not to the aggressive luring away of customers of others.” 


Van Cise, “The Robinson-Patman Act and the Accountant,” the New York Certified 
Public Accountant, May 1958, 351, 359. 

4 Ibid. 540% 

47 Advisory Committee on Cost Justification, report to the Federal Trade Commission 
(1956). 

# Federal Trade Commission v. Staley Mfg. Co., 324 U.S. 746 (1945). 

# Thid. 

5° Compare Dean Milk Co. v. American Processing and Sales Co., 1950-51 CCH Trade 
Cases, por. 62, 777 (N.D. Ill. 1951) with Standard Oil Co. v. Brown, 238 F. 2d 54 (5th 
Cir. 1956). 4 

St Federal Trade Commission vy. Stalew Mfg. Co., 324 U.S. 746, 759 (1945). 

52 Federal Trade Commission vy. Standard Brands, Inc., 189 F. 2d 510 (2d Cir. 1951). 

53 See “Report of the Attorney General’s National Committee To Study the Antitrust 
Laws,” 181 (1955): Stevens, “Defense of Meeting the Lower Price of a Competitor,’ 
1953, University of Michigan Institute 129, 136; Standard Motor Products, Inc., FTC 
Aseket 5721 (1957) This view -nnears to be supported by Federal Trade Commission v. 


Standard Oil Co., 355 U.S. 396 (1958). 
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In determining what price “meets” competition, if the goods or services involved 
are not identical, the local price cutting must give recognition to the differences 
in value commonly attributed by buyers to the differences in goods or services.™ 

Under the Interstate Commerce Act, the argument that discriminatorily low 
rates are justified—or become ‘‘reasonable”—because of the existence of compe- 
tition is, of course, no novelty. The limitations of the “meeting competition” 
proviso developed under the Robinson-Patman Act seem equally relevant in the 
transportation industry, since otherwise competitive rate cuts become a weapon 
which can be deliberately used to destroy weaker competitors. As to the special 
problem presented by services which are not identical, the principle that “meeting 
competition” does not justify charging identical rates for a more valuable service 
has been recognized by the Commission in applying the long-and-short haul 
clause of section 4, as noted above, so that it too is by no means strange to the 
existing regulatory system. 





A POSSIBLE SOLUTION 


It is not the purpose of this memorandum to attack or defend the railroad rate 
structure as it now exists. It is clear from the discussion of the relationship 
of cost to competition in the application of the Robinson-Patman Act that, in 
industry generally, cost plays a central role in testing healthy competitive rela- 
tionships. It is equally clear that, for better or for worse, railroad rates are not 
based on cost. Indeed, cost appears to have very little to do with the level o 
rates. Value of service is the accepted standard. Rates are adjusted to what 
the customer can afford to pay and, in all fairness, to what he cannot afford 
to pay. 

When amendments to section 15a were being discussed before the Senate 
Interstate and Foreign Commerce Committee early in 1958, ICC Commissioner 
Howard Freas, then Chairman, had an illuminating proposal. He suggested 
that a part of the new section 15a3 should say that “trates should not be held up to 
protect the traffic of the less economic mode * * *.” Despite the logical appeal 
of such an approach, it received no support from the railroads who were holding 
out then and still are holding out for complete freedom to price their product 
without regard to the effect on a competing mode. 

If it is impossible to adopt an objective standard such as cost for all rates, 
then it follows that the rules governing rate relationships must be fair. On 
this subject, the experience of the Robinson-Patman Act on what constitutes 
meeting competition and destructive competition is of considerable interest. 

Always preserving the basic economic function of competition to lower prices 
to a reasonable level in the public interest, the restraints should be so devised 
as to prevent elimination of competition. 

A rate lowered selectively just to add to volume should, in fairness, be made 
available to all who contribute to the volume if discrimination in its crudest 
sense is to be avoided. If the proponent can show a need for a lowered rate to 
meet competition then the discrimination is forgiven, if it is not undue, but if the 
rate is lower than necessary to meet the competition, what becomes of the justi- 
fication for discrimination? Should not the new rate be made available to all 
who contribute to the volume? 

In this framework, cost is a highly useful yardstick to determine which mode 
is the low-cost carrier, but obviously, in all fairness full costs must be the test, 
not marginal costs. 

The two sections of the Interstate Commerce Act dealing directly with 
geographic price discrimination are sections 3(1) and 4. However, these sections 
do not provide adequate means for preventing discrimination which is designed 
to destroy competition. Parts II, III, and IV of the act contain similar pro- 


visions, but the above sections will be referred to exclusively for the purpose of 
discussion. 





5% See Anheuser-Busch, Inc. v. FTC, docket 6331 (1957). This decision was set aside on 
other grounds by the Court of Appeals for the Seventh Circuit in Anheuser-Busch, Inc. v. 
FTC, 265 F. 2d 677 (1959), a decision as to which certiorari has been granted. Compare 
the recent decision in Atlas Building Products Co. y. Diamond Block &€ Gravel Co., 28 U.S. 
Law Week 2107 (10th Cir., Aug. 17, 1959), in which the court made the following 
interesting comment : 

“Antitrust legislation is concerned primarily with the health of the competitive process, 
not with the individual competitor who must sink or swim in competitive enterprise. But 
as a necessary incident thereto, it is concerned with predatory price cutting which has the 
effect of eliminating or crippling a competitor. For, surely there is no more effective 


a of lessening competition or creating monopolies than the debilitation of a com- 
petitor.”’ 











192 DECLINE OF COASTAL SHIPPING INDUSTRY 


Under the present law a common carrier is prohibited from giving another per- 
son or corporation an undue or unreasonable preference and subjecting another 
person or corporation to an undue or unreasonable prejudice. However, section 
3(1) is expressly inapplicable to prejudice to the traffic of another carrier. 
Therefore, no seller of transportation has ever raised the issue under section 
3(1) that an unreasonable preference or prejudice is destructive. Lessons de- 
rived from the history of the transportation industry and the antitrust laws 
and their administration emphasize the need for giving sellers the right to 
complain of destructive competitive practices. 

Section 4 strikes directly at geographical discrimination. Under this section 
the Commission disapproves a long-and-short haul departure rate which is 
lower than necessary to meet the competition justifying the departure.” Thus, 
the antitrust principle of preventing destructive competition is recognized. But 
this protection is not available in cases involving other kinds of geographical 
discrimination covered by section 3(1). As a result, water carriers are pro- 
tected from destructive competition only where greater rates are charged for 
transportation for a shorter as compared to a longer distance over the same route 
in the same direction, the shorter being included within the longer distance. 
The protection should not be limited to section 4 situations but should be ex- 
tended to all intermodal rate relationships. 

The antitrust laws place a special and deserved emphasis on protecting com- 
peting sellers against geographic price discrimination. Consistent treatment of 
transportation and nontransportation segments of our economy suggests that 
the Interstate Commerce Act be amended so as to give competing carriers sim- 
ilar protection from discriminatory ratemaking practices designed to injure 
or destroy competition. 

The exact language that would accomplish the purpose described above is, 
of course, open to debate. However, for purposes of discussion, the following 
is a possible addition to section 3 of the act: 

“When any common carrier subject to this part maintains rates, charges, or 
practices in competition with another mode of transportation which cause, 
make, or give any discrimination, preference, or advantage which would be 
undue or unreasonable in the absence of such competition, such discrimination, 
preference, or advantage shall be unlawful where the effect thereof may be 
substantially to lessen competition, or tend to create a monopoly in any line of 
commerce, or to injure, destroy, or prevent competition with said carrier. In 
comparing rates, due consideration shall be given to all factors affecting the 
relative desirability of the services offered. No discrimination in rates shall 
be held to be unlawful which makes only due allowance for differences in the 
costs of providing transportation, services or facilities, or which is made to estab- 
lish uniform group rates reasonably calculated to preserve competition between 
shippers similarly situated.” 

APPENDIX I 


Section I. ROBINSON-PATMAN ACT 


Discrimination in price, services, or facilities—(a) Price; selection of customers 

It shall be unlawful for any person engaged in commerce, in the course of 
such commerce, either directly or indirectly, to discriminate in price between 
different purchasers of commodities of like grade and quality, where either 
or any of the purchases involved in such discrimination are in commerce, where 
such commodities are sold for use, consumption, or resale within the United 
States or any Territory thereof or the District of Columbia or any insular 
possession or other place under the jurisdiction of the United States, and where 
the effect of such discrimination may be substantially to lessen competition or 
tend to create a monopoly in any line of commerce, or to injure, destroy, or 
prevent competition with any person who either grants or knowingly receives 
the benefit of such discrimination, or with customers of either of them: Pro- 
vided, That nothing contained in sections 12, 13, 14-21, and 22-27 of this title 
shall prevent differentials which make only due allowance for differences in 
the cost of manufacture, sale, or delivery resulting from the differing methods 
or quantities in which such commodities are to such purchasers sold or 
delivered: * * * 


15 U.S.C. 13(a), Enacted June 19, 1936. 





~ Transcontinental Case of 1922, 74 ICC 48, 70. 
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Mr. Tay tor. This breakdown, however, understates the traffic that 
is subject to regulation. For instance, there are huge tonnages mov- 
ing on the Illinois Riv er, subject to regulation by the State of Illinois, 
which, because they are intrastate movements, are reflected in the 
reports of the carriers as unregulated traffic. 

By w ay of comparison, according to “American Trucking Trends 
for 1959,” a publication of the American Trucking Association, ap- 
proximately 33 percent of the intercity ton- miles handled by all 
trucks were performed by motor carriers operating under Interstate 
Commerce Commission authority. 

I believe the framers of the Transportation Act of 1940, which was 
designed, among other things, to regulate the water carriers, would be 
highly disappointed if they thought they had succeeded in covering 
only 10 percent of the industry. 

But more important than that, we think the whole attitude of the 
Commission in our rate contests with the railroads is colored by this 
misunderstanding of the extent of common carrier traffic on the in- 
land waterways. So often we have the feeling that contests between 
water carriers and the railroads are regarded more as contests be- 
tween common carriers and private carriers than contests between 
common carriers. 

Congress has recognized a responsibility for the fate of the regulated 
carriers. It is therefore important to us that the Congress should 
have accurate information as to the extent of the common carrier 
business. 

It will be of interest to this committee that the Mississippi Valley 
Barge Line Co. was the only company which supported regulation 
of the water carriers in 1940. The rest of the industry felt that the 
ICC was dominated by railroad interests and that inland water trans- 
portation would soon disappear under the unfriendly administration 
of a railroad-oriented olanita itory body. 

My company, the Valley Line, felt that there were enough safe- 
guards in the Transportatior. Act of 1940 to provide a fair and equi- 
table climate in which our industry might prosper. 

We believed that the prohibitions against destructive ratemaking 
and the very clear language of the transportation policy would pro- 
duce astable tra ansportation industry. 

We believed that there was scope for healthy, vigorous competition 
in the public interest and at the same time protection for an efficient 
small operator against the misuse of the overwhelming economic power 
by the railroads. For over 15 years we were not disappointed. Prec- 
edents were developed which seemed to us to provide adequate safe- 
guards against destructive competition. 

In the last several years, however, the climate seems to have changed 
completely. Looking over the record of the disappearance of the 
Pacific coast wise trade, which for over a century connected Califor- 
nia, Oregon, and Washington with low-cost water service, the decline 
of the Atlantic coastal trade, the decline of the intercoastal trade, the 
decline of the regulated carriers on the Great Lakes, we are more than 


ever convinced that something important is lacking in the regulation 
of competition. 
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If the services of the Great Lakes carriers and of the coastal car- 
riers can be ruined by a program of selective rate cutting, then it is 
obviously only a question of time before low-cost water advant: age of 
the inland water carrier industry is destroyed. 

The battle has begun for us. We have lost a great deal of traffic 
as a result of selective rate cutting. However, so far, the rush of 
industries to the rivers has been sufficient to replace a great deal of 
traffic we have lost. 

In addition, we have been able to make substantial technological 
improvements in the industry which have helped us to survive. But 
we see no new technological advances on the horizon of any great 
significance and therefore believe that, from here on, we are bound 
to suffer the same fate as the coastal and Great Lakes carriers. 

There is no need to go into great detail about the significance to the 
public of the destruction of the inland water industry. Suffice it to 
say that everybody who pays a light bill in the river valleys derives 
a direct benefit from the low cost of waterborne coal. 

The great steel industries of Chicago, Pittsburgh, and St. Louis 
have broader markets for their product because of water transporta- 
tion. Farmers can reach new markets and receive more for their 
grain because of water transportation. All this is well known to the 
Congress. 

We have devoted the past 15 months to a very thorough study of 
intermodal competition, trying to take a new and fresh look at the 
problem. The result of this study is attached as exhibit IL of my 
testimony. 

Our first task was to identify properly the basic problem. As we 
took a new look at the system of pricing in transportation we were 
struck by the contrast between the pricing practices of the railroads 
and those of industry generally. 

The main characteristic of the railroad pricing system is relatively 

easy to identify. Cost, which is central to the pricing of pr oducts 
of industry generally, appears to have very little to do with the level 
of railroad rates. The value of service is the accepted standard, with 
some classifications and commodities assigned far higher rates than 
others. The level of the rate is determined by the ability of the com- 
modity to bear the charges. 

It is perfectly clear that charging a customer in relation to his 
ability to pay is a pricing practice characteristic of monopoly. Such 
a system is, of course, discriminator y. Under it, rates on different 
commodities and in different geogr aphic areas vary widely—so widely, 
indeed, that certain freight services in certain areas actually subsidize 
others in other areas from the overall cost point of view. 

Congress has long recognized that a system of pricing that does 
not have an objective standard such as cost can readily be used in a 

»redatory manner to destroy almost any kind of competition that can 
bre influenced by a freight rate. 

Congress has further recognized in the transportation policy that 
the disparity in size between railroads and a typical competitor is one 
of the critical problems. 

As we understand it, the basic goal of legislation in the field of 
transport regulation has always been the same; to encourage competi- 
tion of a type which will akan rates to reasonable levels and thus 
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result in lower costs to the consumer, and, at the same time, restrain 
destructive practices. 

As we discussed among ourselves this basic objective it seemed in- 
creasingly clear that it was the same basic objective as had inspired 
regulation of pricing under the antitrust laws. The railroad pro- 
posal that they should be allowed to make a rate without regard to its 
effect on their competitors was obviously at odds with general industry 
practice. 

We were interested to note that one test of healthy competition has 
been whether the competitive price met the full cost of producing the 
commodity. Below-cost pricing for competitive reasons has been re- 
garded by the courts as evidence of destructive practices under the 
antitrust legislation. 

I think we are all familiar with the ICC’s regular cost studies of 
the railroads. By elaborate analyses of railroad accounts and statis- 
tics, the ICC has determined that expenses of carload rail transporta- 
tion, which vary with fluctuations of traffic, are, on the average, about 
70 percent of the total operating expenses. They term the 70 percent 
portion of the expense out-of-pocket cost and the remaining 30 per- 
cent “constant” cost, the rough equivalent of overhead in industry 
generally. 

The railroads argue that any rate that meets out-of-pocket cost is 
compensatory and should be allowed, regardless of the effect of such 
a rate on competitors. A very important part of the controversy, 
therefore, becomes centered upon cost concepts and cost relationships. 

Briefly stated, the out-of-pocket cost concept is that while total ex- 
penses of an industry rise and fall with the volume of its business, u 
portion of the expense remains, for a time at least, relatively constant 
and may change a little or not at all with the fluctuations in the 
volume of output. This is especially true if fixed investment is large 
and surplus capacity exists. 

So it is argued that a carrier having unused capacity may profit- 
ably add to its traffic, at rates below full cost, so long as it produces 
increased revenues greater than the added expense of handling the 
traffic. 

A railroad with idle equipment on hand could, theoretically, add a 
carload to a train at little added expense and any additional revenue 
it recieved would be better than nothing. 

But if it had two carloads of a given commodity already moving and 
it reduced rates in the hope of getting another, it would lose more than 
it gained, unless the revenue from the three was greater than would 
be derived from two carloads at the higher rate. 

If the traffic attracted by the out-of-pocket rates should grow to the 
point of requiring more equipment and employees, the result of reduc- 
ing the rate would be to decrease instead of increase the retained reve- 
nue. It is obvious that if all, or even a large part of the traffic of 
a railroad were carried at out-of-pocket rates, the railroads would soon 
go bankrupt. 

Consequently, while the out-of-pocket theory may be used to justify 
a bargain sale in a department store, it is fallacious and unworkable 
as a basis for pricing over any extended length of time or on a large 
proportion of total Sesion Railroads, it should be noted, do not 
normally compete against each other on this basis. 
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When out-of-pocket cost pricing is applied on a local basis where 
certain gpeogray hy mrenu il na certain tf rathic are singled oul for rate 
reductions and other areas, similarly situated except for intermodal 
competition, eontinue to pus normal levels of charges, widespread 
local discrimination results. 

Producers competing in the same markets find trade barriers erected 
in the form of preferential freight rates for their competitors. One 
carrier gains and another carrier loses. Traflic is rearranged but there 
is no general reduction beneficial to the economy as a whole. A de- 
pression of rates is produced in one area and a depression of business 
inanother. ‘Trafic asa whole is not stimulated. 

To the extent that traflie is allocated to a carrier which cannot meet 
its full costs in per forming the service in preference to a carrier that 
can, other traffic is burdened to make up the difference. The entire 
economy thus actually pays more for transportation than is necessary 
and the useful low-cost carrier which would have handled the business 
if the natural laws of economics had not been distorted by below cost 
pricing is eliminated. 

We were glad to note that the problem of out-of-pocket pricing is 
recognized by some of the ICC Commissioners. In testimony before 
the Senate in 1958, Commissioner Howard Freas said: 

Whenever conditions permit, given transportation should return the full cost 
of performing carrier service. Certainly full costs in the aggregate have to be 
obtained in our transportation system if it is to be kept healthy. In many 
instances, however, the full cost of the low-cost form of transportation exceeds 
the out-of-pocket cost of another. If, then, we are required to accept the rates 
of the high-cost carrier merely because they exceed its out-of-pocket costs, we see 
no way of preserving the inherent advantages of the low-cost carrier. 

In any event, that other mode would be compelled to depress its rates below 
full costs in order to preserve its inherent advantages against the high-cost form 
of transportation. This would mean that the carrier with the inherent ad- 
vantages would be forced into an unhealthy situation, or that higher rates would 
have to be charged on noncompetitive traffic in order to make up the deficit, for 
certainly the full cost of performing a transportation service must come from 
somewhere. 

Having determined that the out-of-pocket theory of pricing is not 
in effect economically sound either for the railroads individually or 
for the economy as a whole, our studies proceeded to an examination 
of possible remedies. 

A clear example of predatory ratemaking that has been declared 
illegal by the Congress is the discriminatory practice of charging more 
for a shorter than for a longer haul over the same line or route. How- 
ever, this practice is permitted by statute if the railroad can show 
that it needs to publish the lower rate at the farther distant point in 
order to meet the competition. 

The ICC has taken the logical position that, among other require- 
ments, the latter rate must not be lower than necessary to meet com- 
petition. Thus the practice is identified as illegal except where and 
to the precise extent it is necessary to meet competition. 

The test as to whether pricing 1s lower than necessary to meet com- 
petition is a common one in antitrust practice and is widely used to 
govern competitive relationships in industry generally. 

If it is sound for industry generally, and for discriminatory rate 
reductions under the long and short haul section, it should be equally 
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sound as a standard to be used to govern all discriminatory competitive 
rate reduct ions. 

We were most attracted in 1958 to a suggestion of the then Chairman 
of the LCC that 

Rates should not be held up to protect the traffic of the less economic mode. 

The Inland Waterways Common Carriers Association endorsed this 
proposal and was disappointed when nothing came of it. The main 
problem with the proposal appeared to be the controversy on out-of- 
pocket cost pricing. ‘There seemed to be no enthusiasm, except from 
the water carriers, for the adoption of an objective standard, such as 
cost, for all rates. 

it followed then that we were again forced back to some sort of a 
rule that would govern rate relationships. To us the experience of 
the Robinson-Patman Act on what constitutes fair and destructive 
competition was of considerable interest. 

A rate lowered selectively just to add to volume should, in fairness, 
be made available to all who contribute to the volume if discrimina- 
tion in its crudest sense is to be avoided. 

If the proponent can show a need for a lowered rate to meet com- 
yetition then the discrimination should be forgiven, if it is not undue, 
but if the rate is lower than necessary to meet competition, the justifica- 
tion for discrimination disappears and the new rate should be made 
available to all who contribute to the volume. 

In this framework, cost is a highly useful yardstick to determine 
which mode is the low-cost carrier, but obviously, in all fairness, full 
costs must be the test, not out-of-pocket costs. 

The proposal we are making, briefly stated, would simply make 
geographic discrimination a major consideration where a rate is 
lowered selectively to meet competition. Just as a lower charge 
for a long haul than a short haul is illegal, per se, except in unusual 
circumstances, a selectively lowered rate creating price discrimination 
would also be illegal, per se, if it is lower than necessary to meet com- 
petition, and therefore has the effect of substantially lessening or 
destroying competition. 

We do not mean to introduce new concepts of “undue” or “un- 
reasonable.” We would propose to adopt the present tests for undue 
and unreasonable discrimination. But we would simply add the same 
kind of restriction that is now a part of the law in fourth section 
cases. In addition, we would give one mode of transportation the 
right to complain against discriminatory practices by another mode. 

The language we think would accomplish our purpose logically 
fits in as an addition tosection 3. It reads: 


When any common carrier subject to this part maintains rates, charges, or 
practices in competition with another mode of transportation which cause, 
make, or give any discrimination, preference, or advantage which would be 
undue or unreasonable in the absence of such competition, such discrimination, 
preference, or advantage shall be unlawful where the effect thereof may be sub- 
Stantially to lessen competition, or tend to create a monopoly in any line of 
commerce, or to injure, destroy, or prevent competition with said carrier. In 
comparing rates, due consideration shall be given to all factors affecting the 
relative desirability of the services offered. No discrimination in rates shall 
be held to be unlawful which makes only due allowance for differences in the 
costs of providing transportation, services, or facilities, or which is made to 
establish uniform group rates reasonably calculated to preserve competition 
between shippers similarly situated. 
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I would like to interpolate that we have no particular pride in that 
language. This could perhaps be done in different language but 
this suggested language seems to us to be at least one way of ac- 
complishing what we are talking about. 

We have tried to change as little as possible and still accomplish 
our purpose. The tests for undue and unreasonable discrimination 
are the same as they have always been. The tests on “lower than 
necessary to meet the competition” are the same that have been hon- 
ored for years in fourth section cases. 

The antitrust heritage is, I think, primarily that the cost test should 
be on full cost, not on out-of-pocket cost, and that selectively reduced 
rates should be discouraged. 

We are not asking the railroads overnight to end discriminatory 
ratemaking. This would upset too abruptly present trade relation- 
ships. We believe, however, that in the end this proposal will tend 
to lessen discrimination throughout the country 

We are not arguing that all rail rates reflect full cost. We are 
merely saying that in determining which mode is the low cost carrier 
full costs should be the test, and that the low cost carrier on a full 
cost basis should be protected from below cost competitive pricing. 

We are not arguing that the railroads should be prevented from 
meeting competition. We are simply saying that they should not be 
allowed to go beyond meeting competition to the point where they 
destroy competition. 

This seems to us to be an equitable approach to the problem. It 
should encourage useful and healthy competition between modes and 
it should limit what we are all interested in limiting, destructive 
competition. 

The water carriers are generally united in their support of this pro- 
posal. It is endorsed by— 

Inland Waterways Common Carriers Association. 
Pacific American Steamship Association. 
American Waterways Operators. 

Great Lakes Ship Owners Association. 

Seatrain Lines, Inc. 

Pan-Atlantic Steamship Corp. 

But there is a more immediate area of battle than this long-range 
solution. It is the suspension board of the ICC. I am impressed by 
the relatively narrow area of dispute that exists between the railroads 
and their competitors in terms of the entire railroad business. The 
latest figures I have available on this are for 1957, but I am sure that 
this committee can readily obtain from the ICC a more up-to-date 
tabulation. 

In testimony before the Senate Surface Transportation Subcom- 
mittee in 1958, the then Chairman of the ICC, Howard Freas, said 
that of the more than 50,000 rail tariffs filed with the Commission in 
1957 only 1.7 percent were protected. Of those rates protested, about 

85 percent were nevertheless permitted to go into effect without sus- 
pension, leaving only about one-sixth of 1 percent of the total in 
which the carriers were restrained by the Commission’s investigation 
and suspension powers. Under cross-examination by Senator 
Smathers, Mr. Freas said that the less than 2 percent of the rates 
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protested =—e less than 2 percent of the railroad revenues and 
, e of traffic. ; . 

a recital above includes all protests of the trucking industry, the 
ippers, and the water carriers. Ch gh 
mie to the 50,000 rail tariffs filed with the er in 
1957, protests of the Waterways Freight Bureau number less than 
60 a year. We make a practice of protesting only those rates that 
really threaten us. We believe we have a good record with the sus- 

pension board of not protesting just for the sake of protesting. 

My point here is that while some of our cases may well be lite-and- 
death matters for small companies, such as the bargelines, they ob- 
viously have, in the aggregate, little impact on the railroads. 

But the main complaint is, as I stated at the beginning of my testi- 
mony, that the climate has changed. Where once there was a good 
deal of stability in what one could expect in the matter of suspensions, 
today there is none, with the result that we are frequently deprived of 
our day in court. 

Indeed, we have come so far away from reliable standards on rate 
suspensions that the industry has recently been enjoying, rather rue- 
fully perhaps, an anecdote—I am sure apocryphal—about a traffic 
manager who inquired in despair of a member of the suspension 
board: “Just how do you decide when to suspend a rate and when 
not?” 

The answer was: “It’s a little like falling in love. 
or you don’t.” 

The pressing need seems to be for the development of a yardstick 
or checklist of important facts that should be required of carriers 
and shippers in rate disputes. Such a checklist would eliminate a 
great deal of the present arbitrariness that characterizes rate decisions 
today. 

As a suggestion, an objective checklist would cover, as a minimum— 

Costs; 

Value of service; 

Inherent advantage ; 

Extent to which a proposed rate would burden other traffic; 

Extent of discrimination involved; and 

Whether rate would be lower than necessary to meet the com- 
petition. 

These are technical matters and we of the water carrier industry 
stand ready to assist in arriving at an equitable list. 

But first a determination of policy is required. Are the low-cost 
water carriers to be preserved? Is there to be a curb on out-of-pocket 
cost pricing and a halt to its destructive effects ? 

The inland water carriers have brought many benefits to the river 
valleys. We can be destroyed by the giants of the railroad industry 
with relatively little effort. I have faith that the Congress has not 
basically changed the philosophy my company relied on in 1940 when 
weoriginally supported regulations of the water industry. 

Thank you. 

Senator Barrterr. Thank you, Mr. Taylor. 

Mr. Barton. 


Mr. Barton. Thank you, Senator. 


Either you do 
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Mr. Taylor, you state that you do not oppose reduction in rates to 
meet: compet ition ; is that correct ? 

Mr. Taytor. That is correc t. 

Mr. Barron. Would you favor a policy which would let the rail- 
roads reduce their rates, assuming they were above out-of-pocket costs, 
to a level which would exactly meet water carrier rates. In other 
words, assume that a water carrier has a 90-cent rate. Would you let 
the railroads reduce their rate to 90 cents to compete with the water 
carrier ? 

Mr. Taytor. No; I was clear on that, and the language of the pro- 
posal makes it clear that is not what we are proposing. In compar- 
ing rates, due consideration should be given to all factors affecting 
the relative desir: ability of the services offered. 

Mr. Barron. Meeting competition, then, is not quite the term, is it? 

Mr. Taynor. Well, yes; I would think so. W hat we are actually 
proposing here is, in det fining “meeting competition,” to make services 
of one carrier economically desirable as those of another but no more 
so or less so. 

Mr. Barron. Do you mean then, that water carriers because of their 
relatively slower service should be allowed to have in most all cases 
rates lower than rail rates where railroad competition is present ? 

Mr. Taytor. I think that would be true in almost all cases. I am 
not sure that it is In every case. 

Mr. Barton. Do you have any idea as to the extent of the difference 
which should be allowed 

Mr. Taytor. No; because in individual situations it would vary. 
I don’t think you can deal with it as a percentage. 

Mr. Barron. Your point is, I take it, that “water transportation is 
less desirable from the standpoint of speediness of service, so it should 
be priced a little lower than rail competitive rates? 

Mr. Taynor. And, of course, the auxiliary and additional services 
that get into it from the standpoint of things that the shipper pays 
ordin: arily in connection with water transportation, which are, let. us 
say, included in a carload freight rate, are a factor in this comparison, 

Mr. Barron. There is another situation that presents some prob- 
lems. What would you have public policy be where railroad rates are 
fully compensatory but lower than water rates? By this I mean cover 
fully distributed costs. At the same time, the water carrier cannot 
meet that competition or the water carrier is a higher cost carrier. 
What would you have public policy be in a situation like that. 

Mr. Taytor. If the full costs of the rail lines are lower than the 
full costs of the water lines, there is no question about it, the rail 
carriers should control the rates. 

Mr. Barton. Despite its effect, even if it put the water carriers 
out of business ? 

Mr. Taytor. That is right. I make no contention for keeping the 
water carriers in business where they are not economic. 

Mr. Barton. What effect do you think that would have? Do you 
think there are many carriers who could survive under that policy! 

Mr. Taytor. Speaking for the river and intracoastal carriers they 
could, yes. 

Mr. Barton. Do you think intracoastal or intercoastal break bulk 
carriers can compete on this basis? 
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Mr. Tayxor. I would certainly assume that—I assume so, Mr. Bar- 
ton, but I certainly don’t have the background of knowledge as to 
their situation that I do of the river carriers. 

Mr. Barron. I ask this question because recently on the west coast 
a carrier had to discontinue business because a competitive rail rate 
took the traffic from it almost entirely. 

The rates as I saw them, were, in every instance except one, either 
fully compensatory, that is, covered fully distributed costs or were 
above such costs. I recall that in one case, one port, the rates were 
slightly below fully distributed costs. Do I understand in this case 
you would have the water carrier succumb to the rigors of competi- 
tion ? 

Mr. Taytor. As far as I am personally concerned, yes. I am not 
injecting here what other policies may be, such as governmental de- 
fense policies, and so forth. Iam not putting that into this story at 
all. 

Mr. Barron. You are talking strictly of the economics of the 
situation. 

Mr. Taytor. That is right. 

There may be other factors in certain areas which I am not deal- 
ing with at all. 

Mr. Barron. Mr. Taylor, you also mentioned some dissatisfaction 
with the suspension proceedings of the ICC. Would you feel better 
about the whole situation if the ICC held a rulemaking procedure in 
which all parties could be heard and in which would be prescribed 
certain definite standards that would limit the area of judgment in 
suspending or not suspending rates ? 

Mr. Tartor. I certainly would. As I said here, what is necessary 
to make a successful prima facie case for suspension we simply don't 
know now because we find it very difficult to trace through the possi- 
ble reasoning in the failures to suspend or even, let me say, in the 
cases that are suspended. 

Mr. Barron. I gather from the studies made on this subject, and 
from examples of rates suspended and those not suspended, that some- 
times it is a matter of conjecture as to what standards will be used. 

Mr. Taytor. We don’t know what was used and therefore we don’t 
know where we failed to make our case or what we should do the 
next time to make a successful one. 

Mr. Barron. A little more certainty is what you would like, I 
take it? 

Mr. Taytor. Yes, sir. 

Mr. Barron. Thank you. 

That is all I have. 

Senator Bartierr. Mr. Taylor, under the rate structure of today, 
would a man living in New Orleans be able to have delivered to him 
a hundred tons of coal from St. Louis cheaper by barge or by rail? 

Mr. Taytor. Probably by rail, because of the railroad rate struc- 
ture being based primarily on carload traffic and the barge rate struc- 
ture being based on considerably higher minimum weights. 

Senator Barrierr. Do you regard that as being discriminatory ? 

Mr. Taytor. No, because very probably, and I am speculating now, 
I think it is very probable that the out-of-pocket cost to the bargeline 
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on that volume would be higher than the fully distributed cost of the 
railroad on that volume. 

Senator Barrietr. Twice, Mr. Taylor, in your statement, you al- 
luded to a change which has come about. You said that your own 
company endorsed the proposition which was accepted in 1940 and 
you were satisfied with results for more than 15 years, and then you 
went on to say in the last several years, however, the climate seems to 
have changed completely. Would you give the committee some fur- 
ther information as to what this change has been ? 

Mr. Taytor. Well, the change I think has been—perhaps the last 
several years was an unfortunate statement. I think it dates from 
the 1958 act actually and the attitude of the Suspension Board that 
we think exists. © 

Of course, prior to 1958 we didn’t get everything suspended we 
asked for. We didn’t win all our rate cases. We don’t expect to, but 
we feel that there has been a distinct tendency since the 1958 act to 
be deprived of our day in court and fail to get suspensions that we 
should have gotten. 

There are certain rate decisions that we feel have been different 
since then. I am thinking about the sugar rate situation to Ohio 
River crossings particularly, but there haven’t been really enough 
cases decided to be too critical of that situation, as far as our particu- 
lar industry is concerned. Our complaint is that we are not getting 
our cases heard. 

Senator Barrietrr. You ascribe this, then, to legislative action as a 
consequence of the 1958 act rather than a change in the climate of the 
administrative agency / 

Mr. Tayvor. I ascribe it to what I think is an improper interpre- 
tation of the intentions of the 1958 act by at least the Suspension 
Board part of the Interstate Commerce Commission. 

Senator Barrierr. And your recommendation to the committee, as 
I understand it, is that the cure had best be had legislatively by 
adopting the language you presented or language which would attain 
the same result 

Mr. Taytor. Yes. And also by trying to work out with the Com- 
mission without legislation a checklist or something which would 
guide both the Suspension Board and those asking for suspension as 
to what they were supposed to show. 

Senator Barrierr. You referred to the decline of the coastwise 
trade and the intercoastal trade as presented by witnesses at previous 
hearings, and then you expressed the fear that it is only a question of 
time before these adverse effects will be felt by the inland water indus- 
try. Have you noted many of those situations to date ? 

Mr, Taytor. Where the inland water industry has lost tonnage by 
reason of discriminatory rate reductions ? 

Senator Bartierr. Yes, sir. 

Mr. Taytor. We have hada number of them, yes, sir; and I have ex- 
plained here that by reason of additional industries moving on the 
river the effect in the aggregate upon the health of this industry has 
not. so far been great. Atl of us in it, I think, are very seriously con- 
cerned about what will happen progressively. 

Senator Barrierr. Previously you had stability in the matter of 
suspensions, and today you have none at all? 
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Mr. Taytor. That is substantially correct. I say again we didn’t 
get every suspension we asked for but perhaps you don’t expect to. 
We did not feel that we were—well, to be blunt about it, being unfairly 
treated, and I think we do feel that way now. 

Senator Barrierr. Thank you, Mr. Taylor. That is all. 

Mr. Glickman, please. 

Mr. Glickman, the committee is pleased to have you before us, and 
we will hear from you now. 


STATEMENT OF AARON H. GLICKMAN, EXECUTIVE SECRETARY, 
CALIFORNIA ASSOCIATION OF PORT AUTHORITIES 


Mr. Guickman. Thank you, sir. 

I wish to thank the committee for this opportunity to present the 
statements which I am to make on behalf of the California Associa- 
tion of Port Authorities. 

The California Association of Port Authorities is a voluntary non- 
profit association organized and operating under agreement No. 7345, 
as amended, approved by the Federal Maritime Board on February 6, 
1941. It is interested in the development and growth of waterborne 
commerce through the port facilities of its members. 

The membership of the association consists of the following publicly 
owned or operated ports: Port of Long Beach, Long Beach, Calif.; 
port of Los Angeles, Los Angeles, Calif.; port of Oakland, Oakland, 
Calif.; port of San Diego, San Diego, Calif.; port of San Francisco, 
San Francisco, Calif.; port of Stockton, Stockton, Calif.; Oxnard Har- 
bor District, Port Hueneme, Calif. 

Also the following privately owned marine terminals: Encinal Ter- 
minals, Alameda, Calif.; Howard Terminal, Oakland, Calif.; and 
Parr-Richmond Terminal Co., Richmond, Calif. 

The marine terminal facilities of our members provide a means for 
the transfer of cargo between land and vessel forms of transportation 
and our members believe in the necessity of a sound system of trans- 
portation, both land and water. 

Not only is it necessary that sound economic conditions prevail 
between land and vessel transportation, in keeping with the principles 
enunciated in the national transportation policy, but also to the con- 
tinued existence and growth of the transportation and port terminal 
facilities. 

[f rail and vessel transportation cannot be maintained on a profit- 
able basis, it is apparent that they as well as the ports will suffer. 

The existence of healthy economic conditions in both the rail and 
domestic water transportation industries is necessary to their owners 
as well as to safeguard the huge investment in public and private 
funds in the creation of harbors and harbor facilities. 

The Congress, in 1940, enacted a national transportation policy 
providing for fair and impartial regulation of all modes of trans- 
portation as follows: 


It is hereby declared to be the national transportation policy of the Congress 
to provide for fair and impartial regulation of all modes of transportation 
subject to the provisions of this Act, so administered as to recognize and 
preserve the inherent advantages of each; to promote safe, adequate, economical 
and efficient service and foster sound economic conditions in transportation 
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and among the several carriers; to encourage the establishment and maintenance 
of reasonable charges for transportation services, without unjust discrimina- 
tions, undue preferences or advantages, or unfair or destructive competitive 
practices ; to cooperate with the several States and the duly authorized Officials 
thereof; and to encourage fair wages and equitable working conditions; all to 
the end of developing, coordinating, and preserving a national transportation 
system by water, highway and rail, as well as other means, adequate to meet 
the needs of the commerce of the United States, of the postal service, and of the 
national defense. All of the provisions of this Act shall be administered and 
enforced with a view to carrying out the above declaration of policy. 


It was reasonable to assume that the principles enunciated by the 
Congress would result in avoiding the type of practices found therein 
to be improper. That such results were not achieved are now appar- 
ent. Except for bulk liquid cargo, American-flag coastwise vessel 
service on the Pacific coast has been destroyed and intercoastal vessel 
service has been drastically curtailed. 

The last large remaining intercoastal vessel service is in serious 
jeopardy by reason of narrowing of the spread between the rail and 
vessel rates. 

The 1958 amendment, adding subdivision (3) to section 15a, of the 
Interstate Commerce Act, was enacted to allow the rail lines a greater 
degree of latitude in ratemaking than that which they alleged they 
were permitted to observe by reason of Interstate Commerce Com- 
mission orders resulting from various rate proceedings. 

The amendment adopted by Congress reads as follows: 

In a proceeding involving competition between carriers of different modes of 
transportation subject to this Act, the Commission, in determining whether a 
rate is lower than a reasonable minimum rate, shall consider the facts and 
circumstances attending the niovement of the traffic by the carrier or carriers 
to which the rate is applicable. Rates of a carrier shall not be held up toa 
particular level to protect the traffic of any other mode of transportation, 
giving due consideration to the objectives of the national transportation policy 
declared in this Act. [Emphasis ours.] 


In his testimony before the Senate committee leading up to the 
1958 Transportation Act, Interstate Commerce Commissioner Freas 
stated : 


Whenever conditions permit, given transportation should return the full 
cost of performing carriers service. Certainly full costs in the aggregate have 
to be obtained in our transportation system if it is to be kept healthy. In 
instances, however, the full cost of the low cost form of transportation exceeds 
the out-of-pocket cost of another. If then, we are required to accept the rates 
of the high-cost carrier merely because they exceed its out-of-pocket cost, we 
see no way of preserving the inherent advantages of the low-cost carrier. 

In any event that other mode would be compelled to depress its rates below 
full costs in order to preserve its inherent advantages against the high-cost 
form of transportation. This would mean that the carrier with the inherent 
advantages would be forced into an unhealthy situation, or that higher rates 
would have to be charged on noncompetitive traffic in order to make up the 
defiicit, for certainly the full cost of performing a transportation service must 
come from somewhere. 


Upon reviewing the testimony of Commissioner Freas, in light of 
the subsequently enacted provisions of section 15a(3) of the act, 1t was 
assumed that the legislative action of the Congress would result in 
interpretations whereby the principles enunciated in the national 
transportation policy would have the full significance which was 
obviously intended by the Congress. 

Unfortunately, however, such has not been the case and the Com- 
mission has upheld the validity of numerous railroad rate reductions 
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resulting in what may be characterized to be unfair or destructive 
competitive practices. 

A classic example is that of rail rate reductions which ignore the 
full cost of providing the service and found to be lawful under 
circumstances which leave doubt concerning the interpretation placed 
upon the national transportation policy. 

The implication appears quite clear that the Congress should give 
the Interstate Commerce Commission the requisite tool with which to 
work by the enactment of legislation where, in proceedings involving 
competition between two or more modes of transportation, the Com- 
mission may have before it the congressional policy so stated as to 
leave no room for doubt to inter pret such policy in the manner in- 
tended by the Congress so as to promote and preserve a sound national 
transportation system by water, highway, and rail. 

We recognize the existence of competitive conditions between the 
several modes of transportation. So long as the Nation’s transporta- 
tion facilities can be maintained upon a profitable level there is every 
reason to assume that we shall have available, at all times, a sound 
national transportation system. 

When rates are permitted to become effective under circumstances 
where there is no contribution to fixed costs and some element of 
profit, it is axiomatic that the burden of such cost must be shifted 
to other traffic. When this occurs undue preferences and advantages 
as Well as unjust discriminations are likely to occur. 

The existence of unduly discriminatory or preferential conditions 
is contrary to the congressional intent as expressed in the interstate 
commerce acts. 

We therefore urge the amendment of section 15a(3) of the act and 
recommend that serious consideration be given to enactment of the 
following in lieu of the present provisions of section 15a(3) : 

‘Ina proceeding involving competition between carriers of different modes of 
transportation subject to this act, the Commission, in determining whether a 
rate is lower than a reasonable minimum rate, shall— 
(1) consider the facts and circumstances attending the movement of the 
traffic by the carrier, or carriers, to which the rate is applicable; 


(2) give due consideration to the rate of return contribution computed on 
all elements of cost ; and, 

(3) avoid unfair or destructive competitive practices by giving due con- 
sideration to the objectives of the national transportation policy declared 
in this act. 


S. 3047 proposes to add the following provisions at the end of the 
first sentence of section 15(7) : 

Provided, however, That upon complaint by a common carrier by water subject 
to part III, the Commission shall order a hearing on said complaint, and pending 
such hearing and the decision thereon the Commission shall order such suspen- 
sion where it appears that said schedule will result in the elimination or lessen- 
ing of a differential or differentials between all rail rates and rates via water, 
rail-water, water-rail, or rail-water-rail routes in which the complainant par- 
ticipates. 

Under the presently effective provisions of section 15 of the Inter- 
state Commerce Act, the Commission is empowered to suspend the 
effectiveness of a published rate pending hearing and decision con- 
cerning its lawfulness but such period of suspension can only be effec- 
tive for 7 months. Upon the expiration of that time, if the matters 
in contest have not been fully adjudicated, the Commission is without 
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power to continue the date of suspension to the date of its ultimate 
decision. 

In proceedings involving rates which compete with other modes of 
transportation, should the Commission fail to suspend the rate, con- 
siderable harm and damage may be caused the competing carrier 
through loss of traffic. In some circumstances, irreparable injury may 
occur. 

We believe all parties to be entitled to fair and equitable treatment 
and that the Commission should be vested with authority to continue 
the period of suspension until such time as it shall have had a reason- 
able opportunity to render its decision on the assailed rate. ‘To this 
end we endorse the proposal in S. 3047 and respectfully urge its 
enactment. 

That completes my prepared statement. 

Mr. Barron. Mr. Glickman, I would like to ask you the same ques- 
tion that I asked Mr. Taylor, who preceded you. 

What would you have public policy be in instances where rail rates 
are fully compensatory, that is, covered all costs of operation and 
allowed a fair return but their application would be extremely unfa- 
vorable to the water carriers, going so far in some instances as putting 
the water carrier out of business! 

Mr. Guickman. The rails have been consistently recognized as a 
higher cost form of transportation than vessel transportation. If all 
elements of cost were taken into consideration, Mr. Barton, I am quite 
confident that it is not likely the rails could publish a lower rate than 
that which would be applicable to the same transportation by vessel. 

Mr. Barron. You call attention to the loss of the last coastwise 
carrier on the west coast; they have gone out of business, I believe you 
stated. 

Mr. GuickMAN. Yes, sir. 

Mr. Barron. As I understand it, that was done by railroad rates 
on newsprint. 

Mr. GuickMAN. Yes, it was. 

Mr. Barron. I saw the ICC statement on those rates. According to 
the ICC statement, the rates as I recall them were with one exception 
either equal or above fully distributed costs. 

Taking that case, what would be your answer ? 

Mr. Grickman. In that instance, Mr. Barton, the situation was 
this. I happen to have participated i in that proceeding and had peti- 
tioned the Interstate Commerce Commission for suspension of the 

rates before they were permitted to become effective. 

The petitions for suspension were denied and through Federal dis- 
trict court order, the Commission ultimately did suspend the effective- 
ness of the rates, but only pending the determination of whether a 
more permanent injunctive relief should be granted. 

The Federal courts denied injunctive relief. The rates went into 
effect, and in between the effectiveness of the rates and the date of hear- 
ing before the Interstate Commerce Commission final rendering of de- 
cision, coastwise line practically went out of business. 

There seemed to be some fairly serious doubts concerning the ac- 
curacy of some of the information, cost studies particularly. I say 
that particularly because of the fact that railroad cost finding is not 
a very precise science as yet, and it is extremely difficult for opposing 
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counsel to properly contest rail cost study figures if given to them only 
a day before the hearing or in some instances at the hearing. It takes 
time to study and analyze the figures in order to properly develop all 
of the facts. 

One of the situations involved in that Vewsprint case and which we 
in the ports quite fully recognized, was that there is a fair volume of 
the traffic destined to interior communities, not seaport cities, and 
where the combination of the vessel cost to the seaport plus the cost 
for transporting to the interior point resulted in charges much greater 
than those under the rail rates. 

Now, a situation of that kind must be given consideration for the 
simple reason that in this instance the rates were published to the San 
Francisco Bay area and to the Los Angeles area. 

The rail routes from the North into Los Angeles practically go 
through the intermediate point of San Francisco and in order to avoid 
fourth section departures, the Commission authorized the application 
of these rates at intermediate points as sought by the rail lines, and 
that took away from the coastwise line all of the intermediate traffic. 

Mr. Barron. But the rail carriers did that voluntarily, didn’t they ? 

Mr. GuickMAN. Yes, they did that in order to avoid 

Mr. Barron. And not requiring ICC approval. 

Mr. Guickman. It was a fourth section proceeding, and if they had 
sought to establish higher rates to the interior points they would have 
had to obtain fourth section relief. 

Mr. Barron. Getting back to my question, assuming that the rail- 
road costs are fully compensatory, that is, cover fully distributed 
costs, and still the water carrier can’t compete, what would be your 
policy on the matter? 

Mr. Guickman. The policy there should be that the water carrier 
must forgo the traflic. 

Mr. Barron. Thank you. 

Now, one more question, Mr. Glickman, in regard to ICC suspen- 
sion procedures. Are you satisfied with the present arrangements of 
the ICC for determining whether to suspend or not to suspend a rate 
which has been filed with the Commission ? 

Mr. GuickMaNn. I would say we are not satisfied, sir. 

Mr. Barron. Do you favor a proceeding in which more intelligible 
ground rules could be laid out for the enlightment of all of the 
parties ? 

Mr. Guickman. May I answer your question in this way by saying 
that we would favor a policy that would lay down intelligible and 
understandable ground rules. We do not consider the present rules 
to be intelligible because no one knows them except the staff of the 
Interstate Commerce Commission. 

Mr. Barron. Thank you, sir. 

Senator Eneie (presiding). Do you think, Mr. Glickman, that the 
competitive rates which would put the coastwise lines out of business 
are compensatory ¢ 

Mr. Guickman. May I have your question again, Senator? 

Senator Ener. Do you think that the rates which have put the 
coastwise shipping out of business are compensatory ¢ 

Mr. Grickman. I doubt that the present rail rates are fully com- 
pensatory. 
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Senator Ener. I know Mr. Taylor, who preceded you, talked about 
a standard assessment for the fixing of rates based on out-of-pocket 
costs, and he goes on to say that the level of the rate is determined 
by the ability of the commodity to bear the charges. 

It is perfectly clear that charging a customer in comparison to his 
ability to pay is a pricing practice of monopoly. Do you agree with 
that statement ? 

Mr. GuickMAN. I would agree with a substantial proportion of it; 
yes. 

Senator Ener. You heard Mr. Taylor’s statement, I take it ? 

Mr. Guickman. Yes. I have not had a full opportunity to analyze 
it, and that is the reason I make my answer as I do, Mr. Engle. 

Senator Ener. Well, what is it in your opinion that put the coast- 
wise shipping out of business? I understand the last one on the west 
coast has gone off now. 

Mr. GuickMAN. Yes; it has. Coastwise Lines was the name of the 
company. It is no longer in operation on the Pacific coast. 

I might also add that the last remaining intercoastal steamship 
carrier is presently in a position of being seriously jeopardized in 
the loss of traflic ‘as the result of some reduction in the rail rates 
on canned goods. Canned goods constitutes two-thirds of this car- 
rier’s eastbound traffic from the Pacific coast to the Atlantic. 

The rail lines claimed to have made their reduction in rate on the 
basis that it was necessary to regain traffic lost to the intercoastal 
lines. That statement, however, is not a fact, because the tonnage 
statistics of the organization representing the shippers themselves 

roved that there has been a steady decline in the traffic transported 
be the intercoastal lines ever since 1947. 

During the war years the rails naturally obtained a windfall because 
all of the intercoastal vessels were placed in the service of the Govern- 
ment to conduct the war. After the vessels were released to private 
operation, the intercoastal lines gradually began to regain some of 
the traffic which they had lost, notwithstanding the fact that increased 
population had resulted in increased production and demand. 

The intercostal lines, however, were losing traffic constantly. They 
were getting a smaller and smaller share of the traffic. 

Prior to the Second World War it was possible for Pacific coast 
canners to ship their canned foodstuffs to the Atlantic seaboard by 
intercoastal steamer and ship them inland from New York, Boston, 
or Philadelphia, to Baltimore, to points in the Midwest as far east 
as Chicago. 

As a result of a number of rail rate reductions, one which took 
place in 1954, the spread was narrower, and today a shipper in San 
Francisco shipping canned goods to New York City can do so ata 
slightly lower cost than that by rail, if he uses the intercoastal vessel 
service. 

But if that same shipment of canned goods were to go to Pough- 
keepsie, N.Y., or Albany, then the rail method is the cheaper method 
of transportation. That was prior to this last rate reduction which 
the Interstate Commerce Commission permitted to become effective 
in January of this year. 

Today, the intercoastal steamship service, their rates permit — 
the movement of the same articles to points right in the New Yor 
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metropolitan area, and I seriously doubt if it would be possible to 
effect any saving in transportation charges if the shipment were to 
have to go to, say, a point in Long Island. 

Senator Eneitr. Now, you w ant the Commission to be able to sus- 
pend a rate that is under complaint and hold it under suspension 
untila — ision is made; is that correct ! 2 

Mr. GLICKMAN. That is true, sir. That is an absolute must as 
far as the intercoastal, coastwise, and even inland waterway trans- 
portation is concerned, because, sir, I might point out that once any 
particular trafic is lost to a competing mode of transportation, it is 
seldom if ever regained. 

Senator Encie. They have a tendency to stay where they are 
rather than plow new ch: annels, is that true ¢ 

Mr. GuickMAN. Yes, sir. 

Senator Eneie. Thank you very much for your statement, Mr. 
Glickman. It has been informative and helpful. 

Our next witness is Mr. J. H. McJunkin, general manager of the 
Northern California Ports & Terminals Bureau, World Trade Cen- 
ter, San Francisco, Calif. 

Mr. McJunkin, we are glad to have you here and to have your 
statement at this time, which I observe is relatively brief and I assume 
that you desire to read it. 

Mr. McJunkin. Yes, sir. 

Senator Encie. Without objection, you may proceed without inter- 
ruption. 


STATEMENT OF JAMES H. McJUNKIN, GENERAL MANAGER, THE 
NORTHERN CALIFORNIA PORTS & TERMINALS BUREAU 


Mr. McJunx1n. Intercoastal and coastwise trade. 

The Northern California Ports & Terminals Bureau serves its mem- 
bers, namely, the port of San Fi rancisco, port of Oakland, Sacramento- 
Yolo Port District, Encinal Terminals, and Howard Terminal chiefly 
through the medium of negotiating with the transportation companies, 
both land and water, serving these ports, for freight rates which will 
be conducive toward attracting new cargo and protecting the old. 

As you know, a port is an interchange point between land and 
water transport. We, of the ports, are the middlemen. This neces- 
sarily places us in the position of learning and understanding the 
ratemaking methods, philosophy, and regulation of all modes of trans- 
portation, if we are to accomplish our purpose of a competitive 
through rate structure for our ports. 

For example, a favorable rail freight rate from an inland origin to 
a port is useless unless the water rate beyond is such that the combina- 
tion of the two equals or betters the combination through a compet- 
ing port. 

As night follows day, our close and friendly association with three 
major modes of transportation, rail, truck, and water, tends to elimi- 
nate any bias, we might have against any particular mode and forces 
us to be objective toward all. 

Remaining completely objective, I must say here today, that the 
future of domestic coastwise and intercoastal general cargo service 
is in peril. In fact, coastwise general cargo service on the Pacific 
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coast no longer exists, the last ship gave up about a month ago. In- 
tercoastal service may follow unless a solution is soon forthcoming, 

There are many causes for the decline in water service; however, a 
primary, if not the primary cause, as well as many of the rail and 
truck problems, is the failure of Congress to require that inter- 
mode competitive rates be at a level which will recover the full dis- 
tributed costs, including a margin of profit, of the low cost mode for 
performing the particular service in question. 

Some of the symptoms prompting our assertion are: 

(1) The low profit margins of all forms of transport. 

(2) The fact that most intermode competitive rate cases that come 
before the Interstate Commerce Commission are decided on the basis 
of out-of-pocket costs. The criterion of a compensatory rate, in these 
cases, is now that only something in excess of the variable costs of 
performing the service need be recovered. The ever-present overhead 
costs are ignored. 

(3) The ability of shippers to play one mode against another until 
rates which are remunerative to neither are obtained. This common 
practice generally follows the procedure of asking one mode of trans- 
port for lower rate based on the allegation that another mode will be 
used unless the rate is granted. After the lower rate is obtained, the 
same procedure is repeated to the other mode and so on until the lowest 
possible rate is obtained. 

(4) The freedom of over-zealous competitors to strive for the traffic 
of another regardless of the consequences. 

(5) The number of petitions filed with the Interstate Commerce 
Commission for the suspension and investigation of rates of one mode 
of transportation by another. The number of such petitions numbers 
in the hundreds each year. If the standards of intermode ratemaking 
were set, most of these petitions would obviously be eliminated. 

Intercoastal and coastwise shipping simply cannot survive under 
these conditions. Their inherent nature is such that they must rely 
on a very few commodities for the bulk of their traffic. 

The intercoastal lines rely on three commodities, lumber, canned 
foodstuffs, and iron and steel, for over two-thirds of their cargo. 
Whenever a competing mode is able to price its service under the full 
cost of an intercoastal or coastwise carrier, one of two things must 
result. The cargo is either diverted to the competing mode, or the 
water carrier must reduce its rates below a compensatory level. 

Either way, the entire water service becomes unprofitable as the 
cargo in question is usually a large percentage of the water carrier’s 
total traffic. 

This practice would be excusable if the competing mode’s full costs 
were lower than the water carrier. Invariably it is the competitor’s 
out-of-pocket costs, not its full costs, which are lower than the water 
carrier’s complete cost of performing the service. 


THE SOLUTION 





Congress in the passing of the Transportation Act of 1958, I believe, 
had the solution in mind when section 15a(3) of the Interstate Com- 
merce Act was added. 
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Unfortunately, due to the lack of a few words, this section has 
greatly encouraged unhealthy “loss leader” competition such as that 
described in the preceding paragraph, rather than aiding healthy com- 
petition. 

Healthy competition should be based on recovering the full cost of 
the lowest cost competitor. This is what is periling the coastwise and 
intercoastal services, 

I am convinced that if section 15a(3) was amended to read along 
the following lines, it would accomplish the task of retaining the Na- 
tion’s needed intercoastal and coastwise services and also aid, materi- 
ally, our rail and truck systems: 

“In a proceeding involving competition between carriers of different modes of 
transportation subject to this Act, the Commission, in defermining whether a 
rate is lower than a reasonable minimum rate, shall consider the facts and cir- 
cumstances attending the movement of the traffic by the carrier or carirers to 
which the rate is applicable. Rates of a carrier, provided they recover the fully 
distributed cost of performing the particular service, shall not be held up to a 
particular level to protect the traffic of any other mode of transportation, giving 


due consideration to the objectives of the national transportation policy declared 
in this Act.” (Italic denotes amendment. ) 


Our only change is to add the phrase “provided they recover the 
fully distributed cost of performing the particular service” to the 
second sentence of section 15a(3). 

The logic of keeping rates on traffic, which is competitive between 
two or more modes on a full-cost basis is so obvious that it seems 
ridiculous to discuss its merits; however, since it is not the actual 
practice in ratemaking and since it is a critical problem facing our 
intercoastal and coastwise water services. I shall enumerate a few spe- 
cific advantages: 

(1) Competitive rates based on the full costs of the low cost car- 
rier would allow a mode of transportation whose fully distributed 
costs are lowest (although these costs may exceed the variable cost of 
a competitor) to have a reasonble expectation of publishing rates 
which would return the cost of the service. The intercostal and coast- 
wise water carriers fall into this category. Currently the rails can 
undercut them using the out-of-pocket cost theory. 

(2) Competitive rates based on the full cost of the low cost carrier 
would increase the profits of all forms of transport. 

(3) Competitive rates based on the full cost of the low cost carrier 
would present an easily ascertainable standard for determining mini- 
mum rates in competitive situations. 

May I also quote ICC Commissioner Freas’ testimony before the 


Senate committee, prior to the enactment of the Transportation Act 
of 1958: 


Whenever conditions permit, given transportation should return the full cost 
of performing carriers service. Certainly full costs in the aggregate have to be 
obtained in our transportation system if it is to be kept healthy. In instances, 
however, the full cost of the low cost form of transportation exceeds the out-of- 
pocket cost of another. If, then, we are required to accept the rates of the 
high cost carrier merely because they exceed its out-of-pocket costs, we see no 
way of preserving the inherent advantages of the low cost carrier. 

In any event that other mode would be compelled to depress its rates below 
full costs in order to preserve its inherent advantages against the high cost 
form of transportation. This would mean that the carrier with the inherent 
advantages would be forced into an unhealthy situation, or that higher rates 
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would have to be charged on noncompetitive traffic in order to make up the 
deficit, for certainly the full cost of performing a transportation service must 
cole from somewhere. 

This is exactly what is happening to the domestic steamship 
industry. 

In conclusion, all that we are asking is that Congress require that 
intermode competition be based on the only reasonable standard of the 
full cost of the low cost form of transport so that the Nation may have 
a more healthy rail and truck industry and so that coastwise and 
intercoastal shipping will not become only a fond memory. 

Mr. Barron. Mr. McJunkin, I take it from your statement that you 
would have costs as the sole determining factor in whether or not a 
rate could be put into effect. 

Mr. McJunxin. It certainly should be the primary, in my opinion. 
There are other factors in many cases, yes. 

Mr. Barton. Where the rail rates on a fully distributed basis are 
lower than the water rates, you would let the rates go into effect 
regardless of the effect on the water carrier ? 

Mr. McJunxrn. I would. 

Mr. Barron. You don’t think they should be maintained in service 
for national defense purposes ? 

Mr. McJunxin. Well, I think that is for the military and the 
Congress tosay. I personally think they should. 

Mr. Barron. Don’t you think that the national transportation pol- 
icy requiring that all forms be maintained should have some effect 
here ? 

Mr. McJunxrn. Well, I think if competitive rates were based on the 
full cost that all forms would be retained. I think the water carriers’ 
costs on a fully distributed basis are lower than the rails. 

Mr. Barron. Now, what about the suspension procedure as it pres- 
ently exists before the Interstate Commerce C ommission, do you have 
any comments about it ? 

Mr. McJunkin. Well, I can merely echo the comments of the other 
witnesses. I have no idea what their basic ideas for granting suspen- 
sion or refusing it are. It seems to change with each case. 

Mr. Barron. You would in any event favor clear and intelligible 
standards so that the parties might comply in participating in suspen- 
sion proceedings ? 

Mr. McJunxin. I believe it is an absolute necessity for all forms of 
transport, sir. 

Mr. Barton. Thank you, sir. 

Senator Eneix. Thank you very much for your statement. 

Mr. McJunxin. Thank you, sir. 

Senator Enexz. The next witness is Mr. Ralph B. Dewey, president 
of the Pacific American Steamship Association, 16 California Street, 
San Francisco, Calif. 

Iam delighted of course to see so many Californians here. 

Mr. Dewey, we are glad to have your statement. I observe that—— 

Mr. Dewey. Just to relieve your mind, sir, I will not read the entire 
statement. 

Senator Enere. It is of some length. If you desire, the entire 
statement can be made a part of the record and you can summarize it 
if you prefer to do it. 
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Mr. Dewey. I presume the chairman would like to terminate this as 
near the noon hour as possible, and under those circumstances I would 
be perfectly happy to read only certain “vest which I would like to 


emphasize in my direct statement, and then with your permission I 


would like to read my conclusions and recommendations verbatim into 
the record, 

Senator Encix. Without objection, that will be permitted and 
without objection the statement will appear in the record as if read, 
and, Mr. Dewey, where you extemporize in your statement, would you 
emphasize it, so that the court reporter can see that it is properly 
inserted ? 


STATEMENT OF RALPH B DEWEY, PRESIDENT, PACIFIC AMERICAN 
STEAMSHIP ASSOCIATION 


Mr. Dewey. All right. 

Mr. Chairman, the Pacific American Steamship Association, a 
trade organization of American-flag ship lines serving the Pacific 
coast, was established in 1919, and its predecessor organizations date 
back to 1907. Over the years, our membership has embraced most 
of the principal carriers in the intercoastal and Pacific coastwise 
trade. 

Despite the shocking decimation in the ranks of the carriers, we 
still include in our membership a number of substantial and long 
established domestic carriers, some of whom had their beginnings 
over 100 years ago. 

We therefore have a unique interest in this inquiry and particularly 
appreciate the opportunity afforded us to set forth our views and 
recommendations. 


IMPORTANCE OF COASTWISE AND INTERCOASTAL TRADE TO THE 
ECONOMY AND DEFENSE 


It would be repetitious to rehearse the many statements made in 
the past 20 years by leading authorities as to the economic importance 
of coastwise and intercoastal trade and as to its importance as a 
reservoir of ships, close at hand, for defense emergencies. 

In the numerous studies conducted by the maritime industry, the 
Congress, Government agencies, and by impartial panels commis- 
sioned by the Government, all affirm and reaflirm that— 

(a) The economy of many regions of the country and shippers 
in each region rely heavily upon low cost water transport in 
order to compete in the marketing of certain of their products 
in other regions, and 

(6) Asamilitary auxiliary these ships, by reason of proximity 
to our shores, have a prime role in defense planning. 

This current inquiry is another in a 20-year history of inquiries 
into the plight of the domestic trade; and this inquiry, like its pred- 
ecessors, will undoubtedly demonstrate that the water transport 
industry is indeed an important arm of our domestic transport 
system. _ 

This inquiry will further demonstrate that the water transport 
industry is faced with a similar set of problems as obtained during 
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the time the previous studies were made. These previous studies oc- 
curred in— 

1939 (U.S. Maritime Commission study of coastwise and in- 
tercoastal trade): 

1940 (hearings leading up to 1940 Transportation Act) ; 

1945 (Harvard report) 

1946 (U.S. Maritime Commission study on postwar outlook for 
American shipping) ; 

1947 (report of President’s Advisory Committee on the Mer- 
chant Marime—Keller report) ; 

1948 (LCC inquiry at MarAd request into the problems of the 
regulation of domestic transportation by water—/'e parte 165 
(Morgan report) ) : 

1950 (S. Rept. 2494 rendered by Senate Merchant Marine 
Subcommittee pursuant to S. Res. 50) ; 

1955 (Maritime Administration “A Review of Coastwise and 
Intercoastal Shipping Trade”) ; 

1959 (National Academy of Sciences—“Project Walrus” 
report on defense aspects of shipping industry ) ; and 

1960, the famous Commerce Department report. 

Perhaps typical of all these reports is the statement made in the 
one prepared by the Maritime Administration in 1955, wherein they 
state, regarding national security— 

Coastwise and intercoastal shipping has been of traditional significance to the 
economic welfare and national security of the United States. It was one of the 
earliest commercial enterprises developed by American colonists and it has played 
a very important part in the growth and the prosperity of the population of the 
country, the greater portion of which is located in close proximity of deep sea 
shipping. It is also of the greatest importance to national security. Twice during 
the present century in World War I and again in World War II, the United 
States had no alternative except to requisition all of the seagoing vessels operat- 
ing in the deep sea continental coastwise and intercoastal trade * * * and to 
place these vessels at the disposal of the military forces transporting troops, 
equipment, and supplies to the various theaters of war. 

The Pacific coastwise fleet was a singular force in the early defense 
of the Alaska area in early 1942, and in the defense of the Pacific is- 
lands in early 1942, and it is the Pacifie coastwise fleet that was the 
margin of success in the defense of those two areas right after Pearl 
Harbor. 

Similarly the intercoastal vessels were the margin of success in the 
North African invasion which took place later in 1942. 

So it was this initial thrust where the United States was defending 
itself or taking the initiative in the early months of World War II 
that these two components of our merchant fleet played their most sig- 
nificant role. 

This Maritime Administration goes on to say that these trades— 

Provide U.S. shipbuilding and ship repair yards with work and they provide 
seaports with cargo, thus enabling the ports to construct port facilities which 


are needed in time of war. Moreover, they are a means for training additional 
seamen needed in time of national emergency * * *. 


The report goes on to say that the intercoastal shipping industry has 
oe ew an important part in developing the economy of the entire 
Jnited States, and in this regard— 


It is an integral part of our national transportation system * * * it possesses 
a decisive cost advantage over other types of transportation. 
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We submit that the economic and defense importance is no different 
now than it was at the time any of these previous reports were pub- 
lished. We also submit that the burden of rate discrimination faced 
by intercoastal lines and the threat to their future existence diifer 
now only as to the degree of impact upon the carriers themselves, upon 
the economy they serve, and upon the national defense. 

Intercoastal and coastwise shippers of such prime commodities as 
canned goods, lumber, steel products and a host of others, need this 
service to fulfill the following critical needs: 

(a) They need the physical floating facilities, which are necessary 
in ull seasonal movements, but partic ilar ly so in time of boxear short- 
ages. Adjustments 1 in intercoastal sailing schedules, and addition of 
vessels to existing fleets, have quickly solved the boxcar shortage on 
the west coast on more than one occasion. 

(6) They need a balance wheel to keep transcontinental and coastal 
rail rates from skyrocketing. To lose a competing mode of transport, 
especially the low cost water mode, would set the stage for upward 
rate revisions (“morning after” rates) to refiect monopoly conditions. 


WATER CARRIERS AT THE CROSSROADS) NEED FOR CONGRESSIONAL 
LEADERSHIP 


However, while the problems now are similar to those 20 years ago, 
the solutions which must be adopted by this subcommittee must differ 
drastically from previous recommendations if we expect to save the 
foundering ship. 

This subcommittee cannot aiford to engage in pious perfunctory 
wrist slapping; there must be, once and for rally a ‘oming to grips with 
the root causes of the near-demise of the intercoastal and coastwise 
trade. The situation calls for drastic, dramatic steps to correct these 
abuses of both omission and commission and to remove the regula- 
tory “crown of thorns” which threatens the very existence of this 
essential part of the transport system of this country. 

If Congress fails to act vigorously now, or if having acted, the 
regulatory agencies fail to take the new congressional mandates 
seriously, it will then be clear to all concerned that the deepwater 
trade as a transport link along our coastlines and between our coasts 
through the Panama Canal are no longer important to shippers, the 
defense, or the Nation at large. 

The carriers, the seafaring and shoreside employees, and their 
financial backers are entitled to know what kind of regulatory frame- 
work they are faced with; and they must know it soon. 

Plans now contemplated by these carriers for new or reconstructed 
vessels or for improved cargo handling devices to increase cargo pro- 
ductivity, all await a restatement of congressional policy before they 
can be implemented. 

In this regard a recent study by a term of engineering consultants 
has concluded that a certain proposed investment in the intercoastal 

trade of new vessels, which are of the latest design to maximize cargo 
Ghoduictivity, are not good investments regardless of design in light 
of the historic and persistent threat of selective rate cuts by the rail- 
roads which the ICC has traditionally sanctioned. 
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I have measured the peril statistically. At the present time there 
are only 25 vessels remaining in the intercoastal trade. My statement 
said 35 to 40, but that is only 25 now. 

This is a precipitous drop in the 139 ships which served in 1939, 
Only 10 common carrier vessels are left in the Atlantic and gulf coast- 
wise trade, and 4 on the Pacific coast. These four vessels have common 
carrier rights but they are not operating as though they were com- 
mon carriers, and therefore this previous statement that there is no 
common carrier service actively available is a true one, although there 
are four vessels in the coastwise trade carrying lumber and bulk 
commodities. 

A measure of the cargo dropoff is interesting. Intercoastal cargoes 
are now less than 50 percent of the prewar volume, and coastwise 
volumes are only 16 percent of their prewar level. 

Compare this with the tonnage handled by class I railroads which 
in 1956 was 160.5 of its 1939 volume; and compare it with motor com- 
mon carrier volume which in 1956 was 546 percent greater than 1939, 
and it becomes clear that coastwise and intercoastal carriers have 
suffered the greatest relative loss of all forms of transport. 

3. Ownership: A number of experienced intercoastal and coast wise 
carriers have left the trade, including such well-known names as 
Panama Pacific Line, American-Hawaiian Steamship Co., Waterman 
Steamship Corp., Quaker Line, Isthmian Line. 

The recent sharp cutback in the fleet of the Luckenbach Steamship 
Co., a firm who has been in business for 110 years and operated inter- 
coastal vessels even before the canal was opened, is a further case 
in point. 

The remaining active common carriers are : 

Intercoastal : 

Luckenbach Steamship Co. 

Pope & Talbot, Inc. 

Weyerhaeuser Steamship Co. 

Calmar Steamship Co. 

American President Lines (westbound only). 
States Marine Lines. 

Isbrandtsen Co. (eastbound only). 

Pacific coastwise : 

Coastwise Line. 
Oliver J. Olson & Co. 
Atlantic gulf: 
Seatrain Lines. 
-’an Atlantic Steamship Co. 


THE COST-PRICE SQUEEZE AND ITS ROOT CAUSES 


Rates quoted by intercoastal and coastwise carriers of necessity 
are governed by the umbrella set by competing rail lines on water 
susceptible commodities. Intercoastal and coastwise rates have, for 
many years, yielded inadequate revenues to meet the rising costs of 
cargo handling and vessel operation. 

In a word, no matter how many innovations in vessel design or cargo 
handling have been effectuated, and they are many and varied, the 
unnaturally low, arbitrarily sanctioned rail rates nullify the inherent 
advantages accruing to water transport. 
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Let us examine this problem from the standpoint of labor, inherent 
advantage, and ICC rate philosophies. 


(a) The labor cost factor 


It may have been true that at certain isolated times in the past 
maritime labor costs were increasing faster than rail labor costs were 
increasing, and hence that it was the cost squeeze by the unions, not 
the price squeeze by competing railroads that was hurting the do- 
mestic waterlines the most. But in the past dozen years, this rela- 
tionship 1s not true. 

Intercoastal ship operating costs in 1958 versus the 1947-49 period 
are up approximately 75 percent (source: carrier records). (Note: 
One company reports cost increases of only about 55 percent), while 
the railroad operating costs are up 74.2 percent in the same period 
(source: Index of Material Prices and Wage Rates Combined, Year- 
book of Railroad Information, 1959). 

So it is a standoff as between rail and ocean carriers as regards in- 
creases in labor and material costs, or if anything, somewhat in favor 
of ship lines. 

(b) The inherent advantages of water transport 

It has been the uncontested view of the domestic deepwater carriers 
that while their service is slower timewise than rail, that they can 
carry large volumes of certain commodities at a cheaper unit cost 
and that they thus have inherent cost advantages that indicate that 
rail rates be higher. 

This being so, there has usually been, and should now be, a reason- 
able differential between the two rates. 

Those familiar with intercoastal ship operations know without any 
dispute that it is much cheaper to haul by water 10,000 tons of canned 
goods from California to the Atlantic coast (approximately one ship- 
load) than it is to haul the same tonnage by rail, unless, of course, 
one ignores the allocation of railroad overhead costs, taxes, capital 
costs, repair and maintenance, and so forth. 

This, of course, is precisely the problem: To meet or beat water 
competition the railroads have quoted rates on water susceptible com- 
modities which barely meet out-of-pocket costs and certainly make 
no contribution to overhead. They do so with full approval of ICC; 
indeed ICC seems unconcerned that in so doing they are sanctioning 


at the very least a rate war, and quite possibly. serving a death blow 
at the water carrier. 


(c) “Systems” versus “route” approach to ratemaking 

ICC’s interpretation or rather misinterpretation of both the 1940 
and 1958 acts in approving rail rate cuts is not entirely of their own 
making. Courts have given them a big assist in this nefarious 
scheme. 

Perh: aps the most far-reaching and pervasive case is the decision 
by the U.S. Supreme C ourt in Baltimore & Ohio Railroad Co. v. US., 
decided in 1953. There the Court held that rates need not be com- 
pensatory (that is, needn’t meet fully distributed costs) on a particu- 


lar route or leg of rail system, so long as the system itself is in a profit 
position. 
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Think for a minute what that means. It means that the power- 
ful and profitable railroad enterprise can move into each route or leg 
of its farflung system, analyze the commodity they are “sharing? 
with truck, barge, or deepwater transport, and selectively cut those 

rates to any level nec essary to kill off the competition on the route, 

This they have done most effectively in the case of intercoastal and 
coastwise rates, and they have made up losses by overcharging on non- 
competitive traffic. 

It is always farcical to watch railroad rate “experts” plead on one 
day for a commodity rate based on the “system” profits when they 
want to cut a competitor down to size, and plead the next day for a 
“route” approach in passenger train cases where they try to abandon 
service. 

This type of indoor sport is called “Carrying water on both 
shoulders,’ or “Getting the best of both worlds.” It would be 
comical if it weren’t so tragic for the-local economies that get hurt 
in the process. 

To our knowledge Congress has never been asked to pass legislation 
to correct the imbalance created by the Baltimore and Ohio case. Our 
organization is prepared to work out details of such corrective legis- 
lation and present them to the committee. 


(2) Some classic examples of ICC sanctioned rate reductions by the 
railroads 

Case A, coastwise newsprint rates.—In 1952 in answer to the needs 
of Alaska for new carriers to come into that service, and provide 
competition, the Coastwise Line in San Francisco inaugurated serv- 
ice between California and Alaska. This company had previously 
only operated vessels between the Pacific Northwest and California. 
What made this Alaska service possible was the carriage of newsprint 
on the homeward leg; that is, the coastwise leg, from the Pacific 
Northwest to California. 

Anyone familiar with Alaska trades knows that it is a seasonal 
business and does not afford enough tonnage to guarantee the people 
of Alaska as much service as they would like. ‘Therefore, the news- 
print on the homeward coastwise leg was the balance that made it 
possible for the Coastwise Line to supply this new service. 

In May of 1957, the ICC turned a deaf ear to protests by this com- 
pany and refused to suspend a rail rate reduction on coastwise news- 
print which was patently calculated to take away from the water car- 
riers this newsprint tonnage. 

Curiously, this rail reduction came on the heels of a new innovation 
in design of one of the Coastwise Line vessels which permitted that 
vessel to rapidly unload and load newsprint with minimum damage 
claims and with less cost. 

Obviously the railroads choice here was either to create innovations 
of their own or to use the rate weapon to cut this new form of competi- 
tion down to size. Typically they chose the latter and the ICC went 
along with it. 

Today the Coastwise Line has abandoned this Alaska service on the 
grounds that remaining revenue on newsprint homebound is inade- 
quate. Not only Alaska lost this service but the fortunes of Coast- 
wise Lines have been so decimated and the losses so heavy that the 
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chances of survival are poor. Some say that it is only a matter of 
time. 

Case B, transcontinental canned goods rates—Like newsprint in 
the coastwise trade, canned goods in the intercoastal trade is the heart 
and soul of successful common carrier business; and when railroad 
canned goods rates are allowed to descend to level below that which 
is necessary to compete with water rates as was done on January 9, 
1950, it Means a rate war. 

Such a result is one which the general public can ill afford. Ships, 
once gone from a route, don’t return easily, at least such is the history 
of the intercoastal and coastwise trade. It takes 2 years and $10 
million to build a ship and only 2 days and $20,000 to build a rail car. 

The January 9, 1960, minimum rates on canned goods by rail were 
cut 20 cents per 100 pounds from west coast to Atlantic seaboard 
destinations (group A). 

The paradox here is that minimum canned goods rates today are the 
same as they were in 1949—$1.74 per 100 pounds in full carload lots. 
Yet, in the intervening decade rail rates generally have been in- 
creased 30 percent and railroad operating costs have increased 74 

reent. 

This recent cut might have been more understandable and justifiable 
if the waterlines had been taking business away from the rails; how- 
ever, the contrary is the case. 

In 1953, California canned goods moving by rail into the North 
Atlantic seaboard totaled 228,000 tons, while for the year 1958 it was 
432,500 tons, an increase of 89 percent. 

In 1953, the intercoastal canned goods water movement reported by 
canning industry sources, was 396,000 tons while in 1958 it was only 
317,000 tons, a decrease of 20 percent. 

Movement from the Pacific Northwest into the Atlantic seaboard of 
canned goods in the same span of years shows an increase of 21 per- 
cent in rail movements and a decrease of 31 percent in intercoastal 
movements. 

Because most intercoastal common carriers either live or die on 
canned goods revenues, they perforce must meet this cut (which they 
have done) or go out of business, or both. 

Thus ensues the ICC’s sponsored rate war with needless sacrifice 
of both rail and water carrier revenues. Both rail and water car- 
riers need all existing revenues to meet cost increases. 

In all of the “information” furnished by the railroad public rela- 
tions grist mill none has ever explained how they can ask inland 
consumers to pay rate increases of 30 percent since 1949 on com- 
modities generally and in the same breath ask for selective and pref- 
erential rate cuts on commodities which compete with waterlines. 

Somebody is getting the short end of the deal and it is of course 
those regions who don’t have competing alternate waterways. ‘This 
regional discrimination is discussed in the ensuing paragraph. 


GEOGRAPHIC DISCRIMINATION ARISING FROM SELECTIVE RATE CUTS 


To the extent shippers and manufacturers in one region where low 
rates exists due to water competition are in competition with pro- 
ducers in another region where no water competition exists, there is 

60470—60—15 
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a threat of geographic rate discrimination. In recent years a number 
of selective rate cuts, ostensibly designed to meet w ater carrier com- 
petition, have resulted in flagrant discriminations between regions, 

As we have heretofore commented, these geographical water com- 
petitive rates (fighting rates) fail to meet fully distributed costs of 
the railroads. In a word, shippers and producers outside the “battle 
zone” are financing rate wars inside the battle zone. 

Such fighting rates seldom serve their intent of maximizing rail 
earnings, even on a system basis; rather, they merely reflect the price 
that railroad is w illing to pay in revenue losses to destroy competing 
form of transport. 

ICC Commissioner Freas, in testimony before the Senate committee 
in 1958, leading up to the 1958 Transportation Act, stated the case 
very well. And it is travesty on public policy that he and his col- 
leagues have not adhered to the ICC views then expressed. He said: 

Whenever conditions permit, given transportation should return the full cost 
of performing carriers service. Certainly full costs in the aggregate have to 
be obtained in our transportation system if it is to be kept healthy. In instances, 
however, the full cost of the low cost form of transportation exceeds the out- 
of-pocket cost of another. If, then, we are required to accept the rates of the 
high cost carrier imerely because they exceed its out-of-pocket costs, we see no 
way of preserving the inherent advantages of the low cost carrier. 

In any event that other mode would be compelled to depress its rates below 
full costs in order to preserve its inherent advantages against the high cost form 
of transportation. This would mean that the carrier with the inherent ad- 
vantages would be forced into an unhealthy situation, or that higher rates 
would have to be charged on noncompetitive traffic in order to make up the 
deficit, for certainly the full cost of performing a transportation service must 
come from somewhere. 

Since intercoastal and coastwise lines have no other traffic sources 
to make up losses incurred from meeting rail cuts, these cuts thus 
create the unhealthy situation to which Commissioner Freas refers. 

If geographical discrimination engendered more volume for the 
area, it could be perhaps condoned. But. the historical record shows 
that all these rates do 1s take business from one mode and give it to 
another on the flimsy basis that the rails are righteously, that i is, his- 
torically, entitled to it. 

The Supreme Court has referred to these unnatural rates as geo- 
graphical trade barriers which indeed they are. In Georgia v. Penn- 
sylvania Railroad Company, the Court said: 

They may stifle, impede, or cripple old industries to prevent establishment of 
new ones. They may arrest development of a State, or put it at a decided dis- 
advantage in competitive markets. Discriminatory rates * * * have a_ per- 
manent and insidious quality. 

It seems incredible that the fabric of our antimonopoly statutes 
should be so tightly wove, to prevent price discriminations among 
other industries and at the s same time our transportation statutes 
should be so weak in regard to price cutting of a sort designed to curb 
competition. 

Under the Clayton Act (1914) as amended by the Robinson-Patman 
Act (1936) the Federal * Trade Commission can institute criminal 
proceedings where price dise riminations against buyers in one region 
exist against buyers in another. 

To equate transportation pricing with pricing in other industries, 
the Interstate Commerce Act must be amended in section 3(1) to 

prevent geographical discrimination designed to destroy competition. 
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Section 3(1) does prevent geographic discrimination against 
shippers, but it expressly renders that concept inapplicable to dis- 
crimination and prejudice by one carrier to the traffic of a competing 
carrier. 

To redress this imbalance, and to make the act consistent with 
section 4, which already prohibits geographic discrimination between 
carriers in “long and short haul” rates, we would propose amending 
section 3(1) by adding a new paragraph (b) to section 3(1) somewhat 
as follows: 


(b) When any common carrier subject to this part maintains rates, charges, 
or practices in competition with another mode of transportation which cause, 
make, or give any discrimination, preference, or advantage which would be 
undue or unreasonable in the absence of such competition, such discrimination, 
preference, or advantage shall be unlawful where the effect thereof may be sub- 
stantially to lessen competition, or tend to create a monopoly in any line of 
commerce, or to injure, destroy or prevent competition with said carrier. In 
comparing rates, due consideration shall be given to all factors affecting the 
relative desirability of the services offered. No discrimination in rates shall 
be held to be unlawful which makes only due allowance for differences in the 
costs of providing transportation, services, or facilities, or which is made to 
establish uniform group rates reasonably calculated to preserve competition 
between shippers similarly situated. 

As in most water carrier problems, both inland and deepwater car- 
riers are of one mind on this proposal. <A joint statement detailing 
the need for the above amendments has been prepared by traflic and 
legal experts in the field of water transportation. 

Our organization, of course, endorses and subscribes to this state- 
ment, and we ask that it be included in the record at the end of our 
presentation. 


FAILURE OF ICC SUSPENSION BOARD TO GIVE WATER LINES A DAY IN COURT 


In numerous similar rates cases affecting both inland and deepwater 
carriers, it has become obvious that the operation of the Suspension 
Board in the ICC has failed miserably to give burdened carriers a 
“day in court.” 

Both the Interstate Commerce Act (sec. 15(7)) and the Administra- 
tive Procedure Act (sec. 7(c)) require the proponent of a rate to 
assume the burden of — that the proposal is just and reasonable. 

The burden of proof, and its supporting evidence, can be brought 
out in the open if the rate is suspended. In such rare cases where 
suspension is granted, due process of law begins to function, and 
protestants get hearings, cross examine proponents’ witnesses and 
call witnesses of their own, and can get court review if the decision 
appears unfair on its merits. Nobody could ask for more than that, 
and water carriers would be satisfied to win or lose on that basis. 

But unfortunately when the Suspension Board refuses to suspend, 
and Division 2, the appellate unit in ICC for such purposes, sustains 
the denial of suspension, the protested rate goes into effect, often 
immediately, and the horse is stolen from the barn. 

This is unfortunately the usual course of events despite the fact 
that protesting carriers may have made a prima facie case that the 
reduced rate hits him in a vulnerable spot and will mean either a rate 
war or his being forced out of business, or both. 

The protestant, in a fruitless gesture to shut the barn door after 
the horse is stolen does have recourse to review by the full ICC itself, 
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but then the burden of proof shifts to protestant to show that the rai] 
costs are such as to make the rate unreasonable and unjust. 

In 20 years of struggle by water and truck carriers, no railroad has 
‘ever been brought to task by ICC to show its complete distribution of 
costs on the disputed commodities, even when railroads have the burden 
of proof. 

So even if the full ICC were to reverse the denial of suspension by 
the Suspension Board and Division 2—something they almost never 
~do—the resultant hearing would force the water carrier on a route 
to prove that the rail carrier’s system costs don’t justify the rate 
slash. 

David miraculously slew Goliath in Biblical times, but at least he 
had a weapon, a missile, and a known target. 

An appeal to the courts of a suspension denial has proven fruitless 
for protestants unless a technical error in procedures has been made, 
Luckenbach sought court review in the recent denial of suspension in 
the canned goods case cited above, to no avail because no procedure 
had been violated. 

So here we are at the heart of the problem. Briefly stated, water 
carriers are asking Congress to tighten up the law, or otherwise crack 
down on ICC to see that justice is done pursuant to due process of the 
law. 

We are not asking that Congress judge the economic merits of our 
cases, but to see to it that the ICC does so, openly and aboveboard, 

and by means of hearings and briefs with a chance for court review 
on the merits. 

We note the introduction of S. 3407, and support this legislation 
asa means to correct the situation. This subcommittee should include, 
in the hearing on S. 3407, the calling of witnesses from ICC Commis- 
sioners or their staffs who could set forth the criteria they have used 
in recent denials of suspension. If this were done, carriers and the 
Congress would learn for the first time the facts on which ICC acts in 


these matters. 
INTEGRATION, YES; COMMON OWNERSHIP, NO 


A variety of bills have been introduced in this Congress and have 
been heard by both Houses to permit rail lines to engage in common 
ownership of truck, water, and air lines. The railroads would have us 
think this is a necessary step in getting an integrated transport sys- 
tem. “Transportation is transportation,” they say, “let’s not compart- 
mentalize any more.” 

The plain truth is that this country could enjoy integrated transport 
right now if the ICC and the railroads would take seriously the “duty 
of rail carriers to establish reasonable through routes with common 
carriers by water” (sec. 1(4) of the act). 

The act’s policy statement calls for “coordinating and preserving 4 
national transportation system by water, highway, and rail * PSs 

Section 15(3) says: 

The Commission may, and it shall whenever deemed by it to be necessary 
or desirable in the public interest, establish through routes and joint rates 


applicable to the transportation of property by rail carriers or by carriers by 
railroad and common carriers by water. 
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The path is strewn with unsuccessful efforts by water lines to get 
railroad cooperation in setting joint rates. And the statute appears 
to be unenforcible in the courts. 


So to correct this weakness and to proceed toward a truly integrated 
system, we would propose amendments to the antidiscrimination sec- 
tion of the act, section 3(4) making it unlawful for railroads to quote 
joint rates among themselves for competitive purposes if they refuse to 


also engage simultaneously in similar joint rail-water rates on the same 
commodities between the same points. 


Such an amendment would be accomplished by the following: 
Add a new subsection to section 3(4) of the act, as follows: 


It shall be unlawful for any carrier subject to this part to establish or reduce 
joint rates with connecting carriers subject to this part for the purpose of 
meeting competition of carriers subject to part III if it refuses upon request 
to join with a connecting carrier subject to part III in joint through water and 
rail rates on the basis of divisions substantially the same as it accepts out of 
the joint all-rail rates on the same commodity between the same points: 
Provided, That upon application to the Commission and after full hearing such 
carrier may be relieved from the operation of the foregoing provision when it 
is shown and the Commission finds that the establishment of the requested joint 
through water-and-rail rates would not be consistent with national transporta- 
tion policy. 


There is a good reason for opposing common ownerships and for 
adoption of the above amendment. It is best stated in the 1914 House 
Report on the Panama Canal Act, now included in section 5(14, 15, 
16) of the Interstate Commerce Act, as follows: 


The apprehension of railroad-owned vessels driving competition from the 
canal may or may not be exaggerated, but it is certain that the evil, which is 
only anticipated there, already exists in the coastwise trade on both coasts, as 
well as on our lakes and rivers. The evil is prevalent, recognized, and com- 
plained of. The proper function of a railroad corporation is to operate trains 
on its tracks, not to occupy the waters with ships in mock competition with 
itself, which in reality operate to the extinction of all genuine competition. * * * 

This section also provides for the connection of railroads in through routes 
and joint rates with water carriers in all domestic traffic, in accordance with 
their practices in connection with vessels engaged in the foreign trade. By that 
means the benefits of the canal can be distributed through the interior and 
enable the entire country to enjoy some good therefrom. 


DEEPWATER CARRIERS ARE ORPHAN OF THE ICC AND THE STEPCHILD OF THE 
MARITIME BOARD 


The 1940 Transportation Act in part IV placed deepwater carriers 
under ICC jurisdiction for regulatory purposes (rates and fran- 
chises). The 1936 Merchant Marine Act mandated Maritime Admin- 
istration to— 


foster the development and encourage the maintenance of a merchant marine 
** * sufficient to carry its domestic waterborne commerce * * * and to pro- 
vide shipping service on all routes essential for maintaining the flow of domestic 
commerce * * * [and] capable of serving as a naval and military auxiliary in 
time of war or national emergency. 


Thus was created a duality of responsibility over this segment of 
transportation. 

In exercising its responsibilities, ICC has never in 20 years time 
had but a handful of people assigned in the Water Carrier and Freight 
Forwarder Division, and few, if any, of them are assigned to water 











224 DECLINE OF COASTAL SHIPPING INDUSTRY 


carrier matters exclusively, certainly not to intercoastal and coastwise 
cases. 

The Commission, therefore, does not have adequate staff research 
available in determining water carrier cases, but relies on the huge 
staff of rail rate experts to tell them how rail proposals affect water 
varriers. This is like asking Standard Oil what kind of gasoline 
to use. 

The Federal Maritime Administration has exercised its promotional 
obligation under the Merchant Marine Act in a number of ways, 
principally in the realm of ship mortgages, vessel sales and charters, 
design research, and so forth. Also, they have studied the economic 
problems of the carriers and have published several worthwhile re- 
ports. 

But efforts in this direction have sputtered to a slow walk because of 
the dampening effect of selective rates upon present and future rey- 
enues of these carriers. 

What is needed is for the FMB Regulatory Office to have a small, 
well-trained staff to keep abreast of deepwater rate cases, and to 
offer their services to ICC in supplying vessel and cargo handling 
cost data in rate cases. ICC should be getting this from its water 
carrier staff, but doesn’t. 

FMB has only injected itself into water carrier cases on very in- 
frequent occasions. One such occasion was in 1946 when they asked 
for, and got, a full-scale inquiry by ICC into the “Lawfulness and 
Reasonableness of Water-Competitive Railroad Rates and Practices.” 

From this resulted the #'x parte 164 and 165 hearings, and certain 
then existing discriminatory rail rates were required to be adjusted. 

Another occasion was in 1958, when the FMB filed a letter of pro- 
test in the Coastwise Newsprint case. 

There may have been other evidences of FMB interest in inter- 
coastal and coastwise rates but we are not aware of them. 

There is great need for FMB to once again petition ICC for a 
general inquiry into the competitive rate structure, as they did in 1946, 
and this time perhaps water carriers might be successful in getting 
railroad cost data into the record. Until we get this information the 
argument will continue. 

Such a FMB petition for general inquiry should have as its bill 
of particulars the identical list of violations as were enumerated in 
their March 21, 1956, petition, to wit: 

Competitive rates maintained by the railroads in competition with 
coastwise and intercoastal water carriers are unlawful because— 

(a) They are not reasonably compensatory ; 
(6) They are in violation of the declared policy of Congress 
in the Transportation Act of 1940; 
(c) They do not recognize the inherent advantages of each 
mode of transport; 
(d) They to not prevent unfair or destructive competitive 
practices ; 

(e) They are lower than required to meet competition ; 

(7) They tend to destroy water competition ; 

(g) They place an unjust burden on noncompetitive traffic; 

(h) They subject particular ports, shippers, and localities to 
undue and unreasonable disadvantage and discrimination. 
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And now, Mr. Chairman, I would like to read our concluding 
remarks. 

(1) Domestic deepwater shipping is the oldest form of transport in 
the United States, having its beginning in colonial times, nearly 100 
years before the advent of the railroad. Its importance and value to 
the economy then, and its essentiality now, are unquestioned, and its 
preservation is advocated by every authority which has studied it. 

(2) During the past decade, the competitive situation engendered 
by callous and untutored decisions by the ICC, together with rising 
costs of vessel operation, has become so critical that all but a few 
common carriers have left the service. Deepwater domestic carriers 
in the past decade have suffered an absolute loss in tonnage carried 
while other transport has increased its tonnage as much as 500 percent 
since 1954, 

(3) Some water carriers have mechanized their cargo-handling 
methods, thereby reducing costs. Others are frustrated from exten- 
sive expenditures because they see that each innovation by their col- 
leagues has resulted in proposals for slashes in rail rates which nullify 
the inherent advantage derived from vessel and cargo-handling mech- 
anization. 

(4) Increases in deepwater carriers’ vessel and cargo-handling costs 
closely parallel rail cost increases in the past decade. 

(5) ICC sanctioning of rail rate cuts on heavy, slow-transit, water- 
compelled commodities have ignored rail operating cost structures, 
and thereby have contributed to revenue losses of rail systems. We 
have the paradox of rail cuts in water-competitive commodities, in 
the face of rail rate increases elsewhere to meet increased operating 
costs. 

(6) Historical differentials between rail and water rates, reflecting 
the speed advantage of rail transit and the low-unit-cost advantage of 
water transit, have been drastically altered, not because rail unit costs 
have declined relative to ship costs but because the rails want all the 
traffic in certain commodities, and must close the gap to get it. “Loss 
leader” rates have become a weapon calculatingly designed to close 
the differential and demobilize competing water carriers. 

(7) The system approach to ratemaking in the past few years has 
supplanted the longstanding route approach. Court decisions support 
10C in this regard. Intercoastal and coastwise lines, because they 
have no system with huge reserves of nonconmpetitive traffic to pic 
up the slack, must live or die on the revenues from their route. The 
loss of an important cargo, like newsprint or canned goods, leaves 
no escape hatch of systemwide commodities and means either a rate 
war on the route or extinction, possibly both. 

(8) Geographic rate discriminations are permitted to take place by 
ICC, yet geographic ned discriminations are forbidden by the Trades 
Commission in the Clayton Act and Robinson-Patman Acts. In order 
to give water carriers equality in law with other American industries, 
geographic differentials which have the effect of crippling a compet- 
ing mode of transport should be prohibited. 

(9) Integration of all forms of transportation is desirable and 
necessary. Existing law places a duty upon rail carriers to engage 
in joint rates and through routes with water carriers. Any amend- 
ments to the act to permit unbridled entry, through direct ownership, 
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of rail carriers into the water carrier business would be a step back- 
ward in the integration goal. Separation of ownership has proven 
necessary to prevent the railroads from strangling independent water 
carrier competitors. 

(10) In failing to provide itself with an adequate staff of experts 
in water carrier costs within the Bureau of Water Carriers and 
Freight Forwarders, ICC has prejudiced the outcome of rate decisions 
where rail-water competition is involved. 

The abysmally small number of ICC staff in the Water Carrier 
Bureau in relation to the thousands engaged in rail rate matters is 
far out of proportion to the importance of water transportation. 

(11) Federal Maritime Board has not participated as actively as 
the law allows in alerting ICC to the costs of vessel operation, and 
the competitive effect on water lines of proposed rail rate cuts. 

We would, therefore, make the following primary recommendations 
in the field of rate regulation, and I would insert an addendum. 

This is simply the first recommendation in a series of recom- 
mendations. 

Recommendation No. A-1 would be to properly protect the inherent 
advantage of each segment of our transportation system. The Commis- 
sion should be required in section 15(a), the so-called competition 
clause, to ascertain that fully distributed costs are being met in rate 
applications. The following sentence should be added to section 
15(a) (3): 

In any proceeding involving competition for the same traffic by two different 
modes of transportation, the Commission shall use its minimum rate power so 
that, insofar as reasonably practicable, a preponderance of such traffic shall move 
over a route or routes participated in by the mode of transportation having the 
lowest fully distributed costs, to the end that the inherent advantages of such 
mode of transportation shall be preserved and that other provisions of the 
national transportation shall be carried out. 

(1) This subcommittee should favorably consider S. 3047, 86th Con- 
gress, to make mandatory the use of suspension proceedings in water- 
competitive situations. At the very least, this inquiry should ask ICC 
Suspension Board witnesses to declare openly what criteria they are 
using in the too frequent denials of suspension requested by water 
carriers. 

(2) An amendment to section 3 of ICC Act to prohibit such geo- 
graphical rate cuts as have the effect of crippling competing modes 
of transport should be favorably considered by the Commerce Com- 
mittee. (See body of statement for proposed text.) 

(3) “System” approach to railroad ratemaking should be aban- 
doned in favor of the longstanding “route” approach in cases where 
water carriers have no reserves of noncompetitive commodities upon 
which they can absorb losses. Legislation to accomplish this will 
be necessary and is urged. 

(4) Integration of all forms of transportation, while desirable, 
should proceed through the means of joint rates and through routes 
and not through the medium of intermode ownership. Amendments | 
to liberalize common ownership should be opposed at all costs. Leg- 
islation to require joint rates when necessary to accomplish integra- 
tion of modes of transport, should be adopted by the Congress. 
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back- | (5) ICC should augment their Bureau of Water Carriers to in- 
roven clude sufficient experts in water carriage to properly advise the Com- 
water mission in rail-water competition cases. 

(6) Federal Maritime Board at an early date should petition ICC 
xperts | fora general investigation of railroad-water competitive rates in order 
s and | to develop a record of railroad cost factors which has been unavail- 
“1S10NS able or undisclosed in rate hearings to date. FMB Regulatory Office 

' should be expanded to include domestic water carrier experts, who 
arrier in turn should work with ICC in supplying vessel data pertinent to 
ters 1S | water-competitive rate cases. 

i. 

ely as COMPLEMENTARY RECOMMENDATIONS 

- In addition to the above recommendations, which address them- 

lations selves primarily to redressing the imbalance in ratemaking procedures, 

: the following recommendations are concerned with merchant marine 

recom- policy and any or all would contribute significantly to survival and/ 
or revival of the intercoastal and coastwise segment of the merchant 

herent marine. . rie sg : 

ommis- Senator Eneie. Mr. Dewey, the Senate goes into session in 5 min- 

etition utes, and unfortunately I am chairman of the Calendar Committee 

in rate and I have to be over there. 

section Senator Butler was going to be present but he isn’t. 

I regret having to limit your time. If you could summarize, I 
different think counsel has a question or two. If you can get it in in the next 
ower 80 4 or 5 minutes, it will enable me to get over there and handle the 
all move calendar. 
ving the Mr. Dewey. That I will do. 
| + a (1) Introduction and passage of legislation adding a new section 
512 to the Merchant Marine Act to equate domestic carriers with sub- 

. sidized carriers by permitting the setting aside of earnings of do- 
th Con- mestic water lines in a tax deferred fund. 

L water: The establishment. by carriers of such fund would carry with it the 

isk ICC commitment to replace present tonnage with equivalent or better 

hey are tonnage. The depreciation base of new or reconstructed vessels built 

y water | with such deferred funds would be reduced by the amount of the tax 
| saving, thus enabling the Treasury to ultimately recover, through 

ich geo- taxes, the revenues denied to them in the first instance. 

o modes an eae . aot a : : 

2 Specific language to accomplish this is furnished for this record as 

ce Com | appendix A hereof. It was worked out jointly over several years’ 

I _ time by an Industry/MarAd Committee, and there is thus reasonable 
de aban | assurance that it will meet with approval of FMB. 
es where | "We would caution that— 
jes upon 


this will 


(a) The bill does not have Budget Bureau approval as they 
are always opposed to any further tax deferral schemes; 
(6) The bill might possibly be one for referral to the tax- 


lesirable, writing committees of Congress, although it amends the policies 
zh routes | of the Merchant Marine Act and should, in any eventuality, be 
ndments | referred to the Merchant Marine Committee. 

ts. Leg-| (2) Remove where possible, unwarranted documentation and 
ae paperwork redtape in intercoastal, coastwise, Great Lakes, and in- 


land transportation. 


Specifically, as a starter, we urge introduction and passage of a 
bill to remove the requirement for shipping commissioners—a Coast 
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Guard function—to be present when seaman articles are signed in 
intercoastal voyages. 

This would equate intercoastal paperwork with coastwise paper- 
work, since coastwise articles need not now be signed in the presence 
of a shipping commissioner. 

Coast Guard and seafarer unions have indicated informal support 
for thisamendment. As soon as details are worked out we will present 
it to the chairman for introduction. 

(3) Reintroduction of legislation to permit domestic deepwater 
vessels and other nonsubsidized vessels to amortize any newly built 
or reconstructed vessels on a selective basis. 

Such legislation was introduced as S. 2568 in the 85th Congress and 
was the subject of a hearing by this committee June 18, 1958. Pre- 
decessors of S. 2568 date back 12 years to the so-called long-range 
shipping bill, and action on this kind of incentive legislation is long 
overdue. 

Rapid amortization on a preselected basis would give nonsubsidized 
vessels owners the same kind of deferral privileges as subsidized ves- 
sels now enjoy. 

Further, it would be in keeping with depreciation laws available to 
shipowners in foreign countries. Denmark, France, Germany, Japan, 
Netherlands, Norway, and United Kingdom all grant fast writeoff 
privileges to their shipowners as an incentive to investment in new 
construction. 

As introduced, 8S. 2568 (85th Cong.) only covered new vessels. We 
submitted in the June 18 hearing as amended version to include rapid 
amortization for reconstructed vessels as well as new vessels (text 
attached as App. B). 

It is our strong contention that the greatest use of this type of tax 
incentive will be in reconstructed vessels, rather than new vessels. 
We urge introduction and action on this legislation. 

(4) Because canal tolls represent as much as 7 to 8 percent of 
intercoastal voyage costs, this committe should continue to be vigilant 
to block any efforts to put additional financial burdens on the Canal 
Company, and hence upon tollspayers. 

(5) While exemption from the payment of canal tolls on inter- 
coastal vessels has been interpreted to be contrary to treaties, a com- 
promise scheme could be devised to forgive such tolls, but show a book 
credit of such amounts in the revenues of the Canal Company. 

Military merchant vessels currently pay no tolls but a credit is 
shown on the books, and canal funds held in the U.S. Treasury include 
such amounts as though they had actually been paid in cash. The 
agency having jurisdiction over these vessels is debited with the 
amount of tolls. 

A similar arrangement could be worked out for toll credits on ves- 
sels exclusively engaged in intercoastal trade. It is our intention to 
develop this scheme in more detail and present it for consideration 
at the appropriate time. 

(6) Amend Merchant Marine Act, title V to extend construction 
subsidy to intercoastal and coastwise and lake carrier vessels in similar 
manner as is granted to U.S.-flag vessels on essential foreign trade 
routes. ; 

(7) Whenever perpetuation of intercoastal or coastwise service 1s 
essential to the national interest, and privately owned vessels are no 
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longer avaliable, the FMB should make full use of existing pro- 
visions of title VII of the Merchant Marine Act and charter newly 
constructed vessels or reconstructed vessels for the reserve fleet to 
bona fide, financially responsible operators, on reasonably liberal terms 
and conditions. 

Public hearings should precede any such charters to insure against 
violating property rights of other carriers. 


ALTERNATE SOLUTIONS 


If the above recommendations on rate procedures and merchant 
marine policy are unduly delayed, or otherwise impossible of achieve- 
ment, then it may be that more drastic alternatives must be sought. 
None of these alternatives has popular support in industry groups 
and least of all in labor circles. They serve, however, to dramatize 
the need for action in other directions to avoid the domestic deepwater 
industry being forced to seek such last-ditch solutions to their 
dilemma. ‘These are: 

(1) Liberalization of section 27 of Merchant Marine Act of 1920, 
which now prohibits absolutely the use of foreign-built ships in 
domestic trades. At present, railroads, trucks, and airlines can pur- 
chase equipment abroad, but waterlines cannot. 

(2) Permit transfer or sale to a foreign flag of privately owned 
domestic trade vessels whose owners can prove to FMB that their 
inability to remain in business is due to ICC-sanctioned railroad rate 
cuts on water-competitive commodities. 

I have appended to my statement, Mr. Chairman, proposed text of a 
bill which would grant tax deferment of shrp earnings in the coast- 
wise and intercoastal trades. 

I have also appended a text of legislation which would accomplish 
rapid or selective amortization in those trades. 

They are appended as appendixes A and B to my statement. 

Senator Eneie. Do you have proposed legislation to implement all 
of your recommendations, or just those two? 

Mr. Dewey. No; just those two. 

And if it would also serve any purpose, Mr. Chairman, the recent 
report of the Department of Commerce included a number of refer- 
ences to the coastwise and intercoastal trade. I have excerpted those 
and would be happy to submit that excerpt for the record at this time. 
It seems to me to have a pertinent bearing on the whole subject. It 
isn’t the full report. 

Senator Eneie. May I see it, please. 

Mr. Dewey. It isn’t the full report. It is an excerpt which pertains 
tothe subject at hand. 

Senator Enete. I read an article in the Wall Street Journal the 
other day critical of this report because it didn’t deal with this specific 
program. 

Mr. Dewey. I heard that, too, Mr. Chairman, and I didn’t know 
whether we were both reading the same article. 

Senator Eneie. Well, evidently you had to dig around to {ind it and 
the Wall Street Journal didn’t. 

Without objection, this will be made a part of your statement fol- 
lowing the proposed legislation. 
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(Apps. A and B, and excerpts from U.S. Department of Commerce 
Report on Federal Transportation Policy and Program, are as 
follows :) 


Excerpts From U.S. DEPARTMENT OF COMMERCE REPORT ON FEDERAL TRANSPORTA- 
TION POLICY AND PROGRAM AND CONTRIBUTING STUDIES, MARCH 1960 


I. FEDERAL TRANSPORTATION POLICY AND PROGRAM 


From the letter of transmittal: “* * * no small part of our research was 
designed to test the broad assertion of the Weeks report that competition could 
be relied upon as the primary regulator. Our conclusion is that competition 
remains sufficiently imperfect in a number of situations still to require con- 
siderable safeguards.” 

2. Present situation: “What is needed is broad, general revision of traditional 
rate structures to bring them more closely into accord with cost structures, 
Rates should be rational, based on cost studies and market facts, rather than 
opportunistic, since sporadic and selective rate cutting can prove dangerous to 
the carriers and damaging to the public.” 

5. Action programs: 

“(e) Common carrier system.—Common carriers should be strengthened by 
the greater rate and route freedom recommended, and by the Government rout- 
ing of its own traffic along the lines suggested. The development of comprehen- 
Sive user charges and certain recommended tax adjustments should also con- 
duce to this end. However, wherever the free market forces of supply and 
demand favor private and exempt carriers under fair competitive conditions, 
Government regulation should not try to force traffic to less efficient carriers. 
Reliance should be placed upon the initiative of common carriers within the 
changed framework of Government policy provided there is good reason to 
expect a strengthening of the common carrier position as a result.” 

“(f) Through routing and coordination.—All regulatory processes should en- 
courage maximum through routing and coordination among and between all 
modes of transportation. The best means should be left to the industry—con- 
tainers, piggybacking and fishybacking, standardization, joint bills of lading, 
ete. In the long run, more uniform thinking of the regulatory agencies should 
aid this. In the short run, as an interim step, joint regulatory boards should 
handle the multiple-agency problems of surface-ocean, surface-air, and air- 
ocean through routing. Generally, control of one mode of transport by another 
is neither necessary nor recommended, although a more flexible attitude on the 
part of the regulatory authorities is desirable where a clear demonstration 
can be made that increased efficiency will result. 

“Through routes and joint rates between several forms of transport are to be 
encouraged. It does not appear desirable to make such routes and rates man- 
datory, except that the appropriate joint boards might be given such authority in 
clear cases where the efficiency of the transport system as a whole can be im- 
proved and where it is shown that one or more carriers unreasonably refuse to 
participate in such arrangements to the detriment of the public interest.” 

“(g) Route regulation.—Government regulation of authorized routes should be 
applied under uniform philosophies. The regulatory agencies should closely co- 
ordinate their route policies with rate regulation policies and factual traffic and 
cost-finding surveys. And special attention should be paid to the case where one 
mode competes with a joint service which it maintains in conjunction with an- 
other mode to insure that the cost relationships are reasonably reflected in the 
competitive rates.” 

“(h) Rate regulation.—Government regulation should place the carriers in 
position to compete fairly with each other. Since rates are a crucial factor in 
the competitive struggle, changes should be slow. Otherwise, sudden large 
diversions of traffic might produce chaos in many transport markets. Broad 
and general revisions reflecting the underlying cost relationships are, however, 
to be preferred to sporadic and selective rate-cutting activities. 

“All regulatory agencies should begin with the same basic facts—a comprehen- 
sive cost-finding study and a census of transportation. With less regulating to 
do, the deadly delays of multiplying casework should decrease. In particular, 
the effort to confine suspension to instances where substantial proof of unlaw- 
fulness is offered, should mitigate the delays upon appropriate adjustment.” 

“(j) Cost finding.—A critical element in rate freedom is the concept of prices 
based on costs. At present, too little is known about the relative costs of trans- 
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porting traffic via the several modes and routes typically available to shippers. 
A comprehensive study should be made to explore the cost-finding methods most 
likely to afford proper comparisons between the several forms of transport. 

“The effect of such a study cannot be overemphasized. Improved methods of 
cost analysis, when applied within a framework of agreed economic standards, 
will enable the transport industries to set prices and establish services more ra- 
tionally. Regulatory agencies can then set maximum and minimum criteria 
rather than specific detailed rates, and the carriers will have the normal man- 
agerial initiative of other American enterprises. And the regulated carriers 
can be equipped to meet the competition of private and exempt transportation 
where their cost and service capacities permit. 


Il. COMMERCE DEPARTMENT STAFF STUDY (PREPARED BY J. HAROLD DE VEAU AND 
ASSOCIATES) 


“4. Nonsubsidized operations.—Just as the 1936 act has been highly successful 
in building up the subsidized segments of the American merchant marine so it 
has failed to accomplish a similar progress in assisting and strengthening the 
other parts of the American merchant marine. 

“The ‘declaration of policy’ states that ‘it is necessary for the national defense 
and development of foreign and domestic commerce that the United States shall 
have a merchant marine (q@) sufficient to carry its domestic waterborne com- 
merce * * *, As this study shows the domestic waterborne commerce of the 
United States, except for the carrying of petroleum products is virtually non- 
existent, and that those areas where there are remaining vessels in operation are 
either highly specialized industrial carriers, or older vessels that are rapidly 
reaching obsolescence and the end of their economic life with little chance for 
replacement. As the act forbids operating subsidy in domestic operation, the 
principal program lies in providing adequate protection against discriminatory 
rate cutting by onshore carriers, particularly the railroads, and the encourage- 
ment of through-rate patterns, cooperative transportation programs, such as the 
carrying of truck bodies or railroad cars between certain points. * * * 


“Coastwise and Intercoastal Trades 


“Findings.—(1) The recommendations and findings of the 1939 and 1955 
reports on intercoastal and coastwise shipping remain little changed. The in- 
action that has followed the findings and recommendations of those study groups 
and reports has further contributed to the decline of the intercoastal and coast- 
wise industries, 

“(2) There is ample business to justify a healthy coastwise and intercoastal, 
though on a more restricted basis than before due to the economic changes that 
have taken place in the United States and the relocations of industries within 
our country and the changing patterns of both our export and import require- 
ments. 

“(3) Port improvements, improvements in onshore laber conditions including 
a more widespread adjustment to more modern methods of loading, unloading, 
and handling cargo, and a better coordination between different forms of trans- 
portation are necessary if these two industries are to enjoy a healthy future. 

“(4) It is believed that the revival of the coastwise and intercoastal industries 
are necessary for the national defense. * * * At the beginning of World War 
II the trained seamen and the vessels in our coastal operations provided a vital 
core around which our maritime wartime fleet was built. It is questionable 
whether the United States should not make a concerted effort to keep this 
industry healthy. 

“(5) In our inquiries it has been found that there is private initiative await- 
ing an opportunity to again engage in these trades. The success of the lift-on- 
lift-off operations have indicated attractive possibilities if the potential operators 
are not placed in an unfavorable competitive position by ICC activities or an 
overzealousness to develop other forms of transportation. 

“(6) Roll-on-roll-off types of vessels do not appear to have practical economic 
futures under private operation. The waste of cargo space in relation to the 
relatively high operating costs on American manned vessels does not appear 
conducive to profitable operation. An alternative might be to have the De- 
partment of Defense purchase the types of vessels of this type they declare they 
need and arrange private operation under favorable charter arrangements. This 
would supply declared defense requirements and permit research into the prac- 
ticability of such vessels as potential cargo carriers. 
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“(7) The recent acceptance of new methods of handling cargo by the west 
coast longshoremen and warehousemen’s union indicates progress in reducing 
loading, unloading, and handling costs. However, it has been diluted by the 
requirement that the operators establish a fund of $1,500,000, with annual con- 
tributions of comparable magnitude, and the strong position taken by the At- 
lantic and gulf coast longshoremen against more modern practices resulting in a 
strike that was broken only when the Government imposed the Taft-Hartley law. 
Until a more enlightened position is taken on all coasts the industries will be 
handicapped in making a formidable recovery. 

“(i) The problem of financing replacements of present fleets or the develop- 
ment of new ones is formidable and may require extensive governmental assist- 
ance. It is believed that the present authority of the Maritime Administration is 
sufficient except as otherwise pointed out in this report. Also, it is believed that 
if there is to be any improvement in cargo equipment, vessels, or other develop- 
ment, requirements of which depend on research or development programs, that 
the Government will again have tocarry the principal share.” 


Ill. MERCHANT MARINE STAFF STUDY DRAFT (PREPARED BY MILTON GOLDFOGLE) 


“The intercoastal operator likewise seeks some form of relief from problems 
arising from what he considers unfair rate decisions by ICC, which have favored 
railroads. It has been suggested that ICC should be staffed with more knowl- 
edgeable maritime personnel when considering rate adjustment applications, 
decision of which may affect the domestic water carrier.” 

“The Office of the Under Secretary for Transportation should, independently or 
in cooperation with ICC, afford these operators the opportunity to again present 
their cases.” 

Senator Encie. Now counsel had one question. 

Mr. Barron. I understand you would let the low-cost carrier on the 
fully distributed cost basis prevail where there is competitive traffic. 

Mr. Dewey. That is correct, Mr. Barton. I believe our amend- 
ment A-1 as submitted for this record would accomplish that. 

(Recommendation A-1 above referred to is as follows :) 

A-1. To properly protect the inherent advantage of each segment of our trans- 
portation system, the Commission should be required in section 15a (the so- 
called competition clause) to ascertain that fully distributed costs are being 
met in rate applications. The following sentence should be added to section 
15a(3): 

“In any proceeding involving competition for the same traffic by two different 
modes of transportation, the Commission shall use its minimum rate power so 
that, insofar as reasonably practicable, a preponderance of such traffic shall 
move over a route or routes participated in by the mode of transportation hav- 
ing the lowest fully distributed costs, to the end that the inherent advantages 
of such mode of transportation shall be preserved and that other provisions of 
the national transportation policy shall be carried out.” 


Mr. Dewey. There is no suggestion in there that, you should protect 
the water carrier under all circumstances. We simply say that you 
should protect him under situations where the fully distributed costs 
are not being met by all carriers. 

Mr. Barron. Thank you, Mr. Dewey. 

Senator Enere. Mr. Dewey, I regret again that your statement 
which is so complete and so detailed has not been given more lengthy 
attention because of the pressures of time. I compliment you on an 
excellent statement. 

Now we had two other witnesses this morning, Mr. A. J. Tordella, 
president of the National Water Carriers Association, 200 Moncure 
Drive, Alexandria, Va. I understand that he is ill, and, without 
objection, his statement will be made a part of the record. 

(The statement of A. J. Tordella is as follows:) 
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STATEMENT OF A. J. TORDELLA, PRESIDENT OF NATIONAL WATER CARRIERS 
ASSOCIATION, INO. 


The decline of the dry-cargo, seagoing barge industry along the Atlantic coast 
has been steady and sad indeed. 

Only 10 or 12 years ago there were at least 10 operators with more than 100 
parges in this trade. Today, for all practical purposes, there are only three 
operators with no more than 10 seagoing barges, and half of these are used 
only in sporadic, special heavy-lift jobs. 

There are, of course, several reasons for this decline, such as the depressed 
foreign rates on ships, the inflexible internal revenue policy on depreciation 
where they insist on over 30 years for depreciation of barge hulls, and, last but 
not least, the selective rate cutting by the railroads where water competition 
exists. We wish to take up the latter in mrore detail. 

The railroads for the past 5 or 6 years have been steadily cutting rates on 
all-rail water competitive movements and at the same time raising their rates on 
shipments to tidewater and raising their handling and trimming charges on 
bulk and general cargo movements at their terminals and piers—a real squeeze 
play. 

About 6 years ago, the Interstate Commerce Commission granted the railroads 
permission to cut their rates on phosphate rock shipments from producing points 
in Florida to Wilmington, N.C., to a point where the rail rates were only 30 
cents a ton above the cost via the water route. The railroads claimed that they 
only wanted their ‘‘fair share” of this business. We argued in vain to the 
Interstate Commerce Commission that a difference in costs of only 30 cents 
would be ruinous and would lead to our losing all the business. From past 
experience, we know that we need a cost advantage of at least a dollar a ton if 
we are to be considered for the business at all 

It must be borne in mind that the rail rates are based on 40- or 50-ton mini- 
mum weights, whereas the barge rates are based on minimums of 3,000 to 5,500 
tons. The costs of inventory and rehandling on 5,000-ton shipments as against 
40 or 50 tons at a time are readily apparent to any unbiased observer. Needless 
to say, the barges carried not 1 single pound of phosphate rock to Wilmington, 
N.C., after the reduced rail rate was approved by the Commission. 

In spite of the above experience, the ICC adopted a rule-of-thumb policy that 
the railroads could reduce their rates down to within 30 cents a ton of the cost 
of shipping via the water route without resulting, in the Commission’s opinion, 
in destructive competition. The result of this policy was that the barges lost 
all their phosphate rock business into Norfolk, Va., and Baltimore, Md., as well 
as other ports. 

Since the adoption of the new transportation policy by Congress in 1958, the 
ICC has further modified its formula to a point where the railroads need now 
only show that their rates are no lower than the charges via the water route 
and cover out-of-pocket costs. This has resulted in further losses by the barges. 
There is absolutely no consideration shown by the Commission to the fact that 
the rail rates are based on 40- or 50-ton minimums, whereas our barge rates are 
based on minimums 100 times higher. 

The Commission policy toward the railroads has actually resulted in cases 
where the railroads charge the same rates on some all-rail water competitive 
movements of say 900 miles or more as they do on movements of only half that 
distance to points on the same line, carrying the same commodity, from the same 
place—but where no water competition exists. Obviously, the all-rail water 
competitive rate is designed to drive out barge competition, and the inland 
point is being gouged to help defray the costs. 

The railroads have been crying about needing more revenue and have been 
granted several ex parte general rate increases in the last several years. As for 
the need for more revenue, we can certainly sympathize with them. However, 
how can they then justify case after case of reductions, some as much as 33 
percent, where water competition exists? 

The coastwise barge industry receives not one penny of Federal money to help 
it keep going, nor does it ask the Government to maintain deep waterways or 
costly water improvements. The coastwise barge business has historically been 
a factor in keeping transportation costs down, due to its inherent nature, and 
during the last three wars it was an important bulwark in the auxiliary trans- 
portation of this country. 
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However, unless Congress acts quickly to clarify the Interstate Commerce Act 
so that the Interstate Commerce Commission is specifically instructed to main- 
tain the inherent advantages of the coastwise barge business, which we believe 
was the intent of Congress, there is no question but that the barge industry will 
disappear from this coast. 

Senator Enete. Mr. Harry C. Ames of the Transportation Build- 
ing, Washington, D.C., who is presumably here all of the time, will 
not be inconvenienced by our failure to hear him this morning. 

I say again it is only my required presence on the floor in connec- 
tion with the calendar that makes it impossible to continue with this 
matter this morning. 

The committee will stand adjourned until 10 o’clock tomorrow 
morning when we will again take up this matter. 

Mr. Ames, would you check with Mr. Barton to see when you can go 
on again. 

The committee stands adjourned. 

(Whereupon, at 12:04 p.m., the committee was adjourned, to be re- 
convened at 10 a.m., Tuesday, March 29, 1960.) 
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DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


TUESDAY, MARCH 29, 1960 


U.S. SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON Mercuant MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10 a.m. in room 5110, New 
Senate Office Building, Hon. EF. L. Bartlett presiding. 

Senator Bartierr. The committee will be in order. 

The first witness this morning will be Captain Ingersoll. 

Mr. Incersoii. Good morning, Senator. 

Senator Barriterr. Good morning, sir. Glad to have you here. 

The committee will be pleased to hear from you. 


STATEMENT OF A. C. INGERSOLL, JR., MEMBER, BOARD OF DIREC- 
TORS, AND CHAIRMAN, SPECIAL LEGISLATIVE COMMITTEE, THE 
AMERICAN WATERWAYS OPERATORS, INC., APPEARING ON 
THEIR BEHALF 


Mr. Incersott. My name is A. C. Ingersoll, Jr. I am appearing 
here today as the representative of the American Waterways Opera- 
tors, Inc. I am a member of the board of directors of the American 
Waterways Operators and chairman of its special legislative commit- 
tee. As such I have been designated to appear before this subcom- 
mittee in the hearings being conducted on the decline of the coastwise 
and intercoastal shipping industry and the relationship of that indus- 
try’s problems to our own. In this connection I appear in support of 
S. 1881, S. 3047, and S. 3048. 

The American Waterways Operators, Inc., is the nationwide shal- 
low-draft water carrier association representing a substantial portion 
of the operators who provide transportation services for over 29,000 
miles of inland navigation channels and in the harbors of the United 
States. The association represents also the builders and repairers of 
barges, towboats, tugboats, and shallow-draft freighting equipment 
as well as waterway terminal operators. 

At this point I would like to invite the Senator’s attention to this 
display model we have prepared to show this committee what inland 
water transportation is all about. 

This is a picture of a Mississippi River-type towboat and 15 barges 
loaded with different commodities transported on the Mississippi 
River. 

Senator Bartietr. Just proceed. 
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The chairman will come down and look at it. 

Mr. Ineersoutu. The last time we came to a hearing we were im- 
pressed that all other types of transportation were graphically dis- 
played, and we felt it would be well if you could see what inland water 
transportation was all about. 

Senator Barrierr. You have done so quite adequately. 

Would you repeat what’ this is [indicating | ? 

Mr. InGersou. This is a Mississippi River towboat pushing 15 dif- 
ferent barges of commodities. This would be a typical scene: a grain 
elevator loading a barge of grain, a general cargo dock handling 
steel, sugar, and other miscellaneous commodities. 

Senator Barrnerr. Now, what speed will this tow make ? 

Mr. Incersoui. This kind of tow will come up the river at about 
4 miles an hour, against the current of the Mississippi, and go down 
the river at about 9 miles an hour. 

Senator Barrierr. And how many horses in the towboats? 

Mr. Incersotu. Typical towboats on the Mississippi, big tows, run 
between 3,000 and 6,000 horsepower. 

Senator Barrierr. I am very pleased you brought that. 

Mr. Barron. What does “F.B.L.” on the model indicate ? 

Mr. Incersoty. That was a slip of the pen by the man who made 
the model, who was cultivating the favor of one of the companies 
on the river. 

Senator Barruerr. Is that about an average load ? 

Mr. Incersoti. That is an average size tow on the Mississippi; 
yes, sir. 

Senator Barriterr. And how many men are required to operate 
the towboat / 

Mr. InGersoty. Such a towboat has a crew of 17 men. On the 
river the crew rotation is square watches of 6 hours on and 6 hours 
off, so that there are only two crews on the boat, but for every day 
they work on the river they get 1 day off with pay, so that there are 
also two crews on leave. it takes four crews to operate one of those 
towboats, one crew on watch, one crew in bed, two crews ashore on 
leave. 

Senator Barrierr. Well, thank you very much for bringing the 
display here. It is very graphic. 

Mr. Incersoiy. I have been employed in the barge transportation 
industry for 23 years as towboat captain, as an executive in opera- 
tions and traffic in three different bargelines, as president of the 
Governmertt-owned Inland Waterways Corporation, and for the last 
6 years as president of its privately owned successor, the Federal 
Barge Lines, Inc. I have served as board chairman of the American 
Waterways, Inc. 

These hearings were scheduled to investigate the decline of coast- 
wise and intercoastal shipping in the United States. As a representa- 
tive of another important segment of the domestic water transporta- 
tion industry, I appreciate this opportunity to present our view of this 
critical matter. [am here to say that the sad plight of the coastal 

‘arriers is only a part of a much larger problem, a problem confront- 
ing the entire domestic water tr ansport: ition industry. 

We are facing a concerted effort on the part of the railroad industry 
to destroy the independent water carriers in this country. As a part 
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of their struggle for survival, which they are waging on many fronts, 
this giant industry has set out to knock out our competition wherever 
it touches them. Their principal weapon in this campaign of de- 
struction is the enormous “leverage” of their $10-billion-a-year pool 
of traffic, a “leverage” exerted by a smooth, practiced—and legal— 
system of acting in concert through the structure of interlocking rate 
bureaus. 

Our group of small inland barge and towing companies has been 
engrossed and preoccupied for a generation with the many problems 
involved in the growth of what amounts to a new form of water 
transportation on the inland rivers and canals of the country. We 
have not paid as much attention as we should have to the problems 
of our older cousins aolng the coast and on the Great Lakes. We 
now tardily rise up in alarm as we see the railroads aiming at us the 
weapons with which they are destroying the coastal carriers. We 
come to you to ask for protection from this attack, the kind of pro- 
tection that the Congress has always given to the “little fellow” in 
this country: protection of our right to exist and earn our living in 
the commerce of the country, secure in the knowledge that our giant 
adversaries will not be permitted to use brute strength to knock us 
out. 

Although this railroad campaign has been gathering momentum 
for several years, it only achieved significant proportions 2 years ago 
in connection with the hearings on the “plight of the railroads,” 
which led to the passage of the Transportation Act of 1958. As to 
the part of that law which concerns us here, the railroad intent is 


well stated in a memorandum prepared by five leading railroad law- 
yers on August 12, 1958: 





In advocating a change in the law, the objective of the railroads has been 
an unqualified right to make rates based on railroad conditions, regardless of 
the effect on competing forms. 


An appraisal of their chances of success in accomplishing this pur- 
pose appears in the same paper: 


While the language of the new section 15a(3) is net as clear and dispositive 
as it might be, there can be no doubt that the Congress intended to bring 
about an important change in the law and to give to each of the regulated forms 
of transportation the right to make rates based on its particular conditions. But 
before the railroads can receive the benefit of this change, the ICC must be 
persuaded to accept and apply it. 


Their campaign to “persuade” the Commission and its staff to 
accept and apply the railroad interpretation of the ratemaking rule 
in the 1958 act received a very strong “assist” from the following 

1 : Y : : 
remarks by an important Member of Congress which were published 
in the Congressional Record of September 2, 1959—pages 16212 and 
16213—and given wide circulation: 


It was our intent that through the act the railroads and other carriers should 
be given greater freedom in adjusting their rates and that the Interstate Com- 
merce Commission was to expedite their consideration. It was thought flexi- 
bility in adjustment of the rates would bring more business and would result 
in rehabilitating and revitalizing this industry. Committees of Congress were 
told that competitive rate adjustments under the supervision of the Interstate 
Commerce Commission would be the most effective way that railroads could 
help themselves. We consider this a fair approach because we felt that this 
legislation would enable all types of carriers to file competitive rate schedules 
and in turn higher rates would be averted. In this way the public would be 
benefited and inflation would be dealt a devastating blow. 
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There can be no question that the railroad ratemakers believe that 
the cumulative effect of these developments has been to give them 
license to make whatever rates they feel are necessary to attract 
business to their own lines, without regard to any restraining con- 
siderations except as to whether the rates are above out-of-pocket 
cost. The water carriers do not believe that this was the intent of 
Congress, but the pattern—or lack of pattern—in the handling of 
rate cases since the passage of the 1958 act gives us great concern as 
to what is in store for us in the future. 

In a succession of rate actions on sugar, a high-value commodity, 
the railroads were permitted to conduct a rate war against the barge- 
lines in the Ohio Valley and depress the rate levels to the detriment 
of all forms of transportation with little if any effect on the price 
of sugar to the consumer (I. & S. 6914, and ICC docket 33256). 

At the same time in a comparable situation a similar rate war be- 
tween trucks and rails on cigarettes, another high-value commodity, 
was nipped in the bud (I. & S. M-11248 and I. & S. 6867). 

A territorial rail reduction on soybeans to divert traffic from the 
Mississippi River was approved in spite of the Commission’s own 
finding that the rates in question produced revenue that averaged 
only 2.7 percent above out-of-pocket cost (I. & S. 7008). 

Even more shocking rate raids are allowed to go into effect without 
formal attention by the Commission, merely by the Commission’s 
failure to exercise its optional right to suspend and investigate a 
“probably unlawful” rate. 

The rail rate on steel from Chicago to Corpus Christi, Tex., was 
reduced $10 a ton. No similar reduction was made to surrounding or 
intermediate territory. The rate was allowed to take effect even with- 
out a hearing (FSA 35442). 

A rail rate was reduced over 50 percent on a special kind of scrap 
iron from Minneapolis to Sterling, Ill. The new low rail rate, far 
below the general basis of scrap iron rates in the territory, 40 percent 
lower than necessary to meet the barge-rail competition, and even 9 
percent below out-of-pocket cost, was allowed to go into effect over 
the protests of competing waterlines and of competing scrap iron con- 
sumers without suspension, hearing, or investigation (suspension 
board case No. 20907). 

As Senator Yarborough so aptly pointed out in the hearings on the 
stewardship of the ICC last May: 

Often when you decide whether to suspend or not to suspend you in effect de- 
cide the case when you shift that burden of proof. 

We doubt whether the Congress intended to foster this kind of cha- 
otic pricing in the transportation industry. We doubt very much 
wiltthas it is good for the railroad industry in the long run, although 
they were the intended beneficiaries of the 1958 act. But whatever the 
speculative future effect on the rail industry of this kind of pricing 
and this kind of regulation, we believe that it spells disaster for the 
water carriers. 

Another and equally devastating aspect of the railroad campaign 
to stifle water transportation appears in their stubborn refusal to 
obey the law and coordinate rail and water transportation in the pub- 
lic interest. Succeeding Congresses over the years have put into the 
law requirements for such coordination which the railroads continue to 
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defy. The railroad attitude is most effectively summed up in the 
cynical statement of a railroad president before a House committee in 
February this year: 

Competing carriers can work with each other up to a point. But sooner or 
later, one or the other is going to find himself working against his own best 
interests in promoting the coordinated service. In other words, that carrier will 
discover he would profit more by going it alone, even though the total coordinated 
service might be more efficient or provide a better service to the customer. 

Those who feel that changing times invite a relaxation of regulation 
need only compare this arrogant statement in 1960 with Commodore 
Vanderbilt’s famed remark of the last century: “The public be 
damned.” 

One of the greatest mysteries of the administration of the Inter- 
state Commerce Act is the perennial apathy of the Commission toward 
the enforcement of the coordination statutes and the lengths to which 
they have gone in facile semantics to avoid enforcing the plain intent 
of the law. Every single time the water carriers have gone to court to 
seek the enforcement of the coordination statutes in the face of Com- 
mission reluctance they have been upheld, but such efforts are fewer 
and fewer. The railroads’ refusal to obey the law, the Commission’s 
sanction of their refusal, the glacial slowness of procedures, all com- 
bine to discourage water efforts to force coordination. In one prece- 
dentmaking case (291 ICC 422) during the 7 years that elapsed before 
efforts to establish joint barge-rail rates to an interior plant were up- 
held by the Supreme Court, the shipper lost interest and moved away. 

By such Fabian tactics the railroads, acting in concert, succeed in 
frustrating the intent of Congress and confining the benefits of cheap 
water transportation to industry on the seacoasts, on the lakeshores, 
and on the banks of the rivers. 

We doubt whether Congress intended to permit this kind of lax en- 
forcement of the statutes. We doubt very much whether it is good for 
the railroad industry in the long run, although in each case they seem 
themselves fighting a rear-guard action to hold some piece of traffic 
a little longer on the rails. Whatever the speculative justification for 
rail resistance to coordination, we know it results in uneconomic and 
artificial diversion of traffic away from water routes. 

A third and more recent aspect of the railroad campaign to elimi- 
nate independent water competition is their campaign to buy control 
of water carriers. They are seeking in the promotion of the legisla- 
tion in S. 1355 to liberalize the restrictions against their entry into this 
field. The testimony quoted above, where a railroad president asserted 
he could hardly be expected to coordinate his rail service with water 
service because of the self-interest of the railroad, was offered in justi- 
fication of the proposition that railroads should be permitted to own 
waterlines. In other words, the public should have the benefit of 
coordinated service only if all the profit goes to the railroad. 

Even now, while their industry is petitioning Congress for freer 
rein in entering other fields of transport, two of the principal railroads 
in the country are applying to the Commission for permission to ac- 
quire one of the principal common carrier bargelines on the Missis- 
sippi River, a bargeline with which they compete on every mile of its 
route. The independent bargelines, batling to prevent the introduction 
of this Trojan horse into our industry, hope that the Commission will 
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heed the admonition of the Congress in passing the Panama Canal 
Act, that— 

the proper function of a railroad corporation is to operate trains on its tracks, 
not to occupy the waters with ships in mock competition with itself, which in 
reality operate to the extinction of all genuine competition. 

Facing this nationwide attack by the railroads the water transporta- 
tion industry has its back to the wall. You have heard the testimony 
of the blue-water operators in domestic trade, how their ships have 
been swept from the reas by the ruthless and unrestrained predatory 
tactics of the railroads, how the number of ships in regulated com- 
merce has been whittled down from 123 in 1939 to 10 today—10 ships 
whose continued operation in domestic trade is entirely dependent on 
how railroad ratemaking is regulated. 

You have heard how a proposal to build container ships for coast- 
wise service was turned down by the Maritime Administrator on the 
grounds that— 
competition in the form of selective rate cutting by railroads aggressively seek- 
ing to hold and protect traffic, and to gain additional traffic, creates risks suf- 
ficient to raise serious questions as to the economic feasibility of the proposed 
operation. 

You have heard how the common carrier fleet on the Great Lakes 
has been whittled away from 40 ships in 1940 to 6 ships today. 

The newer and younger barge and towing industry reads the hand- 
writing on the wall. We know that the tactics by which the coast wise 
lines are being destroyed can be used against us, and we believe they 
will be unless the C ongress takes steps to outlaw such methods. 

Our industry is relativ ely new, but already has developed a wide 
variety of transportation service. Our function is to provide water 
transport on the rivers and canals and along the coasts in channels 
and harbors too shallow for ships. We move oil and coal, iron and 
steel, sand and gravel, grain and sugar, sulfur and phosphate, molten 
sulfur and refrigerated propane, aluminum and magnesium, wine and 
rubber, lampblac k and oyster shells, and a host of other commodities, 
to and from ports, in 38 of the 50 States. We are in business because 
of our ability and willingness to provide transportation cheaper than 
other means that are available. 

We compete with each other and with other forms of transportation. 
As to competition we approve of the statement of Mr. Freas in speak- 
ing for the Commission before the Senate committee last May that 
the Commission— 
understands that competition is to be encouraged by allowing each form of trans- 
portation, subject to the act, full opportunity to make rates reflecting the in- 
herent advantage each has to offer, but that in doing that, it is to prevent unfair 
or destructive competitive practices. 

We want to continue to enjoy such an opportunity to make rates 
reflecting our inherent advantages, but at the same time we want to 
be assured of the prevention of “unfair or destructive competitive 
practices.” 

We also want the opportunity to extend the benefits of our service 
into the interior of the country, an opportunity we have largely been 
denied up to now by the refusal of the railroads to coordinate their 
service with water service. 
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The public interest in this matter is overwhelming. In the myriad 
of situations all across the country where some commodity is being 
moved cheaply by water for some shipper, each such small bit of cheap 
transportation plays its small part in the intricate mosaic of efficient 

roduction and distribution which is the envy of the world. When 
you add to the water transportation itself the competitive effect on rail 
transport, even in movements where water competition is not present, 
it can be seen that water transport of heavy material is an indispens- 
able cornerstone of our industrial structure. 

The understanding and appreciation of this basic fact by the 
public and by the Congress is best evidenced by the great and growing 
attention given to the improvement for navigation of our natural 
rivers and harbors. Since this development program has reached sig- 
nificant proportions during the last 40 years and the barge and towing 
industry has come into being to translate this nationwide water re- 
source development into cheap transportation, industry throughout the 
country has moved to the water’s edge with untold billions of dollars 
of plant construction, 

None of these benefits would have come without a water transport 
industry, and future benefits will be assured by the continued main- 
tenance of a healthy, vigorous, and independent water transport 
industry. The bitter opposition of the railroad industry to the de- 
velopment of the water transport industry is understandable, al- 
though perhaps shortsighted. In time we believe the railroads will 
learn to live with water transport and help develop a transportation 
network where each transportation task tends to be performed by the 
mode who can do it best. Meanwhile, so long as the railroads have 
the capability and the desire, by acting in concert, to use their enor- 
mous combined “leverage” to destroy the water carriers, the Congress 
must be vigilant to see that the public interest in a strong water trans- 
port industry is not denied. 

When the Congress last dealt with the subject of the regulation 
of competitive ratemaking in 1958, it relied heavily on the rationale 
of a 1945 Commission decision (New Automobiles in Interstate Com- 
merce, No. 28190, 259 ICC 475, 534, Feb. 6, 1945) : 

What constitutes a minimum reasonable rate is a matter to be determined in 
the light of the facts of record in each individual case, avoiding arbitrary 
action and keeping within statutory and constitutional limitations, just as in 
the case of maximum reasonable rates. Whether a rate is below a reasonable 
minimum depends on whether it yields a proper return; whether the carrier 
would be better off from a net revenue standpoint with it than without it; 
whether it represents competition that is unduly destructive to a reasonable 


rate structure and the carriers; and whether it otherwise conforms to the na- 


tional transportation policy and the rules of ratemaking declared in the act of 
1940. 


There can be no doubt that Congress approved this decision and 
meant to hold up this definition of a “minimum reasonable rate” as 


astandard. In his testimony last May Commissioner Freas asserted 
that the Commission was being so guided. 


The Commission very definitely now, from the legislation itself and from the 
legislative history, understands that it is admonished to be consistent in fol- 
lowing the policy enunciated in the Automobile case, and thus to assure reason- 
able freedom in making of competitive rates. It understands that competition 
is to be encouraged by allowing each form of transportation, subject to the act, 
full opportunity to make rates reflecting the inherent advantages each has to 
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offer, but that in doing that, it is to prevent unfair or destructive competitive 
practices, 

In all of this background runs a common theme: In the regulation 
of competition between different modes of transportation unfair and 
destructive competitive practices should be prevented. There is 
universal agreement with this proposition but a striking lack of defi- 
nition. And it is in this lack of definition, or in the propensity of 
different people to interpret the phrase in different ways, according 
to whose ox is being gored, that is at the bottom of the confusion be- 
fore us, and is responsible for the trouble and alarm in the water 
transport industry. 

What are unfair and destructive competitive practices ? 

A current proposed answer to this question is in recommendation 
No. 14 in the recent Department of Commerce report which would— 
define “unfair and destructive competitive practices” to include only rates 
below the longrun marginal costs of the carrier making the rates. 

The water carriers immediately reject this definition and cite as 
the best authority on this age-old fallacy former Commissioner 
Eastman (194 ICC 31,45) : 

The theory on which the railroads drove out water competition by those low 
rates was a simple but, as I see it, dangerous theory. They argued that their 
trains would run anyway, that the added expense of taking on more traffic would 
be comparatively little, and that, if they could get water-competitive traffic at 
some margin over this added or out-of-pocket expense, it would help them just 
that much. The danger in this theory is twofold. In the first place, the rail- 
roads have always had very imperfect knowledge of this added expense, and 
in the old days it was more of a theory than anything else. They went out 
frankly to cut the throats of their water competitors and made the rates what- 
ever was necessary for this purpose. In the second place, the theory places the 
chief burden of sustaining the profits and credit of the railroads upon the non- 
competitive traffic, and this burden is likely to increase progressively. Com- 
merce and industry tend to center at the favored competitive points, and their 
traffic tends to increase while that at the normal rate points tends to decrease. 
Gradually the traffic moving on the low rates ceases to be mere added traffic 
and the out-of-pocket expense swells in volume. So does the burden upon the 
noncompetitive traffic. 

We believe that the ability to engage in the kind of ratemaking 
Commissioner Eastman condemns stems, not from inherent advan- 
tage, but from plain brute strength of greater financial resources and 
the ability to practice geographic discrimination. We believe that 
the winning of a rate dispute by the assertion of such brute strength 
is destructive competition. 

This is a very complicated technical question in the philosophy of 
Government as exercised in the regulation of competitive rates. An 
answer will be consistent with the American concept of free enter- 
prise is not easy to put together. Perhaps the bast answer yet phrased 
was expressed by the then Chairman of the ICC, Commissioner F reas, 
in his testimony before the Senate committee, March 28, 1958: 

It is the Commission’s endeavor so to perform its ratemaking functions as to 
protect the public interest in conformity with the policy laid down by the Con- 
gress. In so doing we try to accord to each mode of transportation every ad- 
vantage to which the characteristics of its operation entitle it. We undertake 
to construct rates so as to encourage the flow of traffic via the most economical 
form of transportation. 


The most economical form of transportation is that form which, if rates 
reflected costs, would tend to be favored by shippers. For the purpose of ascer- 
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taining the most economical form of carriage, full costs should be the test. It 
is full costs that must be returned to the carriers if the transportation indus- 
try is to be kept healthy and vigorous. 

In this way, the public receives the full benefit of any advantages that attend 
the different modes of transportation, and the different modes are treated fairly 
and equally. Advantages need not necessarily be inherent. If a carrier or mode 
of carriage by reason of good management is able to operate at a lower cost 
than one less efficiently managed, the former should have the advantage flowing 
from that greater efficiency. 


Since transportation costs are of two kinds, viz, direct and indirect, it is 
often to a carrier’s advantage to haul goods at less than full costs but above 
direct or out-of-pocket costs, rather than to forgo the traffic. In order to permit 
a reasonable play of competition, carriers whose full costs are higher than 
those of the most economical form should, within reasonable limits, be per- 
mitted to meet the rates of the low-cost carrier. They should not be permitted 
to go below those of the latter. 

Ratemaking which is inconsistent with this doctrine should be in- 
cluded in the definition of unfair and destructive competition. 

Another form of ratemaking is a favorite with the railroads in 
seeking to knock out water competition: selective rate cutting at pin- 

oint locations to beat the water rate, while maintaining rates on a 
Sishae basis elsewhere where competition does not exist. 

A definition of unfair and destructive competitive practices should 
include the establishment of a rate which is more attractive than the 
competitive rate of another mode while maintaining rates on a higher 
basis on the same general commodity group within the same general 
territory. 

Now in this area the water carriers have done a great deal of study 
in the past year and a half and have enlisted the services of the best 
brains of law that are experts in water transportation and of highly 
competent counsel in the antitrust business and from this study have 
evolved a proposal which was put into the record by Mr. Taylor and 
Mr. Dewey, yesterday, testifying for the common carrier bargelines 
and for the Pacific American Sommnebie Association. 

The proposal, which is described in a report urging a limitation on 
geographic discrimination in the competitive pricing of transporta- 
tion, would suggest an amendment to section 3 of part 1 and part 3 
comparably, that when any carrier, subject to this part, maintains 
rates, charges, or practices in competition with another mode of trans- 
portation which cause, make, or give any discrimination, preference 
or advantage which would be undue or unreasonable in the absence of 
such competition, such discrimination, preference, or advantage should 
be unlawful where the effect thereof may be substantially to lessen 
competition or tend to create a monopoly in any line of commerce or 
to injure, destroy, or prevent competition with said carrier. 

In comparing rates, due consideration shall be given to all factors 
affecting the relative desirability of the service offered. No discrim- 
ination in rates shall be held to be unlawful which makes only due 
allowances for the differences in the cost of providing transportation, 
service, or facilities or which is made to establish uniform or group 
rates reasonably calculated to preserve competition between shippers 
similarly situated. 

Our association endorses this proposal as well. 

Another form of unfair and destructive competition is the manipula- 
tion of rates in a situation where an all-rail route competes with an 
actual or potential water-rail combination route, and where the all- 
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rail route is favored by the maintenance of rates on a lower basis than 
are maintained on the rail leg of a combination route, and where the 
all-rail route is favored by the maintenance of rates on a lower basis 
than are maintained on the rail leg of a combination route. 

Although there are statutes on the books, supported by court deci- 
sions, which are intended to prevent such discriminatory ratemaking, 
experience has shown how effectively these laws can be frustrated by 
delay. The problem suggests no easy cure, but the water carriers will 
submit legislation designed toward that end. 

A more precise definition and outlawing of “unfair and destructive 
competitive practices” would go far toward ending the controversy, 
uncertainty, and confusion surrounding the regulation of competitive 
ratemaking. In the meantime, in the Suspension Board of the Com- 
mission, where rate controversies between carriers are first dealt with 
and where failure to suspend has the practical effect of deciding the 
case, procedures might well get some attention. By legislation or by 
administrative action within the Commission the Suspension Board 
should be required to suspend and investigate any rate where a pro- 
testant makes a prima facie case of probable unlawfulness. The Com- 
mission ought further, on its own motion in an ex parte proceeding, 
to establish such specifications as may be found feasible for the guid- 
ance of publishing carriers, protestants, the Suspension Board, and the 
Appellate Division as to how such a prima facie case should be made, 
Such a rationalization of the suspension procedure would produce a 
variety of benefits, including less irrational rate publications, less 
irresponsible protests, more consistent decisions by the Suspension 
Board, and less appeals to the Division. 

We suggest a further improvement in the Commission’s makeup for 
better regulation of ratemaking. With due deference to the un- 
usually high caliber of the men who serve on this body—which was 
accurately described by the chairman of the House Commerce Com- 
mittee as the most responsible, ethical, and effective of all of the 
quasi-judicial independent agencies—we suggest that Commission 
decisions would be strengthened if there were on the Commission 
and therefore participating in the discussion of cases knowledge- 
able experts, each one thoroughly acquainted with one form of trans- 
portation. One such Commissioner, expert in each form of transport, 
would assure that no Commission decision would be imperfect as a 
result of a misconception of the facts and issues. 

My appreciation here would not be complete if I did not comment 
on three bills now before you, introduced in behalf of the coastwise 
carriers. 

S. 1881 would amend the fourth section to require a hearing on 
protest of a water carrier before relief could be granted, and would 
enact into law the Commission’s decision in 7'ranscontinental cases 
of 1922, to the extent that fourth section relief could not be granted 
to meet water competition unless the proposed rate assured a reasonable 
differential to the competing water carrier. 

S. 3047 would make suspension and investigation mandatory in any 
case where a water carrier protested and could show that a proposed 
rail rate would narrow the differential between all-rail and rates by 
water or rail-water. 

S. 3048 would require differentials sufficient to insure water car- 
riers’ participation in competitive traffic. 
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All three of these proposals are intended to provide relief to the 
coastwise water carriers. Whether they would achieve that result, 
or whether they are “too little and too late” I do not know. The 
shallow-draft barge and towing vessel industry endorses these bills in 
the hope that they may help to preserve to the public another im- 
portant segment of the domestic water transport industry. 

Thank you. 

Senator Bartterr. Thank you, Captain Ingersoll. 

Do you have any questions, Mr. Barton ? 

Mr. Barron. Yes, Senator. 

Captain Ingersoll, I have asked this question of other witnesses and 
I would like to ask it of you. 

What do you think public policy should be where a rate that 
covers fully distributed costs, including a profit, is made by the rail- 
roads and that rate leaves the water carriers unable to compete 
because of their higher costs ? 

Mr. Incersouu. I think that this consideration should be the prin- 
cipal consideration in the eyes of the Commission in passing on the 
legality of the rate. I do not think that that consideration alone 
should constitute establishment of lawfulness of a rate. I think that 
considerations of discrimination are highly important in consideration 
of such a question. 

Mr. Barron. Well, let’s see if I understand you. 

Are you saying that where the railroad proposes to put in a rate 
that covers all its costs, including a profit, and the public should be 
denied that rate because the water carriers are not in a position cost- 
wise, to compete ? 

Mr. Incersoiu. I think that if such a rate were established which 
would have the purpose and effect of destroying water competition 
and that rate would not have been established except for the purpose 
of destroying water competition, that then other considerations must 
be taken into account besides whether or not it meets fully distributed 
costs. 

For example, if there is an adjustment on a commodity over a terri- 
tory on a basis, let us say, of 50 percent above fully distributed costs, 
and a selective rate is established at exactly 100 percent of fully 
distributed costs, which has the effect of destroying water competition 
at one point, I would consider that that rate was highly suspect. 

Mr. Barron. I understand. 

On page 15 of your statement, Captain Ingersoll, you quote Com- 
missioner Freas at some length. At the end of the quotation there 
you will note the words “be permitted to meet the rates of the low- 
cost carrier.” 

What do those words mean to you ? 

Mr. Incersoti. Those words mean to me a less economic form of 
transportation in such a situation should be permitted to make a rate 
that is as attractive as the rate of the more economic form of trans- 
portation but no more so. 

Mr. Barron. In other words, if the water carriers have a 90-cent 
rate as the low-cost carrier, you would let the competing railroads 
reduce their rates to 90 cents? Would that be under this definition 
meeting the rates of the low-cost carrier ¢ 
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Mr. Iyeersouu. In almost every case such a ratemaking by the rail- 
road would be more attractive than the water rate, and I would con- 
sider that that would be forbidden by Mr. Freas’ proposal. 

Mr. Barron. In other words, you would have a built-in differential 
in favor of the water transportation because it is less attractive to 
the shippers ? 

Mr. Incersouy. I think that you say it this way : 

The different value of the water transportation versus rail trans- 
portation to the shipper varies on each commodity and in each cir- 
cumstance. The difference between the actual dollar rate for water 
transportation and the actual dollar rate for rail transportation, what 
is commonly known as the difference in the value of service will vary 
in every case. 

Mr. Barron. Generally, what sort of differential does it take to 
attract traffic to the water carrier in competition with the railroads? 

Mr. INcrerso.tu. There is no simple answer to that. There is traffic 
that moves on the river where the total of all of the factors that go 
into the water route is only 5 cents a ton less than the rail rate. In 
that particular traffic at that particular place, 5 cents a ton differential 
is all it takes to make the water route attractive. 

I know of other items of traffic where $10 a ton less than the rail rate 
is not enough to attract the traffic to water in preference to the faster 
and more dependable rail service. Every different situation produces 
a different answer to that question. 

Mr. Barton. Are there any instances where equal rates on the part 
of the water carrier as compared to the railroad rates allows the water 
carrier to handle the traffic ? 

Mr. Incersowu. I have only known of one such case and this was a 
case where the bee used water transportation as floating storage 
to absorb the inequalities in production and consumption, and when he 
couldn’t use rail transportation immediately at the destination end, he 
shipped by water to get free storage and later delivery. 

Mr. Barron. Wouldn’t that violate Mr. Freas’ concept that we 
talked about a moment ago of meeting the rates of the low-cost carrier? 

Mr. Incersout. Well, I think that you have to apply this principle 
which Mr. Freas has stated more effectively than it has been stated 
anywhere else. You have to apply that principle to the facts in each 
case, and it has to be argued as to the facts in each case what constitutes 
the low-cost form of transportation. 

In the case that I just cited, the form of transportation that meets 
Mr. Freas’ specification is rail transportation because that is the form 
of transportation that gets the business, except when they can’t accept 
delivery and when they also want to buy some free storage in transit. 

Mr. Barton. Just one more question, Captain Ingersoll. 

You mentioned and made some suggestions on the suspension pro- 
cedure of the Commission. Do you have any further comments to 
make in regard to the present suspension procedure, about its certainty 
or uncertainty ? 

Mr. Incersotu. No, I think that all of the thoughts that I have had 
on the subject are condensed into the points that I have made here; 
two points: 

No. 1, suspension should be mandatory when the protestant makes 
a prima facie case that the rate is probably unlawful and to make that 
condition a little less vague, the condition ought, through an ex parte 
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proceeding, to seek to define that as much as it is feasible to define it 
within the framework of the statutes. 

Mr. Barron. I gather that you want more definitive ground rules 
than now exist ? 

Mr. INcersouu. Yes, sir. I am convinced that the carriers, both rail 
and water, would gain by their ratemaking being more rational if 
they could test their ratemaking in advance against a stamdard by 
which protests are to be considered. 

Mr. Barron. How about the motor carriers? 

Mr. Incersotx. I am not as familiar with their ratemaking as I am 
with rail and water, so I can’t say. 

Mr. Barton. Thank you, sir. 

Senator Bartierr. The transportation by the shallow-draft water 
carirers represented by you, Captain Ingersoll, are regulated by the 
ICC? 

Mr. INcersoti. Water transportation is regulated except as to the 
transportation of liquid commodities in special tank barges or the 
transportation of not more than three bulk commodities. In the 
Mississippi Valley, where my company operates, about somewhere 
between 35 and 40 percent of the barge transportation is performed 
by the regulated common carriers. For my own company, for ex- 
ample, about 70 percent of our transportation is bulk transportation. 
It is susceptible by its physical nature to being handled outside the 
jurisdiction of the Commission, but our operating convenience and 
preference is to handle all of our traffic as common carrier regulated 
traffic. Wedonoseek to segregate our totals. 

Senator Barrierr. If you did, there would be no regulation at all 
with respect to those commodities ¢ 

Mr. INcrrsoutu. Yes, sir; that is correct. 

Senator Barriterr. And why do you prefer to have regulation ? 

Mr. Incrrsoutu. It has been the experience of the common carriers 
in the Mississippi Valley, who are also, most of them, the oldest car- 
riers, they are usually common carriers because when the Trans- 
portation Act of 1940 was passed, they were already in business, en- 
gaged in the transportation of various types of traflic, it has been their 
experience that the stability in rates that results from regulation is 
in their interest, and the relationships with the customers are better, 
and the way we operate our business is on a more satisfactory, stable 
basis than to try to operate outside the jurisdiction of the Commission. 

Senator Barrierr. Is the practice which is followed by your com- 
pany, in respect to submitting to regulation even where it is not 
required, that of other companies on the Mississippi too ? 

Mr. Incersotu. The practice is in no sense uniform. Some of the 
little companies and some of the big companies operate a dual 
operation, one regulated common carrier operation and one exempt 
contract operation. 


Senator Bartiterr. What was the situation prior to 1940 in respect 
to regulation ? 


Mr. Incersotu. There was no regulation of any form of water 
transportation then. 

Senator Bartrierr. By and large, as a generality, did the bargelines 
do better or worse then, without regulation ? 

Mr. INcerso_t. Would you state your question again ? 
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Senator Barrierr. As a generality, could you inform the com- 
mittee if the bargelines on the Mississippi, for example, were more 
prosperous before regulation than afterward? I understand that this 
wouldn’t be the only test that could be applied. 

Mr. Incersoti. For our own company, the Federal Barge Line, it 
was in the Government and lost money heavily until it became a 
private enterprise 7 years ago. 

As to the experience of the other carriers, I haven’t any comparative 
information todraw from. 

Senator Barrierr. Inherently, what is your opinion as to the car- 
rier which can supply cheaper transportation along parallel routes, 
the railroad or the water carrier? 

Mr. Incersouu. Well, it is our complete conviction that, mile for 
mile, water transportation is inherently much cheaper than any form 
of land transportation except pipelines. Our advantage is only offset 
by the cireuity of the water lines and by such special extra costs as 
the loading and unloading of barges wherever that is more expensive 
than the loading and unloading of railroad cars. 

Senator Bartterr. Captain, you mentioned during the presentation 
of your statement a situation which arose on account of freight rate 
reductions on sugar. 

What was the sequel of that? Is sugar now being carried chiefly 
by barge? 

Mr. Incrrsoty. The rates are now lower. 

Senator Bartrierr. Which rates are lower ? 

Mr. Incrersotu. Both rail rates and barge rates are lower than they 
were. The price of sugar is the same. The railroads and the barge- 
lines are getting less revenue. 

Senator Bartietr. And that is because in your judgment the rail- 
roads instituted these rate reductions ? 

Mr. Incersoiu. Yes, sir. 

Senator Barriterr. Now, do you have like experiences with the 
trucking industry ? 

Mr. Ineersoiu. There is very very little competition between the 
trucking industry and the barge industry. The only effect of truck 
competition that I have ever felt has been illegal transportation of 
sugar on a buy-sell basis, which it is my understanding is gradually 
being stamped out by the Commission. 

Senator Barrierr. On page 5 of your statement these words are 
to be found, and I quote: 

Even more shocking rate raids are allowed to go into effect without formal 
attention by the Commission, merely by the Commission’s failure to exercise its 
optional right to suspend and investigate a “probably unlawful” rate. 

Captain, do you believe that that is because the ICC is railroad- 
oriented or because it is bound to so act by virtue of existing law? 

Mr. Incersouy.. To the extent that the results of their actions are 
subject to our criticism, I would attribute that result to two things: 
One is the great volume of cases which they have to deal with; their 
foot is bound to slip from time to time, and the other is the lack of 
clear standards as to how the suspension function should be carried 
out. I do not believe that the Commission is railroad-oriented. 


Senator Barrierr. Later on, you stated that every time the water 


carriers have gone to court to bring about enforcement of the co- 
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ordination statutes, they have been upheld, but then you went on to 
add that efforts in that direction are becoming fewer and fewer, and 
then you cite several reasons why they are becoming fewer and fewer, 
and one of them which you state is the railroads’ refusal to obey the 
law. 

Do you mean to say that the railroads refuse to obey the law even 
after it has been expressed by the courts ¢ 

Mr. Incersouu. By these words, I mean that the railroads will con- 
sistently, by every device, seek to avoid accepting the admonition in 
the coordination statutes. When we go to the railroads and say, 
“Move traffic that moves part way by barge and part way by rail 
without discrimination,” they say, “No, we won’t.’ We go to the 
Commission and ask them to force them, and the Commission has 
too often found reasons why the statute didn’t apply by technicality. 
We go to the courts, and the courts uphold us, and then there are 
more delays in the interpretation of the technicalities, back on down 
the line. We began in 1937, 23 years ago, to try to break down the 
refusal of the railroads to move grain away from the river for the 
same charges as if it came to that river port by rail. They refused 
to take the grain away from the river port that came by barges. 
That prince iple, in varying forms, has been to the Supreme Court three 
times. We still haven't got the thing applied all over the Mississippi 
Valley. There still are ‘only two ports of the hundred ports in the 
Mississippi Valley where grain can move away from the port by rail 
for the same charges as if it came to the same port by rail. 

Senator Barrierr. You suggest here that the water carriers are 
worn out by the dilatory tactics of the railroads and their delaying 
actions 

Mr. Incrrsoti. A lot of the water carriers lose patience, but the 
whole water carrier industry can’t match the railroads’ ability to pay 
legal fees and go along with the delaving tactics that are involved. 

The case I cite here of 7 years of litigation to force a joint barge- 
rail rate to an interior point, the total amount of traffic involved if 
the water carriers had enjoyed that traflic for 20 years wouldn’t have 
paid the cost of litigation that established the point. The water 
carrier industry generally is not able to match dollars with the rail- 
road industry in this kind of litigation. If we could, we would have 
50 cases going on all over the country. 

Senator Barrterr. Now, you referred to the railroad campaign 
to do away with independent water competition by buying control 
of the water carriers. 

Do you believe if such control were shifted from present owner- 
ship to the railroads that this would be bad for the public, would 
be bad from the standpoint of public policy ¢ 

Mr. Incersouu, I believe that it would mark the end of independent 
for-hire water transportation in our territory at least, the Mississippi 
Valley. 

Senator Barrierr. Would it present a situation wher ‘eby lower 
rates could be instituted by the then-owning railroads? 

Mr. InGersoit. They could be, yes, sir, but no more possible than 
it is now. 

Senator Bartierr. Do you believe it would be? 

Mr. Incersoiu. No, sir. 
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Senator Bartierr. How do the wages paid by the water carriers 
compare, generally speaking, with those paid by the railroads? 

Mr. Ineersotu. In connection with protracted negotiations last 
summer on the part of the four major bargelines on the Mississippi, 
we made a superficial study for our own purposes and discovered, 
somewhat to our astonishment, that within the preceding 5 years, the 
average pay per effective hour, or some such common denominator, 
of the bargeline employees had passed the average pay per effective 
hour of railroad employees. Historically, they had been substanti- 
ally lower, but they had been rising about twice as fast since World 
War II as rafi wage rates had risen, and sometime during the last 3 
or 4 years had passed the average for railroads. It is a little bit 
higher now, as near as we can determine. 

Senator Barrierr. You may not have an answer to this question, 
but I am going to ask it anyway. Does it take fewer or more men 
to move a ton of freight on the railroad than on the Mississippi 
River ? 

Mr. Incersouu. It takes fewer. We made a statistical study on 
that. I don’t have the figures with me. 

Senator Bartierr. It takes fewer for the river? 

Mr. Incersouu. Yes, sir. 

Senator Barrierr. You said that your industry is relatively new, 
Captain Ingersoll. How new? 

Mr. Incersoitu. Well, the Federal Barge Line is successor to the 
Inland Waterways System, which was a Federal system begun at the 
end of World War I for the specific purpose of reviving water 
transportation on the rivers. Prior to that time, the only water trans- 
portation of any consequence on the Mississippi River system was the 
movement of coal in the Pittsburgh area. All of the packet boat 
transportation had disappeared, and barge transportation for long 
distances hadn’t come into being. There were short movements here 
and there of no consequence. 

Senator Bartierr. There never had been ? 

Mr. Incerso.tu. The only water transportation of any consequence 
was back in the last century, the packet boats, which had gradually 
died away, and by the time of World War I were gone. 

Senator Barrterr. Are any of those packet boats left on the Mis- 
sissippi River? 

Mr. Ineersouu. There is no packet boat that moves freight for hire. 
The only two or three boats left that look like packet boats are 
curiosities which conduct daytime excursions. 

Senator Bartterr. Tourist boats? 

Mr. IncErsoiu. Yes, sir. 

Senator Barrierr. You said that the railroads refused to coordinate 
their service with water service. What form does that refusal take? 
Do they just categorically say “No” ? 

Mr. Incersotu. Well, for example, barge companies, individually 
or jointly, have been for the last 10 years applying from time to 
time for the establishment of joint rates on pipe from pipe-producing 
centers in Pittsburgh and Chicago into the Southwest to move by 
river down the Ohio or down the Illinois to river points at Memphis 
and Vicksburg and New Orleans and Houston, and thence by rail 
into the interior. These requests, whether made by individual barge- 
lines or by the bargelines rate bureau, are referred to the appropriate 
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rail rate bureaus, who then acknowledge receipt and say: “The mat- 
ter is under study or being given consideration.” And that is the end 
of it. This isthe standard procedure. 

Senator Bartierr. You recommended, among many other things, 
that it might be well if there were to be placed on the [CC experts in 
each form of transportation, and I assume you meant, well, I believe 
you stated that you meant Commissioners who are specialists. 

“ Mr. Incersoui. Yes, sir. 

Senator Barriterr. Would there be a possible danger in that con- 
nection, Captain Ingersoll, that a specialized Commissioner might 
be prepared to too great an extent to argue the merits of the branch 
of transport with which he had a close familiarity ? 

Mr. Incersotu. Well, I think that would be good. I think that one 
man arguing for the railroad point of view or one man arguing for the 
water point of view to try to convince 10 others would make sure that 
those 10 had a clear understanding of the issues and the merits of the 
case than where, on balance, all 11 now only know about what is sent 
up tothem from the record of the case. 

Senator Barrierr. You believe that would constitute an improve- 
ment ¢ 

Mr. Incersouw. I think it it would be an improvement. 

Senator Bartrierr. Thank you very much, Captain, for having 
given the committee so much information and for having brought that 
exhibit. 


(The following letter was subsequently received by the committee. ) 


FEDERAL BARGE LINES, 


St. Louis, Mo., April 7, 1960. 
Mr. Frank L. Barton, 


Transportation Counsel, Senate Committee on Interstate Commerce, 
Washington, D.C. 


DEAR FRANK: This is to repeat my appreciation for the wonderful opportunity 
you and Senator Bartlett gave me on March 29 to set forth the current views of 
the water carriers in the continuing controversy on minimum-rate regulation. 
In addition to the opportunity to present in my prepared statement analysis 
of all aspects of this problem, I appreciated the thoughtful and penetrating 
qeustions both you and the Senator addressed to me at the conclusion of my 
testimony. I am looking forward with great interest to reviewing a transcript 
of the record to see how successful I was in presenting clearly the water carrier 
point of view. 

I remember particularly one of the questions that I. believe I handled badly. 
You asked: ““‘What do you think of a rail rate which is reduced to a level that 
puts the competing water carrier out of business, but the level of the rail rate 
is still above fully distributed costs?” As I remember it, I tried to answer this 
question by saying that “the fact that the reduced rail rate is above fully 
distributed costs should be given the principal but not the only consideration, 
and that if the general basis of rates on that commodity in that territory was 
substantially higher than the particular reduced rate, and that reduced rate 
put a water carrier out of business, I would consider the lawfulness of the rate 
highly suspect.” 

In thinking back over this question and answer, I am satisfied that what I 
said was consistent with our position and reflected what we believe to be good 
public policy, but the answer was badly phrased. If I could answer the question 
again, I would phrase my answer as follows: 

“If a rail rate is reduced to meet water competition to a level which would 
make the rate unlawful in the absence of competition, then the rate should not 
be justified as lawful on the basis of its being necessary to meet competition 
if it more than meets the competition. In this sense, whether the rate is above 
or below fully distributed costs should not be controlling. On the other hand, 
if a rail rate is reduced to meet water competition to a level which would not 
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be unlawful in the absence of competition, and the effect of the reduction ig 
to put water competition out of business, then I think that the water carrier 
should have a heavy burden of proof that the preservation of his service is of 
overriding importance to the community.” 
Looking forward to seeing you in Washington from time to time, I remain, 
Respectfully yours, 
A. C. INGERSOLL, Jr. 


Senator Bartiterr. Mr. Ames, the committee will be happy to hear 
you. 


STATEMENT OF HARRY C. AMES, ATTORNEY AT LAW, WASHING. 
TON, D.C., APPEARING FOR MISSISSIPPI VALLEY BARGE LINE 
CO. IN PARTICULAR, AND FOR THE INLAND WATERWAYS COM. 
MON CARRIER ASSOCIATION, IN GENERAL 


Mr. Ames. My name is Harry C. Ames. I am an attorney at law 
with offices in Washington, D.C. 

April 1, 1960, will ‘mark the 40th year of my experience either in 
interpreting and applying the various acts as an employee of the 
Commission, or in litigation before it as a practitioner. 

For the most part, my employment in the Commission was as a 
senior attorney in the oflices of Commissioner Hall and C ommissioner 
Porter in which capacity I wrote reports and decisions in cases on 
their personal dockets, and advised with them as to the disposition of 
other cases. 

Since leaving the Commission in December 1929, my practice has 
been confined to commerce work. I have represented the Mississippi 
Valley Barge Line Co. since its inception, as well as numerous water 
carriers in the inland and other trades. I have also acted as commerce 
counsel for about 20 years for the United States Freight Co., a hold- 
ing company for several large freight forwarders. 

I appear today specially for the Mississippi Valley Barge Line Co,, 
and generally for the water carriers, including Valley, who constitute 
the membership of the Inland Waterways Common Carrier Associa- 
tion, for whom Mr. Taylor has already spoken. 

So long as there is competition between rail routes and water routes, 
it stands to reason that the railroads, being in a much stronger posi- 
tion economically, will endeavor to make rates which will attract to 
them traffic now moving by water carriers. This competitive pressure 
is very keen at all times. It reaches a crescendo when the railroads are 
in a period of declining traffic such as we experienced 1 in the 1958 re- 

cession. It was in the latter atmosphere that Transportation Act, 
1958, was enacted. 

Considering the extent and intensity under which this competitive 
struggle is waged, it is obvious that one of the most important ad- 
ministrative functions in which the water carrier is interested is in the 
matter of suspension of proposed reduced rail rates. If we, the water 
carriers, protest these reductions and the Board of Suspension or 
Division 2 declines to suspend, the rates become effective. In such 
circumstance we are left to our remedy through formal complaint, a 
process which is not only unwieldy and time consuming but which 
sets up an almost impossible chance of success when one carrier is 
complaining of the rates of another as being too low. In a realistic 
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sense, it imposes upon a complainant in such circumstances the burden 
of proving a negative through information largely in the possession 
of the adverse party. In any event, the remedy, although available, 
has proved most unsatisf: uctory in the very few instances in which it 
has been used. 

Prior to the intensive propaganda campaign of the railroads, which 
began about 1955, and in deferenc e to the traditional fact that freight 

rates by barge must be lower than corresponding rates by rail if the 
Sigelitie is to engage in the traffic, it was almost the universal practice 
of the Commission to suspend proposed reduced rail rates which 
equaled or were lower than the corresponding cost to the shipper of 
using barge service. In other words, the thought then was—as it 
should be now—that when the rail rates on a parity with or lower 
than barge rates are proposed, the railroads are not seeking a fair 
share but are after all the traffic. 

Beginning in 1958, the picture changed. The Suspension Board 
has not seemingly been greatly disturbed over the question whether 
reduced rail rates are at or below the costs incident to barge transpor- 
tation. ‘Their sole concern seems to be whether the reduced rail rates 
will return revenue in excess of out-of-pocket costs. In other words, 
they have adopted in toto the railroad argument that if their reduced 
rates return out-of-pocket costs, they should be allowed to go in re- 
gardless of the effect of such rates on the bargelines. 

Whether the Board is right or wrong in this approach depends 
primarily upon the background facts which led to the adoption of 
paragraph (3) of section 1 5(a) in its final form. 

The first bills reported out to meet the well-advertised plight of the 
railroads reflected the thinking of the so-called President’s Advisory 
Committee and really went all out for the railroads. The railroads 
denied having had a hand in the composition of the bills and I do 
not question them. I do know, however, that if they had actually 
written them, they could not have done a better job. For purposes of 
this discussion, we need concern ourselves only with the ratemaking 
rule which was embodied in a new paragraph to be added to section 

15(a) of the act. 

As originally presented to Congress, the Advisory Committee's 
version of section 15(a) (38) carried the famous “three shall nots” rule. 
That rule provided that when reduced rates were filed with the Com- 
mission and protested, the Commission “shall not” consider: 

(a) The effect of the proposed rate on the traffic of any other 
mode of transportation ; 

(6) The relation of the proposed rate to the rate of any other 
mode of transportation ; or 

(c) Whether the proposed rate was lower than necessary to 
meet the competition of any other mode of transportation. U nder 
such a mandate the Commission would have had to sit idly by 
and countenance the filing of rates which would have eliminated 
water competition just as effectively as it was eliminated prior 
to World War I. When I speak of the elimination of water 
competition, I am not exaggerating. In a concurring expression 
in Petroleum From New Orleans (194 ICC 31), the late and re- 
spected Commissioner Eastman said : 
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The railroads in their early years encountered stiff competition from many 
steamboat lines plying upon these waters, and they proceeded to meet this com- 
petition ruthlessly. Eventually they swept the waters clean of the competing 
craft, except on the ocean and the gulf, and even there the competition was 
greatly weakened. 

Now, your committee has also heard testimony here of the results of 
selective ratecutting on the Pacific coast carriers. They have been 
eliminated today. _ 

The water carrier industry was under no delusion that history could 
not have repeated itself had the “three shall nots” rule become the law, 
The total investment of the entire common carrier barge industry in 
the Mississippi River Basin would probably not exceed $100 million. 
Any number of individual rail carriers have an investment of more 
than a billion. . 

Needless to say, the “three shall nots” rule was bitterly opposed by 
transportation agencies other than rail, and the subcommittee rejected 
it. I speak there of the so-called Smathers subcommittee. They 
proposed a substitute which would have read as follows: 

In a proceeding involving competition with another mode of transportation, the 
Commission in determining whether a rail rate is lower than a reasonable 
minimum rate, shall consider the facts and circumstances attending the move- 
ment of the traffic by railroad, and not by such other mode. 

The drafters of this new paragraph did not include rates proposed 
by carriers other than railroads. Unlike the original “three shall 
nots” rule, the new rule would have limited its application to rail rates. 
And, obviously, the six words “and not by such other mode” would 
have restated the “three shall nots” rule just as effectively as it was 
stated by the Advisory Committee. 

Again, the language was opposed, and as a compromise the entire 
committee adopted the paragraph as it now appears and reads: 

In a proceeding involving competition between carriers of different modes of 
transportation subject to this act, the Commission in determining whether a rate 
is lower than a reasonable minimum rate, shall consider the facts and circum- 
stances attending the movements of traffic by the carrier or carriers to which the 
rate is applicable. Rates of a carrier shall not be held up to a particular level 
to protect the traffic of any other mode of transportation, giving due considera- 
tion to the objectives of the national transportation policy declared in this act. 

The concluding portion of the paragraph contains two directives. 
In one the Commission is told that the rates of a carrier, of whatever 
type— 
shall not be held up to a particular level to protect the traffic of any other mode 
of transportation 
In the other the Commission is told that it must give— 
due consideration to the objectives of the national transportation policy. 


I submit that the Commission must give equal respect to both 
directives. 

Senator Bartretr. Mr. Ames, may I interrupt you? 

Weare going to stand in recess for 5 minutes, if that is all right with 
rou. 
: Mr. Ames. For 5 minutes? 

Senator Barrierr. Yes. 

Mr. Ames. Certainly, sir. 

(Short recess taken. ) 
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Senator BarrLerr. You may proceed, Mr. Ames. 

Mr. Ames. I have gone into this detail on the legislative history 
for several reasons. In the first place, I want to call attention to the 
fact that at the present time the suspension process has become almost 
completely subjugated to considerations of cost of service and all of 
the many other considerations which enter into the making of freight 
rates have been put aside. By thus making a fetish of the matter of 
costs, the Commission, wittingly or unwittingly, is administering the 
law as though the “three shall nots” had been enacted in the first place. 

Let me explain the mechanics of what I am talking about so you will 
understand. 

Between New Orleans and St. Louis, for example, let us assume that 
the overall cost to the shipper for using barge service on a given com- 
modity is $8 per ton. In ordinary circumstances, the corresponding 
all-rail rate would be higher, or say $9 to $9.50 per ton. Under that 
setup the traffic has been divided as between barge and rail. Not 
satisfied with their share of the traffic, the railroads reduce their rate 
to $8 or perhaps less, per ton. As I have pointed out, such a rate is not 
put forward as a means of fairly dividing the traffic because the rail- 
roads know as well as we do, that on a parity of rates or less, the barge- 
lines will not handle a pound of the traffic. 

Formerly such a rate would have been suspended almost as a matter 
of course so that the Commission could determine on investigation 
whether the railroads were wasting their revenues by establishing so- 
called competitive rates lower than necessary to meet the competition. 
Under the present practice such a proposed rate is immediately re- 
ferred to the Commission’s Cost-Finding Section for a determination 
as to whether it will produce revenue sufficient to cover out-of-pocket 
costs and possibly make some contribution to overhead. If the answer 
is “Yes,” the rate is allowed to become effective 9 times out of 10. 

Thus, you will observe that there has been a complete turnaround 
in the philosophy which governs the matter of suspension. The rail- 
roads now feel free to reduce their rates to or below the levels main- 
tained by the bargelines, knowing full well that if they satisfy the 
Commission’s cost formula, they will in all probability be allowed to 
become effective without suspension. And the railroads are careful to 
put their rates through the cost wringer before they submit them. 
This cost formula of the Commission is made public and all cost ac- 
countants are thorougly familiar with it. 

I simply cannot understand why the Commission or its Board of 
Suspension should construe the 1958 act as requiring such a complete 
reversal of policy. If Congress had adopted the famous “three shall 
nots,” I could understand it. I could understand it, perhaps, if 
Congress had adopted the amended language suggested by the 
Smathers subcommittee. But in view of the history of the amend- 
ment and the language finally adopted, it is inconceivable to me as a 
lawyer, how the change of Commission policy could be supported. I 
appreciate that we have lawsuits because lawyers’ opinions differ, but 
I believe I can make my point clear by a simple illustration : 

As I have pointed out, original draft of the new ratemaking rule 
which was taken from the report of the President’s Advisory Com- 
mittee provided in specific terms that in its consideration of these 
competitive rate problems the Commission was not to consider— 
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(a) the effect of a proposed reduced charge on the traffic of 
any other mode of transportation ; 

(b) the relation of such charge to the charge of any other mode 
of transportation ; or 

(c) whether such charge was lower than necessary to meet the 
competition of any other mode of transportation. ‘Those were 
clear instructions and in observing them the Commission would 
have had to close its eyes to any evil effect on other modes of 
transportation. 

But the language is rejected by the Smathers subcommittee. In 
lieu of it, a new paragraph (3) was recommended which would have 
read as follows: 

In a proceeding involving competition with another mode of transportation, 
the Commission, in determining whether a rail rate is lower than a reasonable 
minimum rate, shall consider the facts and circumstances attending the move. 
ment of the traffic by railroad, and not by such other mode. 

I agree with railroad counsel that the concluding six words: “and 
not by such other mode” would have precluded the Commission from 
considering the effects of the rates just as effectively as the original 
“three shall nots.” 

Here, again, the language was rejected by the full committee which 
substituted the |: anguage finally enacted. 

Now, under all accepted rules governing statutory construction, 
what conclusion must be drawn from that action? Must we not agree 
that in rejecting language which told the Commission not to do some- 
thing, the committee intended that the Commission should do the 
things originally forbidden? I can see no other construction. 

That brings us, then, to the existing ratemaking rule as expressed 
in paragr aph (3) of section 15(a). Its cone luding sentence, the only 
one of real importance, contains two clauses, the ‘first of which pro- 
vides that the— 

Rates of a carrier shall not be held up to a particular level to protect the 
traffic of any other mode of transportation— 
but that admonition is immediately qualified by the following lan- 
guage: . 
giving due effect to the objectives of the national transportation policy de- 
clared in this Act. 

Inasmuch as the national tr ansportation policy was not change one 
iota, let us examine the “objectives” to which the Commission is com- 
manded to give “due effect. 

[ will not burden you by reading the entire policy which appears at 
the very threshhold of the act, but I would like to call your attention 
to the concluding sentence of it which reads: 


All of the provisions of this Act shall be administered and determined with a view 
to carrying out the above declaration of policy. 


Turning now to the stated objec tives of the polic; y, there are four 
which are exceedingly important in this situation. They are: 
(1) The policy seeks to preserve the inherent advantages of 
“ach type of transportation. 
(2) It seeks to foster sound economic conditions among the 
several carriers, not just in respect of one type. 
(3) It forbids destructive competitive practices, and 
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(4) It seeks to coordinate the several individual types of trans- 
portation into a national system. 

I submit that these objectives, singly or collectively, could not pos- 

sibly be achieved if the Commission, in the exercise of its suspension 

power, is to blind itself to all considerations other than cost of service. 

I have further and fundamental objections to the overemphasis the 
Commission is placing on these cost studies. This form A yardstick 
which is being used 1s a study which deals only with railroads. It 
does not show the actual costs of handling specific commodities. At 
best, it is merely a compilation of the average costs entailed in han- 
dling traffic, assuming the performance of given services. The aver- 
age costs thus ascert: ined have no relation whatsoever to the value of 
the service, « ‘competitive conditions, or actual rates. 

Now, attached to my testimony I have an exhibit showing how the 
actual rates in a given situation compare with the costs. 

The cost line is a constant line, because cost is no different between 
50 tons of gravel and 50 tons of typewriters, but the actual rates con- 
stitute that serrated line above there, and those are actual rates which 
are pegged in on that graph from a cost study submitted by the 
railroads. 

(The exhibit follows:) 


EXHIBIT A 
Mr, Ames 


COSTS VERSUS RATES FOR ACTUAL MOVEMENTS 
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Mr. Ames. I had occasion, several years ago, to represent barge- 
lines in one of the most extensively litigated cases ever conducted in 
connection with barge and rail competition. In it one of the ablest 
cost accountants in the employ of the railroads undertook to compare 
average costs by rail with costs by barge and rail in joint service, 
I argued there, as I argue here, that these average costs had little 
value as a practical matter so far as specific rates were concerned 
because they bore no resemblance to the actual rates. To prove my 
point, I had a graph prepared which compared the cost line with 
the rate line involved in the study. It is attached hereto as an exhibit, 

The “cost” line inserted for illustration is necessarily a constant 
or straight line because the cost of handling any and all kinds of 
freight in the same type of equipment would be the same. But look 
at the rate line. That line takes in the actual rates which the account- 
ant used and each rate was pegged in its _ on the line. It pin- 
points the absurdity of any comparison of average costs and actual 
rates. 

That is why I have opposed so much any overemphasis of the im- 
portance of costs. If actual rates were made in accordance with them, 
we might have a different situation, but, as you see, they are not. Cost 
studies such as form A have a definite value in determining average 
conditions in different rate territories in order to show whether dif- 
ferent rate levels are justified because of different average costs. Asa 
matter of fact, that was the reason the studies were made in the first 
place. They have absolutely no place in fixing actual rates where the 
value of the service must be taken into account. In a study issued last 
month by the Commission’s Bureau of Transport Economics and Sta- 
tistics these statements appear : 

In regard to current developments in the ratemaking field, the study concludes 
that carrier-competitive rates need not be reduced below the value of service by 
competitive carriers, for hire or private. The tendency toward reductions to 
out-of-pocket levels, which may be heightened by the Transportation Act of 
1958, may benefit individual shippers but will tend to deprive shippers generally 
of value-of-service characteristics, such as well-adjusted rate relationships, 
which are a part of the present structure. Carrier revenues also may be im- 
paired. Value-of-service ratemaking, applied to the extent practicable, will 
provide some restraint against the development of either eventuality. 

That is precisely the philosophy the Board of Suspension should 
adopt. 

Our next objection to this worshiping of costs as a criterion is this: 

If cost of service should be the absolute determinant as to whether a 
proposed competitive rate should or should not be suspended, the Com- 
mission should at least have before it the costs of both the proponent 
agency and its competitor. In other words, if the question is going to 
be decided on the basis of the lowest cost, there should be some basis of 
comparison. Unfortunately, that is not true. While the railroads 
have this built-in yardstick against which their costs can be measured, 
the water carriers have nothing. As a consequence, this crucial ques- 
tion is decided on a look at only half of the story. 

I have tried my level best to search for some rationalization for the 
theory here opposed from the standpoint of public interest. The 
thought seems to be that if railroads are in position to make a reduction 
in their rates, and still secure revenue enough to cover their out-of- 
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ket costs, they should be permitted to do so. If their competitors 
are adversely affected in the process, that is just too bad. 

This would be a fine theory if ratemaking could be placed in a 
vacuum, and considered one commodity at a time without reference to 
the effect on transportation as a whole. It would be fine for the rail- 
roads because 80 percent of barge transportation is confined to per- 
haps 10 commodity se and we must make annual reports to the 
Commission which completely identify our principal items of traffic. 
The railroads would have only to make killing reductions on these 
commodities one at a time mad the picture would be complete. But 
let us explore the bona fides of this theory. 

In the first place, the railroads, despite their protestations that they 
are in position to make such reductions but are prevented from doing 
so by the regulatory body, are not proposing anything like a general 
reduction. Such a proposal would be completely at war with the fact 
that since 1945 they have gone to the Commission on at least 10 differ- 
ent occasions seeking authority to make general increases in their rates. 
Unless those requests, and the Commission’s approval of them, have 
all been ill founded, we must assume that the present overall rate 
structure of the railroads is not excessive or unreasonable. It follows, 
then, that the reductions they propose are from a rate structure which 
is reasonable. 

How, then, it may be asked, are they able to make these reductions? 
The answer is twofold: First, the reductions are pinpointed so as to 
cover only those situations where they will likely kill off water com- 
petition unless the water carriers decide to match the reductions. 
Secondly, their earnings per car-mile have been swollen to such an 
extent by these successive general increases that it is easy for them to 
show in individual situations that their out-of-pocket costs will be 
exceeded. 

It stands to reason that through this very process of selecting spots 
for favorable or subnormal treatment the railroads must make up the 
difference in their treatment of points not selected. In other words, 
the “deficit” at the selected points must be made up by the imposition 
of “fat” rates at other points. And the “fat” rates referred to have 
become that way through successive general increases authorized on 
the accepted plea that they needed the money. Quite naturally, if 
this process of selection and attrition is carried far enough, the rail- 
roads will have to ask for still more general increases. 

The bargelines have no such opportunity to make a selection of 
points to be favored. All of their rates must return their full costs, 


plus or including a profit. As Commissioner Eastman so aptly stated 
in the case I have referred to: 


The steamboats did not have this reservoir of noncompetitive traffic to help 
them out, and hence perished in the unequal struggle. 

That is another reason why I say it is so palpably unfair for the 
suspension authorities to place such overwhelming credence on this 
matter of costs. 

It may be argued that to take the position I do, is to say that the 
1958 amendment worked no change in existing law. I make no such 
contention ; I merely insist that the 1958 act did not turn the law u 
side down as some people profess to believe. The new law merely 
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tells the Commission not to suspend these proposed rate reductions if 
they can be made, giving due effect to the provisions of the national 
transportation policy. If not, they must be suspended and subjected 
to investigation. Itis assimple as that. 

We have had a very good illustration of this philosophy in a recent 
case involving rates on sugar, in which I was the principal attorney 
for the bargelines, accepted as a test case on the 1958 amendment. 

The railroads proposed reduced rates on sugar from New Orleans 
to Ohio River points, such as Cincinnati, which were as low or lower 
than the overall costs of transporting sugar by barge. Upon protest, 
the rates were suspended. The evidence adduced upon investigation 
disclosed that the rates maintained by both modes of transportation 
were well in excess of average costs on a fully distributed basis. In 
such circumstances, the Commission stated that it did not feel justi- 
fied in preventing the rail carriers from making the reduction they 
proposed. But it also said that the bargeline, being the low-cost car- 
rier, could recreate a working differential under the new rail rate by 
reducing the barge rate. The bargelines decided not to appeal from 
that decision. Instead, they immediately set out to observe it by pub- 
lishing a reduction of $1 per ton in their rate so as to restore the dif- 
ferential. The railroads protested this reduction but the Commis- 
sion denied the protest, thus allowing the rates to become effective. In 
the light of the Commission’s decision, we thought the matter would 
end there. Unfortunately, that was not the case. The railroads im- 
mediately filed a second reduction exactly equaling ours, so that we 
are right back where we started. Now, it will be necessary for us to 
make a further reduction if we find it feasible, or retire from the 
traffic. And presumably, if and when we do reduce our rate, the rail- 
roads will do likewise. 

We submit that rate regulation has failed completely if this type 
of ratemaking is permitted to go on. And it will go on if the Com- 
mission continues to allow the railroads to equal or undercut rates by 
barge merely on the strength of a comparison of average costs. Re- 
ferring again to the concurring expression of Commissioner Eastman 
in the Petroleum case, and the tactics of the railroads: 

They went out frankly to cut the throats of their water competitors and made 
the rates whatever was necessary for this purpose (194 ICC 381). 

And I say to you that this will happen again unless more care is ex- 
ercised in the matter of suspending rates which on their face are not 
designed to meet but to eliminate water competition. 

The public need have no fear that in exercising concern over the 
effect of rates upon competition, the Commission will be allowing the 
general level of rates to become intrinsically excessive. When the 
original acts to regulate commerce were enacted, and even up to and 
somewhat beyond Transportation Act, 1920, the railroads had a vir- 
tual monopoly of transportation. Regulation at that time was de- 
signed to see to it that rates were reasonable and free from discrimina- 
tion. My own experience in the practice is a living example of this. 
For several years after I left the Commission for private practice in 
1929, 90 percent of my cases were attacks upon unreasonable rates. I 
have not had more than one or two such cases in the past 10 years. 
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The simple fact is that the resurgence of water transportation and 
the institution of over-the-road motor carrier service have set up a 
competition which has very effectively regulated the level of the rates. 
The Commission’s job is to regulate the competition. This it cannot 
do if it closes its eyes to the effect of reduced rates upon competition. 
Nowhere is there to be found a better exposition of the change in the 
role of the Commission than that found in Hastern Central M. C. As- 
sociation v. United States, 321 U.S. 194, which involved the interplay 
of compet ition between railroads and motor carriers. The court there 
said : 


But with the evolution of other forms of carriage, particularly motor carriage, 
and the Commission’s acquisition of control over their rates and operations, a 
new situation arose. The Commission’s task no longer was merely the regulation 
of a single form of transport, to secure reasonable and nondiscriminatory rates 
and service. It became, not merely the regulator, but to some extent the 
coordinator of different modes of transportation. With the addition of motor 
and water carriage to its previous jurisdiction over rails, it was charged not 
only with seeing that the rates and services of each are reasonable and not 
unduly discriminatory, but that they are coordinated in accordance with the 
national transportation policy, as declared by the later legislation. Thus, while 
the new act intended to secure the lowest rates consistent with adequate and 
efficient serice and to preserve within the limits of the policy the inherent ad- 
vantages of each mode of transportation, at the same time it was designed to 
eliminate destructive competition not only within each form but also between 
or among the different forms of carriage. 

I thank you very much for giving me this opportunity to express 
my views. 

‘T would be very happy to answer some of the questions propounded 
from the bench, but I would be glad to yield to the necessities of the 
case. The gentleman from Houston, I understand, wants to testify. 

Senator Barrierr. Thank you very much, Mr. Ames. 

Do you have any questions, Mr. Barton 2 

Mr. Barron. Allow me to ask Mr. Ames my stock question: What 
public policy should prevail where rates based on the fully distributed 
costs, including a profit to the railroads, leave the waterlines unable to 
compete. What is your position on such a situation ? 

Mr. Ames. That is a cogent question, and I am happy to answer. 

I think if the fully distributed cost of the railroad is lower than 
the fully distributed costs of the bargeline in ordin: ary circumstances, 
the bargeline has no business in that transportation. 

Now, that is somewhat an oversimplification to this extent: You 
have seen from the chart, the exhibit I have given you, how the rail- 
road rates fluctuate on value. Now, if the Commission takes a look 
at the rates, the actual rates as distinguished from the costs, and finds 
that they are in the area of re: asonableness, undoubted reasonableness, 
I think that the best thing the Commission could do would be to per- 
mit a reduction in the rail rate and allow the bargeline to meet it if 
it wanted to, but I think the fully distributed cost test must be ap- 
plied, and we can’t argue that it is only applied in one direction. We 
have got to have it both w ays or not at all. 

Mr. Barron. Thank you, Mr. Ames. 

Senator Bartierr. Thank you very much, Mr. Ames. 

Mr. Ames. Thank you, sir. 

Senator Barrierr. Mr. Jackson, you may proceed. 
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STATEMENT OF C. E. JACKSON, NICHOLSON TRANSIT CO. OF ECORSE, 
MICH., APPEARING ON BEHALF OF SUCH COMPANY AND THE 
GREAT LAKES SHIPOWNERS ASSOCIATION 


Mr. Jackson. My name is C. E. Jackson. I have been employed 
by Nicholson Transit Co. of Ecorse, Mich., operating out of the port 
area of Detroit since 1928, as traffic manager. 

Nicholson Transit Co. holds a certificate under the Interstate Com- 
merce Act as a common carrier of commodities in general over the 
Great Lakes and their connecting waterways. 

The Nicholson Transit Co. is a member of the Great Lakes Ship- 
owners Association, which is comprised of the majority of the regu- 
lated common carriers on the Great Lakes. I appear today on be- 
half of both my company and the association. 

Transportation by water on the Great Lakes has contributed vastly 
to the building and support of the basic and vital manufacturing 
activities which now exist on and near these waterways. 

The importance of Great Lakes area industry to our national defense 
is well known, both historically and in anticipation of future require- 
ments. We believe that the continued existence of healthy facilities 
for transportation by water on the Great Lakes is as important now 
as it was prior to and during World War II, when in addition to 
furnishing ships and manpower to continue the flow of vital ma- 
terials to industry, the Great Lakes fleet supplied vessels and man- 
power for necessary ocean transport. 

My own company, in 1942, supplied five vessels on requisition of the 
War Shipping Administration for use on salt water. The remainder 
of the company’s fleet were used under the direction of the Office of 
Defense Transportation in carrying vital war commodities such as 
iron ore, coal, stone, and grain. 

Prior to World War II, all of our vessels had been engaged prin- 
cipally in what became the regulated common carrier trades with the 
passage of the Transportation Act of 1940. Other operators in such 
trades had approximately 50 vessels requisitioned for salt water 
service, and a number of other vessels were requisitioned and recon- 
structed so that they could carry needed war commodities on the Great 
Lakes. 

After the war emergency the only vessels returned to the Great 
Lakes trade were four helonging to Nicholson Transit Co. Many of 
those vessels not returned have not been replaced, and cannot be re- 

laced under existing conditions of decreasing traffic and increasing 
intensity of destructive railroad competition. 

We feel that the above facts illustrate how vital the Great Lakes 
fleets were in providing ships and, of course, manpower, during the 
national emergency. This wartime reservoir of strength is not, likely 
to be available again unless measures calculated to increase the chances 
for survival in peacetime are promptly employed. 

The following comparison of the operations of Nicholson Transit 
Co. in 1949 and 1958 are illustrative of what has happened and is 
happening to Great Lakes common carriers. 

In 1949 our company was operating eight vessels in the transporta- 
tion of articles of iron and steel manufacture, pig iron and scrap iron; 
three vessels in the carrying of automobiles solely on Lake Erie; and 
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four vessels in the movement of new automobiles from Detroit to 
Duluth and grain from Duluth to Buffalo. 

In 1949 our vessels transported the following tonnages and auto- 
mobiles: Pig iron, 218,699 tons; scrap iron, 90,546 tons; manufactured 
iron and steel articles, 480,512 tons; grain, ‘ 27 627,202 bushels; auto- 
mobiles, 189,722 units. 

In 1958, our company operated four vessels in the transportation 
of artic ‘les of iron and steel, pig iron and scrap iron; the three ves- 
gels used in 1949 in the transportation of automobiles on Lake Erie 
were laid up and did not sail. Three vessels were used in the Detroit 
to Duluth to Buffalo trade. 

In 1958, our vessels transported the following tonnages and auto- 
mobiles: Pig iron, 144,153 tons; scrap iron, 59, 947 tons; manufactured 
iron and steel articles, 103,687 tons; gr ain, 19,541,867 bushels; auto- 
mobiles, 11,812 units. 

I might say that in 1949 our K. A. — was $650,453, and in 1958, 
our loss on our K. A. report was $230,609. The reduction in the 
tonnages carried by our company is due principally to various rail- 
road rate reductions during the last few years. The frequency of 
such reductions, as well as their severity in competitive terms is in- 
creasing. New methods and terms are being used to lure business 
away irom us. 

Illustrative of this is the recent railroad approach to several of 
our most important shippers, asking them to name any rail rate nec- 
essary to bring about a layup of shipper’s vessels and ‘discontinuance 
of the use of the service of common carriers on the Great Lakes in 
the transportation of iron and steel articles. Railroad rates based 
on a shipper guarantee of all or substantially all of its busines are 
now proposed and under consideration by the Interstate Commerce 
Commission, and more of such rates are continually being urged on 
our shippers. 

Such devices are, we believe, calculated to destroy us. We do not 
believe this is in the best interests of the shipper, or in the long run 
of the railroads themselves or of the Nation. They are monopolistic 
beyond anything contemplated by the limited form of monopoly per- 
mitted by the Interstate Commerce Act. They are absolutely de- 
structive of the congressional policy expressed in the act to preserve 
all forms of transportation required for the national welfare. 

We are not asking that the Interstate Commerce Act hold an um- 
brella over us for our protection, but we do feel that neither the water- 
lines nor the railroads should be allowed to publish and put into effect 
rates that do not return fully distributed costs plus a fair profit. 
Unless this basic theory is adopted, with very minor exceptions, it is 
obvious that the transportation system of this country as now known 
will gradually disintegrate. We in the waterlines, not having the 
broad base of traffic and resources of the railroads, will go first. 

I have no comment on the trucking situation since I am not too 
familiar with it, but it is obvious as far as the railroads are concerned, 
that if they continue to make rates on large volumes of traffic on out- 
of-pocket costs, they cannot long survive unless, havi ing driven the wa- 
ter carriers out of business, they then drastically increase their rates 
to their former levels, or above. 

We have even found that quite often a railroad, when meeting 
water competition or alleged water competition, will reduce their 
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rates to a level lower than that necessary to capture the traffic, thus 
needlessly jeopardizing their own position while at the same time ruin- 
ing the water carrier. 

A concrete and most recent example of this practice is the now effec- 
tive reduction by six railroads in the rate for the movement of pig 
iron from Buffalo, N.Y., to Chicago, Ill. 

Pig iron from Buffalo to Chie: ago prior to March 3, 1960, moved 
via rail at a rate of $14.16 per gross ton. On that date, the Commis- 
sion, over the protests of many competing carriers, allowed the rail- 
roads to reduce the rate to $6.27 per gross ton, an immediate reduction 
of 55.7 percent. 

This reduction was proposed and accomplished using as justification 
the necessity of meeting water competition. As a matter of fact, the 
water competitive rate was and is $8.45, made up as follows: 


Shipper costs via water—Pig iron—Buffalo to Chicago 
Charges per 





gross ton 

Trenscer tom pant: to dock Gt Bur ale. 32s oo eee bee ecw ne SO. 48 
Lake rate (including transfer charge at Buffalo to Chicago) _-__._-_________ 4.05 
NN ae ae i O01 
Transfer from dock to storage BN a Da cal en a ea ne 88 
Reeren Er LONG GO CHM Be 2s oe ee ce SR eee Py i | 
wena trom ard fo CONSINNGC.. oo 3 ok ee ost coe cee ceeseU eee eee aiesius” ena 

i>) a i a A ga a aD Ae a a 8. 45 


This example is merely one of the many similar railroad attacks 
upon water traflic which has resulted in the depletion of common ear- 
rier fleets and traffic on the Great Lakes in recent years. 

We are grateful for the opportunity afforded to present these facts 
to your committee. We are confident that a full revelation and con- 
sideration of such facts must result in appropriate action by the Con- 
gress of the United States to curb the unnecessary and dangerous 
inroads upon the vital transportation facilities which I represent. 

Thank you for your attention and consideration. 

Senator Barrierr. Thank you, Mr. Jackson. 

Do you have any questions to ask Mr. Jackson, Mr. Barton ¢ 

Mr. Barron. Yes, Senator. 

Mr. Jackson, how far do you think Congress should go in protecting 
the water carriers against the railroad competition of which you 
speak 4 

Mr. Jackson. Well, I feel that if the water lines on fully distributed 
costs cannot meet the rail rates on their fully distributed costs, let the 

cards lay where they fall, other than the fact that the problem of 
national defense enters the picture, and how important that is, I 
don’t know. That is up to the U.S. Navy and the defense agencies. 

Mr. Barron. Where the railroads then are the low-cost carriers, 
you would let the cards fall where they may and let the traflic be car- 
ried by the rail carriers? 

Mr. Jackson. I think that is the way of the economy of the United 
States. 


Mr. Barron. Where the water carriers are the low-cost carriers. 


what would you have public policy be in allowing railroads to meei 
these rates / 


Mr. Jackson. I don’t think they should be allowed to decrease their 


rates below their fully distributed costs. 
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Mr. Barton. You would have no rates that were made on the basis 
of out-of-pocket costs plus some contribution to overhead ? 

Mr. JAckson. For neither people, no; neither for the boat lines 
nor the railroads. 

Mr. Barron. Thank you. 

Senator Bartierr. Mr. Jackson, you gave an answer to something 
which has been puzzling me during these hearings. I have been 
wondering how it is that the 1 ‘ailroads could cut rates below cost 
wherever there is competition from water carriers, and there are a 
lot of waterways in this county, and continue to survive. 

You suggest that they cannot do so unless they were to raise their 
rates after driving the coblnalied water carrier out of business. Is 
that right? 

Mr. Jackson. That is right, or unless they have a war chest from 
other commodities, where the ‘re is no competition, and they can raise 
those costs—raise those rates to meet the costs on the water competi- 
tion. 

Senator Barrierr. And you believe they are prepared to go to any 
lengths to end this water competition ? 

Mr. Jackson. I do, sir. 

Senator Barrierr. Now, Mr. Jackson, I was simply amazed to 
hear you say that the railroads had cut their rates on pig iron from 
Buffalo to Chicago from $14.16 a ton to $6.27 a ton. 

Mr. Jackson. That is right, sir. 

Senator BarrLerr. Now, in your opinion, can they break even at 
that rate? 

Mr. Jackson. | have been informed by cost men that we have em- 

loyed that that rate is slightly above their out-of-pocket cost. 
Rew this freight reduction from Butfalo to Chic ago primarily stem- 
med from a reduction that the railroads made on pig iron from 
Cleveland to Chicago. I believe the rail rate was $11.92, and they 
reduced the rail rate to $6.02 to meet water competition, despite 
the fact that as far as I know, for the past 3 or 4 years, no pig tron 
had moved out of Cleveland to Chicago. 

Now after the rate of $6.27 has been established from Buffalo to 
Chicago, there is now a proposal from Erie and Toledo. 

Senator Barrterr. What volume of pig iron has been moved from 
Buffalo to Chicago 4 

Mr. Jackson. I would say 35,000 or 40,000 tons per season. 

Senator Barrierr. And of that amount, would you be able to esti- 
mate how much has previously gone to the railroads ? 

Mr. Jackson. No, but it would be logical to assume that any pig 
iron required during the season of navigation would move by water, 
and it is also logical to assume that any pig iron that moved during 
the winter months moved by rail. 

Senator Barrterr. Well, why do you think the railroads had their 
rates so comparatively high, at the level of $14 a ton? 

Mr. Jackson. I believe that those rates covered the various out-of- 
pocket costs and have been covered by the various ex parte iInNCcre.ses 
they have had since 1941 or 1942. 

Senator Barrierr. Have you had any opportunity thus far to 
judge how much business the water carriers will lose by reason of 
the sharp decrease of the railroad rates / 

Mr. Jackson. At Butfalo/ 
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Senator Barrierr. Yes. 

Mr. Jackson. At a recent meeting of our Great Lakes Freight 
Bureau in Chicago, of which I am chairman, one of the shippers 
made the statement that all of the tonnages, as far as his company 
was concerned, from Buffalo to Chicago would move by rail. 

Senator Bartrierr. What is the navigation season from Buffalo to 
Chicago? ’ 4 

Mr. Jackson. It varies from April 1-15 to December 1-15, depend- 
ing on ice conditions. . 

Senator Bartrierr. And, of course, with the discrepancy in rail 
and water rates, shippers would make every effort to move the pig 
iron during open season ‘ 

Mr. Jackson. As of now, sir? 

Senator Barr.err. No; before. 

Mr. Jackson. Yes; they would. 

Senator Barrierr. You stated that many competing carriers have 
protested. 

What did the ICC say about this? 

Mr. Jackson. They refused to suspend the rate. 

Senator Bartierr. Just allowed it to go into effect ? 

Mr. Jackson. They allowed the rate to go into effect. 

Senator Bartierr. Even though the previous rate was $14.16 and 
the new rate was $6.27? 

Mr. Jackson. Yes, sir. 

Senator Bartierr. No hearing was held at all? 

Mr. Jackson. No hearing; but I might say that at the last moment, 
I think it was about 4 o’clock or so, on the day before the rate went into 
effect, they ordered an investigation. Of course, as far as the investi- 
gation, the boat lines are hurt. It might take 1 year, 2 years, 7 years, 
before a final decision is taken on it, and in the meantime the boat lines 
have lost the tonnage. 

Senator Barrierr. You informed the committee that the railroads 
have gone to some of your important shippers. 

Mr. Jackson. That is right, sir. 

Senator Bartierr. And asked them to name their own rates? 

Mr. Jackson. That is right. 

Senator Bartierr. And you also said—and I want to use your ex- 
act language—“to name any rail rate necessary to bring about a layup 
of shippers’ vessels.” 

It wasn’t put in those terms, I suspect ; was it ? 

Mr. Jackson. I have been told by our principal shippers that they 
have been approached by the railroads to suggest any rate that would 
be low enough to discontinue the use of water transportation. 

Senator Bartrierr. Almost, then, in exact terms as you have stated 
here ? 

Mr. Jackson. Just about. That was all verbal, of course. 

Senator Bartierr. What is the cure for this, Mr. Jackson ? 

Mr. Jackson. I think the cure is, as I stated before, that neither 
the boat lines nor the water lines be allowed to publish a rate unless 
it contains all of the distributed costs, even the kitchen sink. 

Senator Bartierr. The rate on pig iron from Buffalo to Chicago 
by rail is either too low now or was too high before. That follows 
as a matter of logic; doesn’t it ? 
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Mr. Jackson. I don’t think I would go that far. I would say it is 
too low now, but as to whether the $14.16 was a fair railroad rate, 
containing ¢ all of the fully distributed costs, I wouldn’t be in a position 
to say “Yes” or “No.” 

Senator Barrierr. You would have welcomed an opportunity to 
learn more about that at a hearing, had it been granted ¢ 

Mr. Jackson. I said previously, sir, that at the last moment, I 
think it was about 4 o'clock in the afternoon, before the rates were 
allowed to go in, that the Commission did state that they would give 
us a hearing on it. 

Senator Barrierr. Thank you, Mr. Jackson. 

Mr. Perry. 

Now, we are going from the Great Lakes down to the gulf. 

Mr. Perry. Right, Senator Bartlett. 

I distributed copies of my statement, and I see no point in reading 
it unless you would care for me to do so. 

Senator Barrierr. No; we would be glad to place it in the record in 
its full text, and if you will give us a moment to look it over, we might 
have some questions. 

Mr. Perry. I would like to comment on it and give some of the con- 

clusions, but I would like to refrain from a precise reading in the 
interest of your time. 

Senator Barrierr. That is very acceptable. 

(The complete statement follows :) 


STATEMENT OF G. B. PERRY, ON BEHALF OF THE Port oF Houston, TEx. 


The port of Houston is comprised of public and private wharf facilities, pro- 
viding to those utilizing its services, a modern and efficient installation, suitably 
equipped with materials-handling machines, devices, and appurtenances, all of 
which are essential to present-day cargo procedures. In excess of $100 million 
which are invested in these facilities, and there continues an urgent requirement 
for additional capital expenditures to keep pace with present service demand. 

Harris County Houston Ship Channel Navigation District, a body politic, 
created under provisions of the statutes of the State of Texas, provides the 
largest portion of available facilities, and as a public entity responds to the 
necessity of continued construction. 

Our private terminals are, by their nature, shielded from external pressures 
to augment existing facilities through construction of wharf additions and, 
accordingly, do so refrain. It is doubtful that private capital could be interested 
in further investment in port facilities due to the exceedingly slight return and 
present tax structures. Generally throughout the gulf, public-owned facilities 
were constructed with public assistance of one form or another, but this means 
of effecting capital improvements is in most instances no longer acceptable, and 
at Houston we have elected to obtain the required sums by commitment of 
future revenues through sale of revenue bonds; $12.5 million in revenue bond 
funds are now in process of investment in additional navigation district facili- 
ties, and it is expected that an additional $25 million—secured from the same 
source—must be expended before port facilities are brought to the standard 
considered by the users as adequate to foreseeable requirements. 

While primary responsibility for development of adequate channels, including 
harbor areas, is conducted under Federal funds, public port facilities are con- 
structed and maintained without such assistance. Too frequently, the sub- 
stantial investments by port districts or communities are given insufficient 
account. 

Port revenues depend upon the entry of vessels to terminal facilities, and the 
collection thereby of dockage and service fee; of wharfage on cargo handled 
across facilities: and of charges for labor expended in cargo handling. There 
is no area of fixed or guaranteed return, the port being a service agency, earning 
only when cargo is offered, but held responsible for the provision of like services 
within periods of slight as well as heavy demand. 

60470—60 18 
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The continuance of domestic deepwater services is, therefore, of great concern 
to the port of Houston. 

Prior to 1941, intercoastal and coastwise deepwater domestic trades were 
important sources of cargo. This is well demonstrated by the following table 
which shows the number of deepwater vessels which berthed at port of Houston 
wharves during the 5-year period preceding cessation of domestic services : 


Year / Coastwise | Intercoastal | Foreign 
Biase occa Sabie as ea eae : 298 55 149 
OO ai hon ns ; es ; 280 64 183 
co . in ‘ enewnes 263 55 123 
BEasck es ones ee at 5 ‘i ncintemaaa 313 56 210 
1940... chien erie . , 326 44 212 


In 1940, domestic tons in the quantity of 19,320,350 were handled through 
facilities of the port of Houston, principally in general cargo of seven coastwise 
and three intercoastal common carrier services. In 1959, the quantity was 
28,522,730 tons, 28,001,802 of which were bulk (primarily liquid), and only 
520,848 tons were general cargo shared between our single coastwise service, 
Pan-Atlantic, private and charter operations. 

Within the years preceding World War II, domestic commerce was a vital 
factor in gross port revenues; today the reliance must be on the foreign trades. 

Responsive to the needs of the area served by the port of Houston—and in 
recognition of the importance of domestic cargo as a cornerstone to port de- 
velopment—we have consistently urged the continuance of coastwise and inter- 
coastal services. In that attitude, we have received community and regional 
support. 

But, as to means and method by which this continuance shall be accom- 
plished, there stands yet another question. Self-interest of any of the trans- 
portation modes will quickly develop a solution suited to the advocate, but the 
very complexity of the problem readies the challenge to that form of legislative 
procedure. 

This committee has proclaimed its concern, in the public interest, of the pro- 
gressive decline in the coastwise and intercoastal shipping industry. It was 
not our understanding that the entire subject of carrier competition was to be 
explored. We believe that identification of deepwater domestic transportation 
as a competitive force in transport intermode rivalry is a sad and grievous 
error. We hope this committee will not be so guided in its considerations as to 
decide that the salvation of deepwater services depends upon the enactment of 
legislation designed to the full proposition of carrier regulation. 

Interagency competition, as such, is not new to the transportation scene. 
There have been, however, developments in the past decade which have caused 
that competition to increase in intensity greater than experienced in the past. 
Private and nonregulated carriage, highway and water, are known to have 
claimed a substantial portion of available traffic, the exact extent apparently 
undetermined. This couples with the fact that our transportation capacity is 
larger today than ever before in history. A fair sample of relative capacity is 
in railroad freight equipment, which has increased from an aggregate of 676 
million tons in 1939 to 9638 million in 1958. In 1958, ton-miles of all carriers 
were reported by the Interstate Commerce Commission as 1,206.6 billion, and— 
dependent upon utilization—it appears that railroad capacity alone would have 
been sufficient to provide all for-hire services. 

A steady diversion of traffic from the pool otherwise available to common 
carriage, coupled with increased carrier capacity, causes between these op- 
posing poles an area of untoward competitive activity. 

If coastwise service is to survive, it must be held free of this influence. 

Deep and inland water carriers are unlikes, the former being a single trans- 
port unit of fixed capacity, as opposed to the flexibility of a barge tow. The 
ratio of fixed costs is greater. Where the ICC is called upon to exercise au- 
thority conferred by Congress, it must apply identical regulatory standards to 
carriers dissimilar in both trade and operational aspects. 

it may be said that the preblem which confronts this committee today is 
shared by the ICC in that a common solution to the difficulties of water common 
carriage is prevented by those unlike qualities of the two media. 
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It is our opinion that any proposed legislation which seeks a general require- 
ment of application of ICC minimum rate powers, or in any other respect re- 
stricts the exercise of competition, furthers the development of nonregulated 
carriage. 

We hope that this committee, in its sincere desire to preserve our Nation from 
loss of an important segment of its merchant marine, will direct its effort to 
the single problem, that it will lend itself to the proposition that a regulatory 
distinction is necessary between deep and inland water carriage. 

Mr. Perry. In brief, Mr. Chairman, this statement calls attention 
to the substantial investment in port facilities of Houston. It calls 
attention to the relationship of deepwater domestic trades to those in- 
vestments. 

It also calls attention to the recognized developments of increased 
carrier capacity, coupled with tremendous diversion of traffic to other 
than regulated carriage, to the fact that the complication in competitive 
relationships as exists today primarily through this continued di- 
version to nonregulated carriers of one sort or another is not going 
to be changed, in my opinion, through some change in common carrier 
relationship which has the effect of establishing minimum charges 
or some other floor to competitive ratemaking. I don’t believe in that. 
I believe that other factors go to make freight rates, other than car- 
rier competition, which inc ludes, of course, market competition. 

We have had numerous such matters before the Commission from 
time to time. I think it is commonly recognized that a great deal of 
the rate activity occurring today is sparked by either private or 
exempt transportation either on the waterways or on land. I don’t 
believe that any carrier, be he water, rail, or motortruck, should have 
his hands tied in meeting competition to the extent that they cannot 
meet that competition arising from private carriage or from other 
forms of diversion that have nothing at all to do with diversion be- 
tween carriers but do have a general application that provides that 
restriction. 

In my statement I have asked that you restrict your considerations, 
and this may be a little bit broad on my part, but I have asked that 
you restrict your considerations to the primary point of the hearing, 
and that is coastwise and intercoastal services, the so-called deepwater 
domestic trades. 

The involvement of inland water transportation with the deep 
water presents two distinct differences in transportation forms and 
media. It presents enormous complicated ek a in regulation 
that, as 1 understand it, are being covered today under your Reso- 
Jution 29. 

The Department of Commerce has taken a stab at it. It is also 
under consideration in several bills pending before the Congress. It 
is a matter that will have to be covered through broad and exhaustive 
methods. 

[ am of the conviction that there is nothing wrong at the moment 
with the Interstate Commerce Act so far as it pertains to deepwater 
domestic trades. I believe that all the Commission needs is a declara- 
tion of intention of the desires of Congress in the form of some type 
of resolution that would be pretty well along the pattern of the Hoch- 
smith resolution in 1925. I believe that this Senate, through the 
medium of this committee, can very well provide the directives to the 
Interstate Commerce Commission to keep our deepwater domestic 
trades in existence. I believe that is something that can be done 
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without the complications, the delay, that would arise through new 
legislation that has a patchwork. We are going eventually to find 
a rewritten Interstate Guniienes Act. I believe that. I believe that 
all of us in the transportation business agree on that point. But at 
this moment, as we sit here today considering a matter that we know is 
of the moment, I believe that the Interstate Commerce Commission 
can very well handle itself dutifully if it were possessed of an appro- 
priate directive from the Senate in the form of a resolution express- 
ing the desire and intent of the Senate in the administration of the 
present act, and that is my story, sir. 

Senator Bartierr. Mr. Barton ¢ 

Mr. Barron. What form would this directive take? Would you 
have it patterned after the Hoch-Smith resolution ¢ 

Mr. Perry. The necessity of differential ratemaking, that the water 
carrier would be assured of differential. 

Mr. Barron. Coming back to the question asked preceding wit- 
nesses, would you have the public deprived of low-cost transportation 
where the low-cost carrier offers rates which cover fully distributed 
costs but the use of which harms another form of transportation / 

Or, to put it another way, if the railroads can put in rates that 
cover fully distributed costs with which the water carriers cannot com- 
pete, w ould you require that there be a differential in favor of the water 

carriers in any event ? 

Mr. Perry. When we say “water carriers,” let’s talk about deep- 
water domestic trades. 

The matter of minimum rate applications prior to 1940 was an 
effective and orderly means of keeping the deepwater domestic trades 
in business. There is not the same complications that arise from pri- 
vate carriage, from nonexempt carriage on the deep water that are 
presented on the inland waters. 

In the case of differentials, as they were observed by the various 
decisions preceding 1940, when the water carriers were under the juris- 
diction of the Federal Maritime Board, the cost of transportation 
found its way at the level of water carrier costs. The railroads, in 
seeking to meet those water carrier costs, were required to maintain 
differentials, so there you have a situation where you do not have the 
complications that you speak of on the matter of fully distributed 
costs; you find the low-cost carrier dropping himself down to his 
proper medium of transportation in the search for business, where the 

railroad, not being permitted to reduce to the point where that carrier, 
is not an effective competitor. 

Mr. Barton. That does not answer my question. Where the rail- 
roads are the most. efficient carrier, would you have the water carrier 
protected by a rate differential despite the railroads greater efficiency! 

Mr. Perry. Now you are going to the general subject of water trans- 
portation; inland, Great Lake, intercoastal, deep water. 

Mr. Barron. Coastwise. 

Mr. Perry. I believe the coastwise carrier should be protected by 
a differential, but I don’t believe in differentials for all water shipping. 

Mr. Barton. Let us just talk about coastwise. 

Mr. Perry. Then I do say differentials. 

Mr. Barton. Even if the railroads could move the traffic on a lower 
cost basis ? 
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Mr. Perry. Railroads are inhertently more efficient from the stand- 
oint of service. 

Mr. Barton. I am talking about costs. 

Mr. Perry. I am hedging because I don’t agree in ratemaking on 
the principle of fully distributed costs. The only effect you are going 
to have in a search for fully distributed costs is you are going to drive 
transportation to a private or exempt medium, because a shipper is 
going to ascertain and develop low-cost transportation. If a common 

carrier can’t provide it, he will search elsewhere. 

Mr. Barron. That is one reason why the railroads, as I understand 
it, are trying to lower their rates: to prevent private carriage from 
getting the traffic. 

Mr. Perry. W hy, certainly; and any persons advocating fully dis- 
tributed costs are failing, with all due respect, to take into account the 
other competitive forces that exist in the transportation field today. 

Mr. Barron. Aren’t the railroads entitled to make a profit out of 
their business ? 

Mr. Perry. I believe that is what I said. 

Mr. Barron. Particularly where their costs are lower than water 
carrier costs ? 

Mr. Perry. Now, I am back to my distinction on coastwise. I be- 
lieve the coastwise carriers should be maintained, literally shielded, 
and that is the one exception to that in the whole transportation field. 

Mr. Barton. You wouldn’t have this apply to the inland water 
carriers ? 

Mr. Perry. No, sir; I believe there your competition, your operating 
costs find their own basis, but I do not believe that a coastwise carrier 
can exist without some aid from the Government in the form of a 
shielding or even to the point, Heaven praise, of subsidy, because I 
firmly believe that coastwise carriage is a means of our merchant 
marine; it sets up an entirely different aspect from other forms of 
transportation. 

Mr. Barron. Thank you, sir. 

Senator Bartterr. Thank you, Mr. Perry. 

Mr. Barton. Mr. Chairman, Mr. Frank S. Clay of Portland, Oreg., 
was here yesterday but found it necessary to return home. He stated 
that in view of the fact his statement agreed substantially with those 
of Mr. Glickman, Mr. McJunkin, and Mr. Dewey, that it would not 
be necessary for him to remain and read his statement but asked that 
it be placed in the record. 

(The statement follows :) 


STATEMENT OF FRANK S. CLAY, SECRETARY-MANAGER, PORTLAND FREIGHT 
TRAFFIC ASSOCIATION, PORTLAND, OREG. 


My name is Frank S. Clay. I am secretary-manager of the Portland Freight 
Traffic Association with a business address of suite 907, Portland Trust Build- 
ing, Portland, Oreg. 

I appear in behalf of the Portland Freight Traffic Association and its members 
with particular emphasis in regard to the following members: 

Port of Portland, Oreg., Commission, Post Office Box 4099, Portland, Oreg. 

Commission of Public Docks of the City of Portland, Oreg., 3070 Northwest 
Front Street, Portland, Oreg. 

Port of Vancouver, Wash., Post Office Box 570, Vancouver, Wash. 

Port of Longview, Wash., Longview, Wash. 

The Portland Freight Traffic Association is a voluntary organization with its 
office and place of business at Portland, Oreg. Its membership consists of manu- 
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facturers, wholesalers, jobbers, distributors, and various other types of business 
in the Portland, Oreg.-Vancouver, Wash. metropolitan area and contiguous com- 
munity. In addition, the above-named port bodies concerned in port and Colum- 
bia River development or interested in Columbia River, maritime, or genera] 
expansion of commerce in the Columbia Basin are members of or affiliated with 
this association. 

This association was formed and is maintained to defend, to sponsor, and to 
develop the interests of its members and broadly of the community at large, in 
the rates and services of various agencies of transportation, including common 
and all other carriers by railroad, motortruck, airlines and waterlines, and in 
matters relating to traffic and transportation and in questions or controversies in 
connection therewith. This association has been actively and continuously 
engaged in this field for over 60 years. I personally have been engaged in 
freight-traffic and transportation work for over 30 years and have occupied my 
present position for the past 20 years. 

The commission of public docks was created in 1910 and is an autonomous 
department of the city of Portland, Oreg., governed by five commissioners. The 
commission was established to build and operate wharves, docks, grain elevators, 
and similar appurtenances for the interchange of commerce with waterborne 
transportation, and to promote and develop traftic through the port of Portland, 
At the present time the value of the commission’s properties within the city of 
Portland amounts to $30 million. Portland is located on the Willamette River, 
a tributary of the Columbia River, 110 miles from the ocean. It has an excellent 
deep-water channel to the sea, 35 feet deep and 500 feet wide, and 48 feet deep 
and three-quarters mile wide at the Columbia River entrance. 

The Port of Portland Commission administers the port of Portland, Oreg., 
which is a port district created by an act of the State legislature in 1891, 
It embraces an area of 218 square miles, comprised of the city of Portland 
and part of Multnomah County. The port of Portland is governed by a com- 
mission of nine members appointed by the Governor of the State, and its 
function is to operate dredges, drydocks, tugs, airports, maintain river chan- 
nels, and do all manner of things considered necessary by the commission in 
the promotion and development of waterborne traffic and commerce through the 
district. It has an investment of $30 million in drydocks, ship repair yards, 
dredges, tugs, airports, and other facilities. Its drydocks are a most important 
factor in the Columbia River's shipbuilding and repair ivdustry that amounts 
to $15 million annually, of which over $8 million is in wages annually. 

The port of Vancouver, Wash., is a port district comprised of three-fifths 
of the total area of Clark County, Wash., and is located near the confluence 
of the Willamette and Columbia Rivers. It operates wharves, docks, and termi- 
nals for the interchange of waterborne commerce, with a value of $10 million 
and is governed by a commission of three members. 

The port of Longview, Wash., is a port district, made up of the northern 
two-thirds of Cowlitz County, Wash. It is located on the Columbia River 
approximately midway between Portland and the sea. It operates wharves, 
docks, grain elevators, and other instrumentalities necessary for the interchange 
of waterborne commerce and is governed by a commission consisting of three 
members, with an investment in facilities of $10 million. 

All of the above-described Columbia River ports are gateways of worldwide 
traffic, both import and export, as well as coastwise, intercoastal, Hawaiian, 
and Alaska traffic to and from the Pacific Northwest States of Oregon, Washing- 
ton, Idaho, and Montana. They also handle substantial volumes of. traffic 
moving trancontinentally to and from Midwest and eastern points of the United 
States. Consequently, they have a vital interest in the maintenance of an 
adequate merchant marine under the U.S. flag. 


POSITION OF THE LOWER COLUMBIA RIVER PORTS 
This hearing of the Senate committee is largely the result of the passage of a 
resolution by the American Association of Port Authorities, Inc., at its annual 


meeting in December 1959. The text of the resolution is as follows: 


“Resolution E-17—Regarding Intercoastal and Coastwise Shipping Services 


“Resolved, That the American Association of Port Authorities views with grave 
concern the present threat to the continued existence of U.S. intercoastal and 
coastwise shipping as a result of the failure of section 15a(3) of the Inter- 
state Commerce Act, and the interpretation and administration thereof by the 
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Interstate Commerce Commission, to control destructive competitive rate- 
cutting practices that are contrary to the national transportation policy which 
declares it to be ‘the policy of the Congress to provide for fair and impartial 
regulation of all modes of transportation subject to the provisions of this 
act * * * to the end of developing, coordinating, and preserving a national 
transportation system by water, highway, rail, as well as other means to meet 
the needs of the commerce of the United States * * * and the national defense.’ 
The American Association of Port Authorities therefore calls upon the Inter- 
state and Foreign Commerce Committees of the Senate and House of Repre- 
sentatives to reexamine section 15a(3) of the Interstate Commerce Act and the 
administration thereof by the Interstate Commerce Commission, and requests 
that such reexamination will include an investigation and analysis of Inter- 
state Commerce Commission actions and interpretations to date under section 
15a(3) which are causing and threatening to cause wholesale diversion of volume 
commodities to the degree that the continued existence of intercoastal and 
coastwise shipping is placed in grave jeopardy.” 

The ports of the lower Columbia River previously named are members of the 
American Association of Port Authorities; they participated in the annual meet- 
ing and had a substantial part in the preparation and passage of this resolution. 

The testimony of the American Association of Port Authorities is being 
presented to the Senate commitee by Mr. Charles R. Seal, deputy executive 
director of the Virginia State Ports Authority, Norfolk, Va., and chairman of 
the American Association’s Commitee on Domestic Waterborne Commerce. For 
the sake of brevity and to avoid duplication, the lower Columbia River ports 
and the Portland Freight Traffic Association adopt in full, as though it were 
their own, the testimony and evidence introduced by Chairman Seal. The 
Columbia River ports in this statement wish to go further and enlighten the 
committee upon the importance to the Pacific Northwest States of Oregon, 
Washington, and Idaho of an adequate merchant marine, under U.S. flag not only 
in foreign commerce, but with particular reference to our domestic coastwise 
and intercoastal shipping. 

INTERCOASTAL TRADE 
Historical background 

The intercoastal trade embraces all cargo (except bulk liquid cargoes in 
tankers) transported in dry-cargo vessels, of all common and contract carriers, 
between U.S. Atlantic/Gulf of Mexico ports and U.S. Pacific coast ports, via 
the Panama Canal. Only those carriers which have been granted common 
earrier certificates of convenience and necessity or contract carrier permits, 
pursuant to the provisions of part III of the Interstate Commere Act, as 
amended, may conduct intercoastal operations for hire. 

Pacific Northwest States are the furtherest removed from the populous east- 
ern industrial area of the United States with the exception of the new States 
of Alaska and Hawaii. This is a vast surplus producing area with a relatively 
small population; consequently, we must find an outlet for products in the 
markets of the Atlantic seaboard and the gulf coast. 

The construction and opening of the Panama Canal in 1914 provided a new 
era and mode of transportation between the distant Pacific Northwest and the 
Eastern States. After the passage of the Intercoastal Shipping Act of 1916 and 
since for over a generation the intercoastal and coastwise shipping trade grew, 
thrived, and prospered. By 1930 there were 150 cargo vessels operating in the 
intercoastal trade. By 1955 this fleet had dwindled to 60 vessels, and it is 
doubtful if now there are 40 ships left in this trade. In 1939 the dry-cargo 
intercoastal fleet carried approximately 7,500,000 tons of cargo. By 1955 this 
had fallen to 4,500,000 tons of cargo, and today the tonnage is probably 3 million 
tons. The last of the intercoastal general cargo carriers, Luckenback Steam- 
ship Co., is presently struggling for survival against severe railroad rate cutting 
competition. 

PACIFIC COASTWISE TRADE 
Historical background 


This statement of domestic Pacific coastwise steamship trade is made with 
the thought in mind that, historically, the major development of common carrier 
services commenced following the termination of World War I. It should be 
recalled, however, that for many years, going back to 1850, the only means of 
commerce between California, Oregon, and Washington, was by sailing vessels. 
Rail transportation was initiated a long while after there had been a steady 
flow of traffic coastwise by water. The problems of the water carriers in later 
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years have been mainly those of retaining or preventing the diversion of their 
traffic volume to land transportation. 

The Pacific coastwise trade embraces steamship service interstate between 
the States of California, Oregon, and Washington, intrastate between northern 
California ports and southern California ports, and local traffic intrastate be- 
tween cities on Puget Sound such as Seattle and Tacoma. 

During the decade 1920-30 approximately 100 vessels (mostly wooden steam 
schooners) carrying lumber southbound, general cargo northbound, plied the 
-acific coastwise trade between Columbia River-Puget Sound ports and Cali- 
fornia, and also the small out ports such as Grays Harbor, Wash., Coos Bay, 
Oreg., Fort Bragg and Crescent City, Calif., et cetera. 

Gradually steel vesels were acquired, purchased from the World War I 
surplus fleet. By 1930, 147 vessels were engaged in the Pacific coastwise trade, 
The trade had reached its peak. 

In 1934 the series of maritime labor strikes both ashore and afloat began. 
The strikes continued in 1936 and were the beginning of a serious decline in 
the Pacific coastwise steamship trade. 

In 1939 (the last normal year prior to the beginning of World War II) there 
were five steamship sailings a week between Portland and other Columbia River 
ports and California such as San Francisco and Los Angeles. In 1939 the total 
Pacific coastwise tonnage carried between California cities and Columbia 
River-Puget Sound ports was 1,100,000 short tons of general cargo (this ex- 
cludes lumber and bulk commodities). With the outbreak of World War IT in 
Europe in 1939, followed by Pearl Harbor in 1941, the Pacific coastwise ships 
rapidly disappeared into the war effort—sold to European countries and 
requisitioned by the U.S. War Shipping Administration. The Pacific coast- 
wise trade has never recovered in full vigor since the war period which ended 
in 1946. 

In late February, 1960, the last remaining ship engaged in carrying general 
cargo operating from Columbia River ports to San Francisco-Los Angeles; i.e, 
the SS Coast Progress, owned by the Coastwise Steamship Line, semimonthly 
service and carrying practically nothing but newsprint paper from various Co- 
lumbia River paper mills was withdrawn from the service. 

There are now approximately 10 barge lines holding certificates of public 
convenience and necessity from the Interstate Commerce Commission perform- 
ing an irregular and erratic service between Columbia River ports and California 
and also in the carriage of lumber from out ports on the Oregon coast such as 
Coos Bay, Newport, and Bandon to California. 

Other than the above-described barge service occasional vessels operate from 
California to Columbia River ports carrying bulk cargoes of salt and a very 
heavy petroleum trafic in the oil tanker trade and an occasional lumber schooner 
southbound as inducements offer. What is termed as the “general cargo trade” 
has completely disappeared from the Pacific coastwise steamship service. 


THE FREIGHT RATE SITUATION 


The competitive rate situation of the intercoastal steamship lines and the 
Pacific coastwise steamship lines vis-a-vis the transcontinental railroads and 
the Pacific coastwise railroads has been a continuous struggle before the Inter- 
state Commerce Commission for the past 30 years over freight rates and com- 
petitive traffic. 

Undoubtedly, much testimony will be introduced by steamship operators and 
steamship conferences regarding railroad rate reductions covering this period 
on selective descriptions of traffic, also, the transcontinental railroads and 
2acific coast railroads fourth section relief rates (lower rates between the 
ports and higher rates at intermediate points unaffected by water competition). 
These two particular actions by the rail carriers have taken a heavy toll from 
the waterlines and as a result have established a rate ceiling by railroads above 
which Pacific coastwise and intercoastal steamship lines cannot increase their 
rates to meet constantly rising costs of operation. 

ICC Docket No. 33234—Canned and Preserved Foodstuffs, Pacific Coast to 
Eastern Points, in the process of hearing and investigation before the Inter- 
state Commerce Commission, is a typical example of present severe competition 
that limits the chances for survival of the intercoastal steamship trade, which 
should be of interest to the House Merchant Marine and Fisheries Committee 
at this time. The issue involved is the effort of the transcontinental railroads 
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to recapture this traffic from the intercoastal steamship lines by instituting 
extremely low freight rates on this commodity. 

Tonnagewise, eastbound canned and preserved foodstuffs is the largest single 
description of traffic left to the intercoastal lines of which Luckenbach Steamship 
Co. is the last remaining general cargo carrier via Panama Canal. The east- 
pound canned goods intercoastal traffic has averaged approximately 350,000 tons 
annually originating in California and about 50,000 tons originating in the States 
of Oregon and Washington. 

An epitome of this particular rate situation is as follows: 

“Transcontinental rail lines filed tariffs with the ICC reducing rates on east- 
pound canned and preserved foodstuffs in carloads from Pacific coast to eastern 
points (at North Atlantic seaboard and points west thereof) to $1.74 per hundred- 
weight, minimum 75,000 pounds, effective January 9, 1960, and to expire October 
92, 1960, unless sooner canceled, changed, or extended. Prior to this reduction 
the rail rate was $1.94 per hundredweight, minimum 60,000 pounds per carload.” 

At the time of this rail rate reduction the intercoastal water rate by the 
Panama Canal, port to port, was $1.54 per hundredweight, minimum 20,000 
pounds per shipment, to which must be added the various miscellaneous gather- 
ing and distributing charges at the Pacific coast ports and Atlantic coast ports 
such as trucking, wharfage, and marine insurance of approximately 40 cents per 
hundredweight, making an average total rate cost via water movement of $1.94 
per hundredweight, minimum 20,000 pounds per shipment. 

Notwithstanding petitions for suspension and investigation filed with the ICC 
against this unduly low railroad rate by the Portland Freight Traffic Associa- 
tion as well as other petitioners and ports on San Francisco Bay and North 
Atlantic ports, the Interstate Commerce Commission declined to suspend the 
rate, but placed it under investigation to determine its lawfulness. Appeals to 
the U.S. District Court for the District of Delaware for a temporary restrain- 
ing order were unsuccessful; the court stated it was without jurisdiction. 

In order to avoid the complete loss of all intercoastal canned goods traffic, the 
intercoastal steamship carriers reduced their port-to-port rate, effective March 
10, 1960, to $1.48 per hundredweight, minimum 10,000 pounds per shipment, 
attempting to meet the described rail rate reduction. In the face of these rate 
reductions, loss of revenue, and constantly rising costs, the general consensus of 
opinion among shipping men well versed in the intercoastal trade is that these 
lines cannot long survive. Luckenbach Steamship Co.’s service from the Pacific 
Northwest to the North Atlantic ports has already been reduced from weekly 
to monthly sailings. 

Intercoastal canned goods traffic is a key commodity due to its heavy eastbound 
volume, and its loss can cause the demise of the intercoastal trade. When this 
happens many other descriptions of traffic which move in lesser quantities, 
both eastbound and westbound, will also cease by intercoastal steamship lines. 
It is estimated that the port revenues, business, and commercial enterprise 
normally engaged in the handling of intercoastal waterborne traffic through the 
port of Portland, Oreg., is $1,500,000 annually. 

As an example in connection with the Pacific coastwise rate situation, at- 
tention is called to ICC docket I. & S. 6752, Newsprint Paper, British Columbia, 
Canda, to Pacific Coast Points. In recent years one of the most substantial 
types of waterborne commerce from the Pacific Northwest to points in Cali- 
fornia has been paper and paper articles moving from large papermills at 
Columbia River ports, Puget Sound ports, and British Columbia ports of Powell 
River and Duncan Bay. The issue involved in this instance is the reduction 
in rail rates on paper and paper articles, particularly newsprint paper in 
jumbo rolis, by North Pacific and South Pacific Coast Railroads in order to 
divert and insure this traffic to a rail movement. 

Pacific Northwest States of Oregon and Washington and the Province of 
British Columbia, Canada, is the largest producing area of wood products, 
wood pulp and, consequently, paper and related articles, because of the enor- 
mous stands of timber in the Pacific Northwest region. One of the largest 
descriptions of traffic from this region to points in California is newsprint 
paper in jumbo rolls. 

A summarization of this particular rate situation is as follows: 

“On May 5, 1957, the North Pacific and South Pacific Rail Lines reduced 
their rates on newsprint paper from ports and points on Columbia River- 
Puget Sound, and in British Columbia such as Oregon City, Oreg., Camas, Wash., 
St. Helens, Oreg., Tacoma, Seattle, Port Townsend, and Port Angeles, Wash., 
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Dunean Bay and Powell River, British Columbia, to San Francisco and Long 
Beach, Calif., to 75 cents per hundredweight, minimum 70,000 pounds to San 
Francisco and 80 cents per hundredweight, minimum 70,000 pounds per car to 
Los Angeles. This reduced rate was temporary to expire May 31, 1959, unless 
sooner canceled, changed, or extended. Prior to this rail rate reduction the rate 
from the Pacific Northwest to San Francisco was 84 cents per hundredweight, 
minimum 50,000 pounds, and $1 per hundredweight to Los Angeles, minimum 
50,000 pounds.” 

One of the principal newsprint producing mills near Portland, Oreg., is 
located at Oregon City, Oreg. At the time of the above-named rail rate reduc- 
tion the through motor carrier-water rate from Oregon City via Portland to 
San Francisco was 7014 cents per hundredweight, minimum 24,000 pounds, 
and to the city of Los Angeles 944%, cents per hundredweight, minimum 24,000 
pounds. These rates comprise a combination of motor carrier and water rates 
to and from the ports plus wharfage and miscellaneous charges. Notwith- 
standing petitions for suspension and investigation tiled with the ICC against 
this unduly low railroad rate by the Portland Freight Traffic Association as 
well as other petHioners and particularly Coastwise Steamship Co., the Inter- 
State Commerce Commission declined to suspend the rate and it became ef- 
fective May 5, 1957. 

Appeals to the U.S. District Court for the Northern District of California, 
Southern Division, for an injunction against the Interstate Commerce Com- 
mission were unsuccessful. 

In a further effort to compete for the newsprint paper traffic, Coastwise 
Line reduced its rate on June 9, 1959, from the Columbia River to San Fran- 
cisco to 60%, cents per hundredweight and to Los Angeles 85% cents per 
hundredweight, minimum 24,000 pounds. These rates are motor carrier and 
water combinations on a through basis from Oregon City, Oreg., to Los Angeles, 
Calif. 

During the past year Coastwise Line had been operating its steamer, SS 
Coast Progress, on a semimonthly basis from Columbia River to California, 
southbound carrying newsprint paper to the extent of 3,000 tons per voyage 
and northbound from California cities to Seattle with cargo vans for trans- 
shipment to Alaska. 

On February 25, 1960, Coastwise Line announced its withdrawal of the SS 
Coast Progress from the Pacific coastwise trade. In a public announcement it 
stated the action was due to “destructive railroad competition” and “selective 
rate cutting” by the railroads. In 1936 Coastwise Line had six vessels in the 
coastwise trade and the withdrawal of the SS Coast Progress marked the end 
of general cargo steamship service on the Pacific coast between the Columbia 
River ports in Oregon and Washington and the Puget Sound ports in Washington 
on one hand and California ports on the other hand. 

From a legislative standpoint, the lower Columbia River ports wish to empha- 
size what, in their opinion, is the failure of the full and impartial administra- 
tion and enforcement of the national transportation policy declared by Congress. 
The text is as follows: 


“NATIONAL TRANSPORTATION POLICY 


“It is hereby declared to be the national transportation policy of the Congress 
to provide for fair and impartial regulation of all modes of transportation sub- 
ject to the provisions of this Act, so administered as to recognize and preserve 
the inherent advantages of each; to promote safe, adequate, economical, and 
efficient service and foster sound economic conditions in transportation and 
among the several carriers; to encourage the establishment and maintenance of 
reasonable charges for transportation services, without unjust discriminations, 
undue preferences or advantages, or unfair or destructive competitive practices ; 
to cooperate with the several States and the duly authorized officials thereof; 
and to encourage fair wages and equitable working conditions; all to the end of 
developing, coordinating, and preserving a national transportation system by 

vater, highway, and rail, as well as other means, adequate to meet the needs 
of the commerce of the United States, of the Postal Service, and of the national 
defense. All of the provisions of this Act shall be administered and enforced 
with a view to carry out the above declaration of policy.” 

(Sept. 18, 1940, 49 U.S.C., preceding secs. 1, 301, 901, and 1001.) 
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RULE OF RATEMAKING—SECTION 15A 
PART I—INTERSTATE COMMERCE ACT 


Effective August 12, 1958, Congress enacted iegislation Which added para- 
graph (3) to section 15A, the text of which is as follows: 

“(3) In a proceeding involving competition between carriers of different 
modes of transportation subject to this Act, the Commission, in determining 
whether a rate is lower than a reasonable minimum rate, shall consider the 
facts and circumstances attending the movement of the traffic by the carrier 
or carriers to which the rate is applicable. Rates of a carrier shall not be held 
up to a particular level to protect the traflic of any other mode of transportation, 
giving due consideration to the objectives of the national transportation policy 
declared in this act.” 

The enactment of section 15A(3) has brought about fundamental changes in 
the rule of ratemaking by the Commission because in many previous decisions 
involving competitive ratemaking between two modes of transportation, the 
Commission has frequently considered such elements as (1) that the rates under 
investigation are unduly low; or (2) the rates are lower than necessary to meet 
competition and, therefore, constitute destructive ratemaking practices, al- 
though the assailed rates might be reasonably compensatory. Some decisions 
on this point are: 

272 1.C.C. 781, Scrap Iron from New Orleans and Mobile to St. Louis and 
Chicago. 

280 1.C.C. 509, Petroleum Products from Los Angeles to Arizona and New 
Mexico. 

292 1.C.C. 797, Pig Lead from Texas to St. Louis and East St. Louis. 

293 L.C.C. 427, Scrap Tobacco from Newark, N.J. to Selma, Alabama. 

In a decision, which is regarded by most traffic men as a “test case” before the 
Commission in the interpretation of section 15A (3), is the so-called Paint Motor 
Rates case, from the Chicago area to New York, I.C.C. docket I & S No. 7027, 
decided August 27, 1959. This involved rail rate reductions on paint which 
were suspended and placed under investigation by the Interstate Commerce 
Commission. The Commission decided the rates are low, but reasonably com- 
pensatory, and therefore lawful. 

It seems inevitable, in the face of the present plight of intercoastal and 
Pacific coastwise shipping that this mode of water transportation is threatened 
with extinction. If the rail carriers are permitted to continue instituting rates 
based upon out-of-pocket cost or bare minimum reasonable basis on selected 
descriptions of traflic susceptible to water transportation, while initiating rates 
on other descriptions of traffic not subject to water competition based upon 
fully distributed cost or maximum reasonable basis, the end of our domestic 
water transportation cannot be far distant. 

Congress should closely reexamine and take a fresh look at the objectives of 
the national transportation policy and the overall administration of the Inter- 
state Commerce Act. 

Our American-flag domestic shipping in two world wars was one of the U.S. 
first lines of defense and the public and national interest should be taken into 
consideration in this respect. We do not overlook the great services performed 
by the Nation’s railroads duying these national emergencies nor the part played 
by the motor carriers in World War II, but assuredly the National needs all 
modes of transportation which are under regulation by the Interstate Com- 
merce Act. 


Senator Barrierr. The committee will stand in recess until 10 
o'clock in the morning. 


(Whereupon, at 12:08 p.m., the subcommittee adjourned, to recon- 
vene at 10 a.m., Wednesday, March 30, 1960.) 
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DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


WEDNESDAY, MARCH 30, 1960 


U.S. SENATE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
CoMMITTEE ON INTERSTATE AND FoREIGN SERVICE, 
Washington, D.C. 

The subcommittee was called to order at 10 a.m., in room 5110, New 
Senate Office Building, Hon. E. L. Bartlett presiding. 

Senator Bartierr. The committee will bein order. We are pleased 
to have a member of the full committee with us today, Senator Mon- 
roney from Oklahoma. We shall be glad to hear from you, Senator. 

I understand that you have a statement to make at this time. 

Senator Monronry. Well, one thing I wanted to be here to introduce 
my constituent and longtime friend, Mr. Del Rentzel, who will testify 
at the opening of the session. Mr. Rentzel not only is an active leader 
in Oklahoma business and in the transportation field, in aviation, but 
has a long record as a specialist in transportation. He was formerly 
with W. R. Grace & Co., with American Airlines as one of the 
oficials of that great concern, later became Administrator of the 
Civil Aeronautics Administration, and Chairman of the Civil Aero- 
nautics Board. Subsequently, he became Under Secretary of Com- 
merce for Transportation. 

He has pr wheliby as wide an experience in all of our great forms of 
transportation as any man in the United States, going “from aviation 
to the steamship business, and then to trucking. Also, as Under Sec- 
retary of Commerce for Transportation, he “obtained considerable 
knowledge of railroads. It is for these purposes that I want to be 
here, both to hear his testimony and to present the privilege extended 
by the chairman of introducing him to the committee. 

Senator Bartietr. We are glad to have that preliminary statement 
from you, Senator. The acting chairman, by reason of past experi- 
ences and associations with Mr. Rentzel in days long since past, would 


desire to associate himself with everything you have said. Mr. 
Rentzel. 


STATEMENT OF DELOS W. RENTZEL, CHAIRMAN, BOARD OF DIREC- 
TORS, NATIONAL AUTOMOBILE TRANSPORTERS ASSOCIATION 


Mr. Renrzev. Mr. Chairman, gentlemen of the committee, I ap- 
preciate very much the opportunity to appear here before you again. 
I have a prepared statement which I would like to read, Mr. Chair- 
man, and at one or two points go off the prepared statement and 
make a couple of comments. 
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Senator Barrierr. Very well. 

Mr. Renvrzev. My name is D. W. Rentzel. Iam president of United 
Transports, Inc., with its principal office at 4900 North Santa Fe 
Avenue, Oklahoma City, Okla. This company is a common motor 
carrier restricted to the transportation of automobiles and other 
motor vehicles, and under its certificate issued by the Interstate Com- 
merce Commission, it is not permitted to transport any other com- 
modity. 

I am also chairman of the board of directors of the National Auto- 
mobile Transporters Association, which is the national trade associa- 
tion representing the vast majority of motor carriers engaged in the 
transportation of automobiles and related articles. Our association is 
affiliated with and appears in support of the American Trucking 
Associations, Ine. 

We are appearing before you because our type of specialized and 
tightly restricted operation typifies and reduces to its simplest terms 
the fundamental problem you have under consideration. ‘This prob- 
lem is the unrestrained, carefully planned campaign of the railroads 
to destroy their competitors through the technique of selective and 
predatory rate cutting. 

To bring the current picture into proper focus, it is necessary to re- 
view br iefly the events that have gone before, ‘and since the whole 
future of transportation is at stake, we cannot afford to mince words. 

The railroads have been one of the leading industrial powers on the 
American scene for a century, and they still are. <All during their 
100-year history they have used every art known to man to get their 
own selfish way. 

The railroads were built upon a foundation of land-grant and cash 
subsidies of a magnitude that were unknown before and have not been 
approached since. They never came close to repaying this debt 
through reduced rates to the Government, and the Government finally 
forgave the debt in one of the countless prescriptions written by the 
railroads, themselves, to cure their own chronic and largely fictitious 
illness. 

I would refer the committee here to Chairman Eastman’s report 
to the Congress in 1941. 

Throughout their history, these industrial hypochondriacs have 
yelled “sick-sick-sick” to win favors by creating sympathy or fear. 
This was true long before they had any competition worthy of the 
name. The “sick” plea has been a part of every special advantage 
thye have sought and obtained for a hundred years, and this so-called 
sick man of transportation is healthier and more powerful today than 
ever. 

Speaking of the so-called railroad problem, the president of a large 
southern railroad was quoted the other day as saying: “There never 
seems to be any real and lasting solution.” 

I might add he also reported record earnings of $4.65 a share for 
1959. 

The railroad idea of a real and lasting solution is elimination of 
competitors and the monopoly of the transportation business by the 
people who control the railroads. Virtually all of the prescriptions 
which they concoct have this objective in mind. 

At the same time, they steadfastly have ignored proposals to do 
something to correct the things which basic: lly are wrong with them. 





In 
fal 


re} 
the 


fre 
rat 


lat 
yes 


in 
gr 


tio 


mu 
Col 
the 
wil 


sol 
eli 


for 
be 
gre 


lie 
us 
su 
to 


ou 
al 





we SS wa SS OP 


or 


DECLINE OF COASTAL SHIPPING INDUSTRY 281 


In this category are their huge deficits from passenger service and their 
failure to consolidate. 

The U.S. Department of Commerce, in the special transportation 
report sent to Congress just a few days ago, placed emphasis upon 
these two matters. Speaking of the railroads, it stated: 

Their billion-dollar-a-year losses from long-haul passenger business and some 
freight traffic should not be allowed to persist * * *. They should consolidate, 
rationalize, and drop duplicating facilities and obsolete plant. 

These suggestions by the Department of Commerce are just the 
latest of a long, long line of similar recommendations going back many 
years, and the railroads undoubtedly will brush them off as they have 
in the past. But Congress should not brush them off. Instead, Con- 
gress should stop accepting the railroads’ own diagnosis and prescrip- 
tions for what ails them. 

It was refreshing to read in the Wall Street Journal just a few days 
ago that at least one big railroad man is thinking in terms of getting 
at the core of the problem. 

Our industry— 
said the president of the Pennsylvania Railroad— 


must face up to the simple fact that there are just too many railroads in the 
country today for their own good and for the public’s good, and that mergers and 
the consequent elimination of duplicate facilities and wasteful competition 
within the industry are the only solution. 


He continued: 


I sometimes wonder if our hands are entirely clean when we neglect to remedy 
some of our own wasteful practices, as exemplified by our reluctance to date to 
eliminate unnecessary tracks and facilities through consolidations. 


He said the railroad industry— 


for the past 40 years, except for occasional breakthroughs here and there, has 
been avoiding and ignoring a natural process of evolution by which it could 
grow in usefulness and efficiency. 


He expressed the view that the salvation of the railroads— 


lies in fewer but more vibrant and dynamic organizations with doors that are 
worth having our names on—and I think that is what consolidations would give 


us. 

Outsiders have been saying these things for half a century, but when 
such an admission comes from the president of the biggest railroad in 
the country, isn’t it time that Congress and everyone else sat up and 
took notice ¢ 

Now the problem this committee currently is exploring has grown 
out of the last effort, in 1958, to treat symptoms instead of the basic 
ailment, and in business as in medicine, this can only lead to disaster. 

Time will not permit us to review all of the times the railroads have 
threatened Congress and everyone else with the prospect that they 
were about to go out of business. 

One such instance, however, is highly pertinent to the matter you 
have under consideration. In the early 1930’s the railroads launched a 
widespread campaign to sell the idea that regulation of them without 
regulating motor carriers was driving them out of business. 

Therefore, in 1935 Congress adopted the Motor Carrier Act which, 
according to the Interstate Commerce Commission, itself, applied 
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regulations to motor carriers which were more comprehensive than 
railroad regulation. 

This law resulted in many tight controls on motor carrier operation, 
including rigid limits upon the commodities that could be transported 
and the points or areas that could be served. For example, automobile 
transporters ever since have been confined to transportation of auto- 
mobiles and related articles between carefully defined points. 

The motor carrier industry accepted this regulation with all of its 
responsibilities and restrictions because the law also contained safe- 
guards against destructive rates and wholesale ownership and opera- 
tion of trucks by the railroads. The story was repeated in 1940 with 
respect to the water carriers. 

Having obtained such comprehensive regulation of their competi- 
tors, the railroads almost immediately started a campaign having 
as its objective the continuance of the restrictions thus placed upon 
such competitors, but removeal or weakening of the safeguards de- 
signed to prevent the railroads from destroying or gobbling up these 
competitors. This attack against the antimonopoly safeguards of the 
law has been and is constant and unrelenting. 

While this committee is holding hearings to determine what has 
happened to the safeguards against destructive rate cutting, a House 
committee across the way has been holding hearings on the latest 
rail-sponsored legislation designed to eliminate the safeguards against 
full-scale ownership by the railroads of the other modes of transport 
which compete with them. 

The last time we appeared before you was in February of 1958. At 
that time, you were considering a bundle of railroad prescriptions. 
Although the railroads have fought every progressive step the truck- 
ing industry has ever attempted, our industry graciously went along 
with every favor the railroads were seeking, with one notable ex- 
ception. 

This exception was the proposal known as the “three shall nots,” 
which would have stripped the Interstate Commerce Commission of 
most of its power to regulate competitive rates in the public interest. 
We opposed this part of the railroad program because it was a death 
warrant for the bulk of the trucking industry, with the specialized 
varriers such as automobile transports already marked as the first 
targets. 

It has always been perfectly obvious that the railroads, tremendous 
corporations serving extensive territories, authorized to haul any and 
all commodities including many with respect to which they have no 
competition, and with great financial resources, could and would use 
unrestrained selective rate cutting to ruin their smaller and limited 
competitors. It has been just as obvious that the most vulnerable 
and the first to go in such a campaign would be the specialized car- 
riers who must stand or fall with a single commodity. 

The Senate Committee on Interstate and Foreign Commerce recog- 
nized the “three shall nots” proposal for what it was and rejected it 
unanimously. This is a good place to remind you that the railroads 
opposed competition among themselves of the cutthroat type that was 
contemplated by the “three shall nots”; they only wanted it in their 
competition with other modes of transportation. 

In any event, the committee finally approved an addition to the rule 
of ratemaking (sec. 15a(3)), which states: 
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In a proceeding involving competition between carriers of different modes of 
transportation subject to this Act, the Commission, in determining whether a 
rate is lower than a reasonable minimum rate, shall consider the facts and 
circumstances attending the movement of the traffic by the carrier or carriers to 
which the rate is applicable. Rates of a carrier shall not be held up to a particu- 
lar level to protect the traffic of any other mode of transportation, giving due 
consideration to the objectives of the national transportaion policy declared in 
this Act. 

The trucking industry and other railroad competitors acquiesced 
in this addition because they understood that it merely reaffirmed the 
competitive rate policies which the Interstate Commerce Commission 
had been following right along. Since the language of this addition 
to the rule of ratemaking was borrowed substantially from an ICC 
decision involving rates on new automobiles, we feel that it is impor- 
tant for your committee to know about the high degree of competition 
that has always prevailed in the transportation of automobiles, and 
about the decision from which the language was lifted. 

In 1931, the classification rates on automobiles were established at 
110 percent of first class. Lively competition between the carriers and 
the pressure of highly competitive automobile manufacturers caused 
repeated reductions in automobile rates. The motor carriers obviously 
continued to operate under rates that returned their full cost plus 
profit or they would have gone out of business, since they had no other 
source of revenue to fall back on. 

As compared with the 110 percent of first-class rates prevailing in 
1931, by 1945 these rates had gone as low as 25 to 30 percent of first 
class from some of the assembly plants and virtually no automobile 
traffic moved at rates higher than 75 percent of first class. 

The 1945 decision (new biannilien in interstate commerce, docket. 
98190) from which the language of the new ratemaking rule was bor- 
rowed, and which thus was reaffirmed by Congress, neither endorsed 
nor allowed destructive rate cutting. 

To the contrary, this keystone decision deplored such activity. In 
this decision the ICC stated : 


There should be no further reductions in rates on automobiles that are al- 
ready down close to a noncompensatory level, and increased costs of operation 
should stimulate the carriers collectively to eliminate the depressed areas in 
their rate structure. 


In such an endeavor they should have the cooperation of the shippers to whose 
interest it is that the transportation agencies of the country be maintained in a 
healthy condition. If the resumption of automobile production brings on a 
renewal of unjustified rate cutting among the carriers, action on our part with 
respect thereto will become necessary. 

There is nothing in the language of the new addition to the rate- 
making rule, or in the decision from which it was taken, or in your 
committee report, or in the discussions which took place at the time, 
that might have forecast any significant change in the Government’s 
policy with respect to competitive rates. 

But there has been a change—a radical change—and we are forced 
to the conclusion that it grew out of the 1958 hearings and the new 
addition to the rule of ratemaking. There is no other logical expla- 
nation. 

As the consequence, thousands of trucking concerns to which the 
owners have devoted most of their lives, concerns which employ 
hundreds of thousands of people and render a vital service, are face 
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to face right now with extinction or at best crippling blows from 
which they can never recover. 

Since 1958, the railroads have resumed the selective rate attacks 
which the LCC deplored in its 1945 decision. Predatory rates which 
prior to 1958 most certainly would have been suspended, investigated, 
and rejected by the ICC, now are being allowed to go into effect w ith- 
out so much as a hearing. 

In the past, when the railroads attempted selective rate cutting on 
automobiles, the motor carriers had an opportunity to remain com- 
petitive and retain a portion of the business because of door-to-door 
service and other service differences in comparison with rail service, 

Secondly, the ICC frequently acted to prevent selective rate cut- 
ting which appeared to be destructive and which ignored long stand- 
ing value of service concepts. 

In the last 2 years the situation has rapidly changed and both of 
these safeguards have disappeared. 

First, the railroads are being allowed to completely duplicate motor 

carrier service through trailer-on-flatear service, commonly called 
piggyback, and thereby providing automobile transport: ition direct 
from the factory to dealer destination, utilizing motor carrier equip- 
ment. In other words, they are being allowed to accomplish in- 
directly that which they are prohibited by law from doing directly— 
performing what amounts to door-to-door truck service. 

This duplication of our service, coupled with the destructive rates 
which have been applied, has left us at the mercy of the railroads. 
The quality of their mercy is best demonstrated by the fact that they 
are approaching a 100-percent monopoly on the principal volume 
movement of automobiles to major distribution or population points, 
the cream of the business, leaving the unwanted residue to motor 
carriers, 

I appear before you today burdened with the frightening respon- 
sibility of making what could well be the final appeal in behalf of a 
fine and substantial group of American people—employers and em- 
ployees alike. We are not sick like the railroads continually claim 
tobe sick. We are about to die. 

As Senators you are concerned primarliy with the public interest. 
We respectfully submit that we are a very substantial part of that 
public in whose interest you are concerned. We might feel better 
about being sacrificed if we felt that a broader public interest than 
our own was being served, but nothing could be further from the 
truth. 

In the name of competition, competition is being ruthlessly de- 
stroyed, and the result is inevitable monopoly. Any advantages such 
destructive rate wars might give the shippers will be tempor ary at 
best. With competition destroy ed the railroads will have a monopoly 
that is substantially exempted from the antitrust laws which normally 
apply to other American business. 

Then the shippers and consumers will be at the mercy of the rail- 
roads. The rates will go up and the service will deteriorate. Heaven 
knows the railroads would have no difficulty showing the rates are too 
low and should be substantially increased. 

Such a monopoly is contrary to the broad public interest any way 
you look at it, particularly one that is substantially free of the normal 
antitrust controls. 
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We are not in the least surprised that the railroads are doing what 
they are doing; they have wanted to do it for a long time. The 
shocker is the fact that the Interstate Commerce Commission 1s per- 
mitting them to do it. Bi 

The initial attack came in May of 1959, when the Frisco Railway 
published piggyback rates on automobiles from St. Louis to Dallas 
and Tulsa covering the movement of loaded trailers southbound and 
the return of the empty trailers northbound. , ad 

The revenue yielded by the rate is 34 cents per rail car-mile, The 
ICC’s own waybill studies show clearly that this revenue from highly 
rated automobile traflic is below the car-mile revenue of the railroads 
on such low-rated commodities as bituminous coal, iron ore, and gravel 
and sand. 

On a national basis, the rail revenue per car-mile for bituminous 
coal is 69 cents; for iron ore, 81 cents; and for gravel and sand, 93 
cents. It should have shocked the conscience of the Commission to 
permit revenue of only 34 cents per car-mile on automobiles, 

Nevertheless, the ICC refused to suspend the rate. 

Since that time, in the short space of 10 months, the railroads have 
filed a dozen similar major rate reductions on automobiles. These 
rates are based upon out-of-pocket cost, without any regard for value 
of service or a proper contribution to overhead. They are lower than 
rates on automobiles proposed by the rails prior to 1958 and declared 
by the ICC to be unlawful. 

‘In each case we asked the ICC to suspend the rates and conduct an 
investigation into their lawfulness. Our batting average is zero. In 
every case the rates have been allowed to go into effect. As other wit- 
nesses have told you, when suspension is refused the only recourse is 
the filing of a complaint requesting an investigation. 

We have filed a complaint and the ICC has announced that some 
of the rates will be investigated. This is a long, drawn-out procedure. 
In the meantime, the business is lost and loss of the business, particu- 
larly by a carrier restricted to a single commodity, can be fatal long 
before the procedure is concluded. 

Let me illustrate by showing you what has happened in the last 10 
months to the individual company of which I am president. 

During the last 3 months of 1958, United Transports handled a total 
of 1,661 Chrysler product vehicles into the State of Oklahoma and 
developed gross revenue of $123,107.46. During the same 3 months, 
we handled 6,925 Chrysler product vehicles into the State of Texas 
and accrued revenue of $756,028 on that traffic, making a total gross 
revenue for that quarter of $879,135.46. 

The railroads lowered the boom in the spring of 1959. As a re- 
sult, in the last quarter of 1959—a much better year in the automobile 
business than 1958—our aggregate gross revenue from the Chrysler 
movements into Texas and Oklahoma nosedived to $251,433.94. This 
is a reduction of more than 70 percent in our revenue, virtually over- 
night. 

Multiply what has already happened to our single company many 
times and you have an idea of what is taking place. And the worst 
undoubtedly is yet to come, unless something is done to call a halt. 

Because the Interstate Commerce Commission has refused to grant 
suspension of the rail selective rate cuts on automobiles, we have been 
unable to get any public pronouncement as to the Commission’s inter- 
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pretation of the 1958 amendment as applied to selective rate cutting, 
particularly on automobile traffic. 

And I might go off here just a moment, Mr. Chairman, to say that 
the situation has now gotten to the point where the rails are cutting 
boxcar rates to meet piggyback rates. This is a service on which no 
new innovation has taken place but simply to meet competition, ob- 
tain business, or get new business, this boxcar rate cut is now beginning, 
There is a proposal, for example, to cut the rate from Detroit to Los 
Angeles from 998 a hundred to 677, the same service, no innovations, 
no new efficiencies, just a cut. Another one from Kenosha to south- 
west points of over a dollar a hundred, the same service, nothing new, 
but in other words the piggyback situation instead of opening what it 
should, a really cooperative effort, has now opened the doors to a real 
rate war which is what we have on our hands today. However, the 
action of the Commission in refusing to suspend these various rate 
cuts is a strong indication that the Commission is following an en- 
tirely new rule of ratemaking. Certainly, the Suspension Board is 
giving no weight to the value of service concept, and is permitting 
any type of selective rate cutting on high grade commodities so long 
as the rates will meet so-called out-of-pocket costs and regardless of 
the clearly destructive nature of the ratemaking. 

Apparently, Division 2 of the Commission which reviews the action 
of the Suspension Board either has adopted the same new view or 
else it is simply affirming the Suspension Board’s actions with no in- 
dependent review of the facts. 

I might add here, too, Mr. Chairman, away from the prepared 
statement that we have an entirely new Commission. None of these 
Commissioners date back beyond 1953. There have been 13 Commis- 
sioners appointed since 1953 by the Eisenhower administration, and 
there are 11 there now. Two have left. So I am saying that this 
Commission has neither had any background in the preparation of the 
transportation policy of 1950 or the Motor Car Act or the Water 
Carrier Act. It is a new Commission. In either event, the result is 
the same. 

Contrary to the long-established principles followed by the ICC 
prior to 1958, our experience in connection with ratemaking on auto- 
mobiles indicates that during the past year and a half the sole con- 
sideration is determining whether suspension should be granted has 
been out-of-pocket cost, and suspensions generally have been denied 
even though the proposed rates are below full cost, are discriminatory 
and preferential, and constitute destructive competition both as to 
competitive motor carriers and also as to other rail lines. 

Although contending parties in rate cases considered by the ICC 
since 1958 have made an effort to have the Commission publicly rule 
on its interpretation of the 1958 amendment to the rule of ratemaking, 
the Commission appears to be avoiding such a ruling. 

Therefore, we cannot come before you and quote language from a 
Commission decision which would give you a basis for determining 
whether the Commission properly has carried out your intent when 
you adopted the 1958 amendment to the rule of ratemaking. 

We—and you—must rely upon Commission actions rather than 
words, and the actions are what might have been expected if Congress 
had endorsed the “three shall nots.” 
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The actions of the Commission since 1958 are particularly difficult 
to understand in view of the position which the Commission took at 
the hearings in 1958 when the “three shall nots” were being considered. 

The ICC, represented by the then Chairman, Howard Freas, flatly 
opposed the “three shall nots” or any other tampering with the rule 
of ratemaking. 

He said: 

We reject the (railroad) contentions that by our application of the present 
rule of ratemaking and of the national transportation policy, the Commission 
holds an umbrella over high-cost carriers and that we unduly and unjustifiably 
interfere with the managerial discretion of regulated carriers. These con- 
tentions do not accord with the actual facts. 

Making it clear that the ICC was opposed to any change at all in 
the ratemaking provisions of the law, Commissioner Freas continued : 

I believe that if transportation history teaches any one thing it is that while 
competitive forces generally are effective in reducing prices and improving 
standards of service, these very same competition forces in the transportation 
field, if unchecked, will result in eliminating competition and in disrupting rea- 
sonable and fair relations ag between competing shippers, geographical areas, 
and territories. * * * 

The Commission believes that the present statutory restraints in the act on 
ratemaking, including specifically the limited restraints or checks in competitive 
rate situations, have served a good purpose in the past and that they should not 
now be impaired. 

Asked if he would go along with a change in the law which would 
allow the railroads to make rates that bring a return of out-of-pocket 
costs, without considering the impact that it would have upon com- 
peting modes of transportation, Commissioner Freas replied flatly : 
“T would not.” 

Asked if the ICC had a modified form of the “three shall nots” that 
it could recommend, Commissioner Freas remained firm, as follows: 

We do not, because we take the position that they are not necessary at all, that 
the act as it now stands, together with the national transportation policy, 


administered as it now is, is adequate. 

If the ICC felt, at the time of the hearings, that the three shall nots 
should be rejected, why have its subsequent actions moved us so far 
in that same direction / 

If the ICC was flatly opposed then to rates based primarily upon 
out-of-pocket cost, why have out-of-pocket costs since become almost 
the sole criteria of the Suspension Board in passing on rates ? 

If the ICC was opposed in 1958 to any change in Government policy 
with respect to competitive ratemaking, why have such radical changes 
taken place ? 

These are the questions which the staggering competitors of the 
railroads are asking themselves. Since the Commission itself has not 
provided the answers, we are reduced to pure speculation. 

We find nothing in the language added to the rule of ratemaking in 
1958 calculated to make any significant change whatever in the former 
Government policy. Therefore, in our speculation, we must look be- 
yond the language of the law into the realm of psychological forces 
which might possibly explain what has happened. 

The railroad attack on the ICC before and during the 1958 hearings 
was vigorous if not vicious and, as Commissioner Freas told you at 
the time, this attack was pressed not only here in Congress, “but on 
the public rostrum and in the press.” 
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The Commission denied the railroad charges and made a good case 
for itself. Moreover, as the arm of Congress s responsible for handling 
the difficult competitive rate problem, the Commission courageously 
held its ground and unequivocally opposed any tampering with the 
law. In: spite of this, as we all know, some additional language was 
added to the statute. 

Could it be that the mere act of making a change—any change— 
has been viewed by the ICC asarebuff? C ould they feel that a change 
is a change, and that they have been left in the middle in a confused 
situation ? 

Could they have decided to give Congress and everyone else a taste 
of what the railroads had in mind when they launched the attack 
which led to the 1958 amendment, and by so doing toss the whole 
confused situation back into the lap of Congress? 

Although these questions are based upon speculation, there is noth- 
ing speculative about the hard fact that we are being given a fatal 
dose of this railroad medicine, or about the obvious fact that the 
matter has been forced back into your hands. 

We pray that you will recognize the difference between the desperate 
appeal we are making, and the practiced and falsetto death rattles 
of the railroads with which they have assaulted your ears so frequently 
and with such vigor for so many years. 

I want to thank the committee for holding these hearings and listen- 
ing to our plea. If my words have been strong, it is only because my 
feelings are strong. 

It is difficult to shy away from issues and observe all of the niceties 
of language when you see everything you’ve worked for, everything 
you. believe in, being sacrificed on the altar of monopolists as an offset 
against their own structural weaknesses and stubborn inefficiencies. 

“Now I would like to add, Mr. Chairman, that it is with some deep 
sincere regret on my part ‘that I have attacked my friends on the 
railroads to this extent. I have a great many very fine friends in the 
top management of the railroads, some very fine people. I think that 
this situation is not working to their benefit. In fact, in the past 
48 hours I have had conversations with a number of them and they 
regret very much the way this situation is developing. They have 
some shipper pressure now to such an extent that they themselves 
are not even able to protest other destructive rates by railroads and 
that is the reason I am here. 

Senator Bartierr. Mr. Rentzel, at the outset you said you could 
not afford to mince words. You didn’t. 

Senator Monroney, would you care to ask any questions ? 

Senator Monroney. Well, not being a member of this committee— 

Senator Barrierr. You have all the latitude that we can give you. 

Senator Monroney. Thank you very much. I would like to note 
that the subject that you complain on here is limited to your personal 
experience in automobiles but I would like to ask if it goes beyond the 
mere shipment of automobiles in the selective destructive rate cutting 
where certain single commodities out of 10,000 may be given a destrue- 
tive noncompensatory rate and the other rate pl: iteau left high or 
perhaps to grow higher on the general shipping public. 

Mr. Renrze.. There are other instances, Senator. I am not able 
to quote them in detail, but I know that there are other specialized 
areas, some particular products where this type of thing is beginning 
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to develop. The industry, and speaking of the trucking industry as 
a whole, is very concerned and alarmed about this trend. It seems, 
usually, that the piggyback system which does offer a great many 
possibilities has been used as a means of destructive rate cutting rather 
than as a means of cooperative effort to try to give better service to the 
public at somewhat lower rates. I can’t cite the number of such 
situations. I would be glad to furnish them to the committee, but 1 
know there are others. 

Senator Monronry. Well, I know of a number of operators, not 
necessarily in trucking but in coastwise shipping, who have told me 
about the forced discontinuance of their services. New York to 
Savannah is one example where they were forced to discontinue a 
coastwise shipping route because of a very destructive single shot rate 
on pulpboard and with this rate taking away the traflic originating 
out of Savannah to meet the destructive rate that the rails had filed, 
because of the short haul necessary to get the wallbo: or from the plant 
to the port and from the port to the de eliver y points in New York, that 
they were forced to completely discontinue their shipments into that 
area. This then disrupted the steel fabricators in that area who were 
dependent on a low waterborne rate to move their basic supplies from 
the New York area or other areas in the east to Savannah and, there- 
fore, these companies were facing extinction because of the greed with 
which the railroads had rigged—and I repeat rigged—a rate to drive 
out this competition. Now what you say, I gather, follows in a gen- 
eral pattern in your own truc king industry, “this same general thing 

which will eliminate the competition. 

Mr. Renrzev. Well, there have been numerous witnesses before this 
committee from the water carriers and, I am sure, from other forms of 
transportation. I am familiar generally with the fact that this situa- 
tion is becoming widespread. In the trucking industry, the automo- 
bile transporters are specialized, single commodity carriers, so they 
very naturally felt this impact more quickly than other forms of truck 
transportation. But the feeling is now widespread in the trucking 
industry that this situation is becoming very dangerous and that it is 
affecting other commodities in truck transportation as well. 

Senator Monronry. I note on page 8 of your statement, where you 
quote on down from there, when you compare the costs or the charges 
on a car basis for coal and for gravel and items of that kind where you 
today say that the first-class shipment of automobiles is actually less, 
has less yield to the railroad than—has a greater cost to the railroads 
now than the first-class shipment of automobiles. 

It seems to me that that is an example such as I am driving at, is 
the public gaining anything, in other words, is the shipment of coal 
or cement or bulk commodities—is an umbrella being held over the 
exorbitant rates for the movement of this bulk group on which they 
have little competition, while they cut the rate below that for the move- 
ment of first-class goods or commodities which do move on competitive 
modes of transportation, then the public is finally paying the bill on 
this; are they not? 

Mr. Rentzet. In the final analysis the public is paying the bill, and 
particularly, Senator, in the ¢ case of automobile transportation. Here 
is a situation where the savings are not being passed on to the public 
directly in most instances so far. It has opened the door for a rate 
war among the railroads themselves to the point that these rates are 
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being further and further depressed now under some shipper pressure, 
The shippers are exerting a great deal of pressure to get the rates 
down to the very bottom and I am quite sure in the case of the auto. 
mobile manufacturers the next move will logically be to get part rates 
and other rates in which they are interested reduced to a flat per car- 
mile basis. Therefore, I don’t think anyone is gaining by the attitude 
of the Commission at the present time in not investigating these rates 
or in trying to hold some reasonable floor under the rates themselves, 

It not only is affecting the shipping public but it ultimately will 
affect all of the public. 

Senator Monroney. You say that the price that is saved by these 
rates on the shipment of automobiles is not passed on to the public? 

Mr. Renrzet. It has not been so far, Senator. 

Senator Monroney. Well, they are supposed to, in the Automobile 
Price Labeling Act, supposed to reflect the approximate cost of the 
freight movement which is clearly specified on the price disclosure tag 
and do you mean to tell me that these tags today are fictitious and do 
not reflect the cost at which these cars move ? 

Mr. Renrzev. That is correct, they do not. 

Senator Monronry. Well, then, at the one hand, while this is de- 
structive to the other modes of transportation, it is not yielding any 
gain to the public in reduced cost of shipment of cars. 

Mr. Renrzev. That is right. 

Senator Monronry. Now, going back to this 34 cents per rail car- 
mile, this is the rate that you quoted on the St. Louis to Tulsa move- 
ment; is that correct ? 

Mr. Renrzex. Yes, sir. 

Senator Monronery. And it is below the rates, ro say, on bitumi- 
nous coal, iron ore, gravel and sand, and other bulk shipments per 
revenue car-mile? 

Mr. Rentrzex. That is right. 

Senator Monroney. And also lower than the rates that the ICC 
found to be unlawful prior to 1958 ? 

Mr. Renrzeu. Before 1958 I am quite certain these rates would not 
have been counternanced by the ICC. 

Senator Monroney. Are there any technical gains in piggybacking 
or other things that would justify that as a matter of cost savings for 
the railroads? 

Mr. Rentzex. There are some technical improvements, yes, sir, the 
introduction of the longer flat-car capable of carrying two trailers has 
made some economies possible and certainly it opened the door to the 
beginning of a large scale movement of various commodities by 
trailer-on-flatear. I certainly don’t think, and I don’t think that a 
great many of the railroads think that the efficiencies justify some of 
the recent rates that have been authorized. 

Senator Monroney. Has there been any study made by the ICC of 
piggybacking to require an overall type of rate for piggybacking that 
would be uniform and set so that it would not be separate deals or 
specific items designed more to destroy competition than to provide 
a generally lower freight rate tariff ? 

Mr. Renrzev. There have been no studies to my knowledge by the 
Commission in this regard, Senator. The American Trucking As- 
sociation has petitioned the Commission to reopen the famous Vew 

Haven case of 1954 in which the Commission laid down some very 
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general principles in regard to piggybacking, without reference to 
ratemaking, and in which the Commission acted without any eviden- 
tiary hearings. They had no evidence before them on which to act 
and certainly there have been enough trends and developments since 
that the Commission should reopen that case and should examine 
this very question of ratemaking as it relates to piggybacking. 

Senator Monroney. In other words, if piggybacking is to become 
a new and a revolutionary way of transportation in combination of 
rail and highway shipping, then some Marquis of Queensbury rules 
and rulemaking procedures and regulations should be particularly 

rescribed for this type of activity so that all would be treated alike 
instead of permitting the railroads to choose which lines of competi- 
tion they wish to destroy by using this as an excuse ¢ 

Mr. Renvrzev. Yes, I think that guidelines are very seriously needed. 
We are certainly not against the idea of combined service where it 
will benefit all concerned, but to have it completely in the hands of 
one group, giving to them the tools of destruction, that seems to be 
unfair. We have asked the Commission to reopen this case, give it 
a really thorough study and establish guidelines by which we can 
live. 

I think there are some definite efficiencies in piggybacking, and 
certainly we don’t think that they should be destroyed by this destruc- 
tive ratemaking practice which is now being followed. There are 
some other efficiencies in containerization which follow along the 
same line but we have no guidelines at all. The Commission has re- 
cently operated on the basis of let everything go into effect and then 
taking a look at it. In the case of the rates I mentioned which now 
are under investigation, actually the whole system is under investiga- 
tion, but this will take possibly 2 years. It certainly will take a year 
and a half, the way things normally operate, by which time the question 
will have been resolved because there won’t be anybody left in the 
automobile transporting industry to talk about it at that time. The 
situation will all have been changed, and what remains will be left to 
some policymaking decision by the Commission. 

Senator Monronry. Well, in filing a rate, for example, for piggy- 
backing all shipments, just what happens? How long does it take? 
What rights have competing modes of transportation, what rates 
have the public, what rates have the Commission to examine this? 

Mr. Renrzet. Well, the way the normal ratemaking practice fol- 
lows, up to now at least, the rail carriers in most. instances have estab- 
lished the rate between points on their railroad, for transportation of 
trailers by the flatcars, and then such rates have been available for a 
combination of rail and motor rates for the shippers, making up a 
total rate. 

Now, if this were filed in the normal way, so that rates would be 
available to all of the truckers instead of just to shippers in some 
instances, or in such a way that they were coordinated rates developed 
by the motor carriers and the railrods in conjunction with each other, 
it might present one situation. What has happened, however, is that 
by filing these rates the railroads competing among themselves have 
continued to drive the rates down. They have opened up new rates 
without any consultation with the automobile transporters or other 
truckers and have established continuing lower and lower rates. Now, 
our recourse, like that of any citizen, is to apply to the Commission 
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for a suspension, for an investigation of those rates. That has hap- 
pened 12 times in the past 9 months where railroads have filed drasti- 
cally reduced rates. 

The National Automobile Transporters Association specifically has 
protested. The Commission afterward in almost every instance has 
failed to take any cognizance of it, has not suspended and not investi- 
gated, and the rates have become effective. We have not succeeded 
in suspending a single rate. This safeguard, therefore, is gone. The 

railroads have been allowed to establish these rates and the s service, 
because of the lower rates, has been transferred largely to the rail- 
roads. There are truckers participating in some of these mov ements, 
obviously; but it is not always a patnership operation, it is a situa- 
tion where the trucker can take it or leave it, and some shippers have 
not been without fault in these instances either. But, in any event, 
the only recourse which any of us have is to the Commission for a 
suspension and investigation and in this case the Commission has not 
seen fit to suspend or investigate any of these rates. 

Senator Monronry. Now, to further ¢ larify my understanding of 
this, when the railroad files a piggyback rate, is that rate, prov iding 
it will require a highway haul as well, a combined rate that they file 
between two points that the railroad reaches and beyond for delivery ? 

Mr. Rentzet. They have taken both forms. In some instances the 

ates have been published only from ramp to ramp between two rail- 

road points. Then the truck rate would have to be added to that. 
In some instances it has been what is known as a plan 1 piggyback 
rate; that is where the trucker originates and delivers, pays the rail- 
road that portion of the rail haul ‘which he has prescribed by a rate 
established or rate agreed upon. In other cases it has been a com- 
bination of rates between a railroad and a trucker. In some in- 
stances it has been a situation where a rate has been put together and 
authority that existed for trucking between two points has been cir- 
cumvented by adding a trucker to a railroad and putting together 
a new authority without any public convenience and necessity and 
thereby diverting traffic from the existing motor carrier. 

Senator Monroney. Of course, that invalidates the license that the 
trucker would have to serve between two areas by permitting a 
piggybacking operation through that—over that territory that an- 
other trucker has. 

Mr. Renvrzex. That is right; it does. 

Senator Monronry. Therefore, his license to operate between those 
two points is invalidated by this third trucker who could not. other- 
wise operate without the piggyback arrangement. 

Mr. Renvzet. Such a combination does two things, Senator. It 
extends the trucker into a place where he has no authority. It also 
extends the railroad into areas in which it has no authority. The 
Commission is investigating this particular type of thing in two in- 
stances, one in an automobile carrier case and one in a ‘freight car- 
rier case in the New England area. It is investigating it after the 
horse has already gotten ‘out of the stall; however, because, as I say, 
with the 2 years such a proceeding may take, the situation may be 
crystallized to the point that a change will be impossible. 

That is one type of thing we think is particularly destructive. 
The railroads for years did not engage in such practices by mutual 
consent. They did not believe invading each other’s territory by 
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such a device. More importantly, while this method of operation 
has not been officially sanctioned by the Commission, it has neverthe- 
less been allowed to go into effect. Now, there is still a third situ- 
ation where the railroad may establish the so-called plan 3 ramp-to- 
ramp rates, which are available to the public but in many instances 
these rates have not been available to truckers. In many instances 
these rates have been below which the truckers can get from the 
railroads, so that the private shipper or other shipper can take advan- 
tage of such rates to the detriment of the truckers who then can’t 
meet the competition. This is more particularly true in the freight 
field than it is in automobiles. It is another example of the type of 
problem created by allowing this piggyback situation, which is a 
good idea, to develop without guidelines or policy by which all forms 
of transportation can be treated equally. 

Senator Monronry. Then, you mean this is not a genuine common 
carriage rate that they quote on piggyback in all situations ? 

Mr. Renvrzex. It is a common carrier rate, but in the case of plan 
3 rates, and ramp to ramp, those are published primarily for shippers 
and in many instances the truckers cannot use such rates. ‘The Com- 
mission in the Vew //aven case was not clear on this method of opera- 
tion; it was something on which they did not lay down guidelines. 
But we are asking in this Vew Haven case review, to make that defi- 
nite, so the truckers will have something to guide them. 

Senator Monronry. What is the sharing of the tariff, ramp to ramp, 
for example, with the origination of the business by a trucker, the 
tarnsportation piggyback to a destination, and then delivery by truck 
again—what is the sharing of the tariff between the truck operator 
and the railroad ? 

Mr. Renrzev. Well, it depends on which kind of plan. If you are 
talking about plan 1, then the railroad has a division of the trucker’s 
rate. It is not a new rate published, it is simply a substitution of the 
rail service between two points for which the railroad is paid a par- 
ticular division of the trucker’s rate. This takes advantage of the 
fact that the railroad between points without door-to-door delivery 
has some efficiencies over the talk over the road. 

Senator Monroney. But you keep the same truck tariff ? 

Mr. Renrzeu. That is right; the same truck tariff applies. 

Senator Monronry. And what is the sharing on that ? 

Mr. Renrzet. Well, normally it is subect to negotiation. It de- 
pends on the miles and in some instances the published ramp-to-ramp 
rate of the railroad has been used as a division which would be paid the 
railroad. In other words, the railroad is not required to publish a 
rate under such a plan. It is simply under the truck tariff. Now, 
the railroads have published a number of ramp-to-ramp rates, so- 
called plan 3 and plan 4 rates. These provide a service between two 
points, in which the trailer is brought to the railroad’s ramp, they put 
it on the flatcar, move it to the point, take it off, the trucker picks it up 
at that point and moves it on to destination. Those rates are pub- 
lished by the railroads, and as I say, usually, in many instances, they 
are not available to the trucking industry as a whole. 

I am not speaking about automobile carriers. But those rates sup- 
ply a means of division of a definite rate, paid either by the shipper or 

y the automobile transporter if such a rate is used. 
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Senator Monroney. Are they favorable to the trucker as they are 
to other railroads originating and transferring traflic on the long 
hauls? 

Mr. Renrzex. Well, I have no comparison with other railroads but 
they are in some instances not as favorable as the rates which have 
been made to truckers. They are more favorable, I should say, be- 
cause they are more favorable to the shippers than the rates the 
truckers have been able to get for his own substitute-type service. 
This varies between railroads. 

Senator Monroney. In other words, it has no standards, no guide- 
lines, no rules at the present time, it is still sort of law of the jungle. 

Mr. Renrzev. That is correct, the Commission has issued only a 
theoretical decision, Senator, and it should reexamine that decision 
and establish some guidelines on the basis of what is good for the 
transportation industry. 

Senator Monroney. And that is what the truck industry, particu- 
larly the automobile transporters would like to see done on an 
expedited basis. 

Mr. RenrzeL. We would hope it could be done on an expedited 
basis because without it, the unfortunate thing is the real benefits of 
piggyback are being involved in a destructive ratemaking situation. 

Senator Monroney. And up to this time there is no advantageous 
aspect being passed on to the shipping public? 

Mr. Rentzev. The savings by the automobile manufacturers have 
not been passed on. I feel some of the automobile manufacturers 
would intend to pass it on, but no attempt has been made to do so, 
so far. 

Senator Monroney. It has been resulting so far to the benefit of the 
manufacturers or the railroads, but in any event, it is resulting not 
in a reduction in the prices the consumer ultimately pays in moving 
this product. 

Mr. Renrzet. That is correct. The railroads in some instances we 
don’t feel are making a proper yield on the rates they are charging. 

Senator Monroney. That is all. 

Senator Bartierr. The point raised by Senator Monroney and de- 
veloped by you, Mr. Rentzel, in implying that the consumer does not 
benefit from what is doubtless a lower freight rate, that price tags 
on automobiles do not reflect this rate, seems to the acting chairman 
to be of importance. I am going to ask the counsel of the committee 
at this time to make arrangements to appear before the committee 
a representative of the Government agency which would be in charge 
of this so that he can come before us after the public witnesses are 
heard, because I think this situation should be explored further. 

It is very important. It is in line, I might add, with testimony 
submitted to the committee only yesterday in which the charge was 
made that there has been a selective rate-cutting procedure put into 
effect. by the railroads on the Mississippi with respect to sugar. 

Rates have been drastically lowered and yet there has been no benefit 
whatsoever to the consumer. I think this should be investigated 
further. 

Mr. Rentzev. Mr. Chairman, I was just going to comment. The 
transportation cost of the automobile industry is a little bit complex 
in the sense that they have, in effect, what is known as equalized rates 
for transportation as a result of the hearings by Senator Monroney 
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conducted some 2 or 3 years ago so it is not a simple open and shut 


question. I think in fairness to the manufacturer I will say that. 


However, these rate reductions which are now going into effect have 
not been shown or no effect has been given to them as yet. 

Senator Barrierr. Nothing seems to be simple these days. I think 
we should make an inquiry into this, however. Mr. Rentzel, you re- 
ferred to cash subsidies granted railroads during their construction 
era. Are those recorded in the Eastman report to which you referred ¢ 

Mr. Renrzev. Yes, the Eastman report 1s very comprehensive, Mr. 
Chairman. It shows that there were a number of cash grants as well 
as land grants made to the railroads in an effort to establish the rail- 
road industry some hundred years ago on the average. Lop Mae 

Senator Barrierr. You made reference to the possible desirability 
of railroad consolidation and other more efficient operation. I suppose 
you would add to that a belief that if this were done, regulation would 
have to be more careful than ever before because otherwise the rail- 
roads would be more powerful than they now are. 

Mr. Renrzev. Well, yes, I think the problem you have to deal with 
in mergers, of course, is what the end result will be in regard to com- 

etition. If the end result is elimination of total competition, then I 
don’t think that serves the best interests of the public. I think there 
are many instances where the railroads could and should and I am 
sure have given some thought to mergers which would eliminate waste- 
ful duplication, while continuing to provide a suitable and adequate 
service. Such mergers would provide better income for them and in 
turn, strengthen them for the increased cost situation which they 
are constantly plagued with. 

Senator Barrierr. Was the piggyback rate quoted by the Frisco line 
in May of last year brand new ? 

Mr. Rentzeu. Yes, sir. 

Senator Bartrietr. They had not had this piggyback service before? 

Mr. Renvrzet. Not of this type, no, sir. 

Senator Barrierr. Now, is that rate considerably lower than the 
truckers have in force? 

Mr. RenTzeu. Yes, sir; that represented an average saving as I re- 
member it of some $19 per car between St. Louis and Dallas. 

Senator Bartietr. And that that lowering of rates was attractive is 
indicated by the loss of business by your company ? 

Mr. Rentzev. Yes, it also eliminated barge-truck transportation. I 
might say in fairness there was a transfer of operations from Evans- 
ville to St. Louis. It eliminated the bargeline and at the same time 
it transferred the bulk of the movement, in our case from truck to rail. 

Senator Barriettr. I am minded to ask you how it was that the ICC 
could have, in your judgment, permitted a rate to become effective 
that is so much lower than that for bulk commodities. But after all, 
you have done your speculating at the conclusion of your statement, 
so I won’t go further into that. 

I want to thank you, Mr. Rentzel, for a very informative and vig- 
orous presentation. It is my hope that when this testimony is read 
down at the ICC, particular heed will be paid to the speculations in 
which you have indulged and that when the ICC testifies before the 
committee, there will be answers to these speculations as well as other 
pertinent considerations. 

Mr. Barton? 
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Mr. Barton. Mr. Rentzel, in your opinion is it the present wording 
of the rule of ratemaking or the Commission’s interpretation of it 
that brings you here ? 

Mr. Re NTZEL. Well, I don’t think the wording of the rule was any 
different from what w e had understood the rulemaking provision was 
in the previous act. You may remember, Mr. Barton, I was very 
active in trying to work on such language that would permit us to 
get the bill out ‘of the Congress and to be of some help to the railroads, 
We certainly did not understand that there was any change in the 
system of rulemaking. It obviously follows, therefore, that the Com- 
mission has interpreted this rule to mean something entirely different 
from what I believe the Congress intended at the time that it made 
the modification. I am not aware of what has caused that. The 
Commission has certainly given us no indication of what their in- 
terpretation is, but it must be different from what was intended. 

Mr. Barron. You mentioned the subject of suspension from time to 
time in your statement. Do you have any comments on the standards 
or lack of standards that the Commission follows in considering 
suspension of a rate? 

Mr. Rentzev. Well, in the case of rates that have been proposed in 
this area since 1958, particularly beginning in the spring of last year, 
the Commission has given us no indication as to what their formula 
for rate suspensions is or what their formula for consideration of 
ratemaking is. 

So I think that they have failed to act. I think that they have 
been negligent in this case. I think that they have allowed a situa- 
tion to develop which can only be described as an all-out rate war, 
even between carriers of the same mode and this is disastrous and I 
think the Commission is negligent in this respect if their interpreta- 
tion means that only out-of-pocket expense is to be considered in rate- 
making. They have gone a long way in the wrong direction. 

Mr. Barton. You think then, I take, it that more intelligible ground 
rules for suspension would be desirable ? 

Mr. Renrzev. I think so. I think the committee should study what 
has happened and if new rules are needed, they should be promulgated. 
It is true there has been a tendency to allow any rates to go into effect 
provided they meet out-of-pocket costs. 

Mr. Barron. You mentioned a request for reopening the New 
Haven case. Has the Commission taken any action on that request! 

Mr. Rentzeu. No. 

Mr. Barton. Thank you. 

Senator Monronery. May Task one question ? 

Senator Bartiett. Certainly. 

Senator Monroney. I recall when we had the railroad matter before 
us we were stymied in getting a bill that would carry out the railroad 
wishes. There was much insistence that the rates could be reduced, as 
long as they covered out-of-pocket costs, but on page 7 where you quote 
the paragraph which was the compromise paragraph which unlocked 
the block on the legislation in stating in section 15(a) (3), in a pro- 
ceeding involving competition between carriers of different modes of 
transportation subject to the act, the Commission in determining 
whether a rate is lower than a reasonable minimum rate, shall consider 
the facts and circumstances as to the movement of the traffic, et cetera. 
Then it goes on to say later the rates shall not be held up, giving due 
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consideration to the objectives of the transportation policy in this 
act. 

Were not the words “reasonable rate” carefully considered and long 
studied in substitution for covering out-of- pocket costs and the com- 
mittee felt in specifying a reasonable minimum rate we were not 
authorizing a pattern of destructive rate cutting designed to force 
other modes of transportation out of business. 

Mr. Renrzeu. I am sure that was done, Senator. You were also 
aware of all of these discussions. There was no intent there to 
simply take the lid off ratemaking. I think certainly everyone agreed 
that the rates should not be held 1 up just to keep a particular mode of 
transportation in business. It should reflect not only out-of-pocket 
costs, but reasonable costs of overhead properly allocated. 

Senator Monroney. That is why reasonable was chosen in prefer- 
ence to the rejected out-of-pocket theory, and other rates which while 
destructive of other modes of transportation, have no yield and per- 
haps are injurious to the shipping public, because what is lost in failing 
to cover a reasonable amount of their cost has to be piled on some 
other rate if the roads are to stay in business. 

Mr. Renrzev. That is exactly right, sir. They have to get their 

rofit from some place and if they don’t allocate it to the high value 
items they can’t expect to recover it from the bulk commodities, so 
there is a fully allocated cost and profit involved in every piece of its 
transportation, not just out of pocket. 

Senator Monroney. I would like to ask counsel for the committee if 
that wasn’t the key point in the compromise that was reached on that 
piece of legislation. There was no willingness on the part of the 
committee to pass a bill that merely provided out-of-pocket costs. 

Mr. Barton. There was no such intention as I recall it, Senator. 

Senator Monroney. That is all. 

Senator Bartierr. Thank you, Mr. Rentzel. 

Mr. Renvzen. Thank you, Mr. Chairman. 

Senator Barrierr. Mr. Palmer. 

(The following supplemental statement was subsequently received.) 

DeaR MR. CHAIRMAN: In reviewing the transcript of my testimony before your 
committee on Wednesday, March 30, I came to the conclusion that some of my 
remarks may be subject to misinterpretation, particularly in not making clear 
that many railroads and most shippers of automobiles deplore the existing rate 
war occasioned by the introduction of trailer on flatcar rates in the transporta- 
tion of new automobiles. This rate war, sanctioned rather than prevented by 
the inaction of the Interstate Commerce Commission in the suspension and 
investigation of most of the rates which have been proposed, has spread to other 


commodities as has been shown by numerous witnesses appearing before your 
committee. 

Unfortunatly, the failure of the Commission in this regard exposes shipper 
and transportation agency alike to predatory practices of the few, and the ship- 
per and the transportation agency, rail or truck, are frequently forced to engage 
in the same rate-cutting practices for competitive reasons. In the case of the 
automobile transporters, since it is their only commodity, they must compete or 
die. 

The Interstate Commerce Act was written to prevent just such a situation as 
has now developed. Its actions and consideration are needed, under its statutory 
responsibilities to the Congress, to shape the use of new transportation media, to 
prevent monopoly, and to prevent the cutrate actions of a few from seriously 
affecting not only the shipping public, but the transportation industry as whole. 

I particularly want to make clear two points in my statement made to the 
committee on behalf of the National Automobile Transporters Association. I 
unfairly implicated all the automobile manufacturers as being guilty of engaging 
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in pressures to reduce rates below proper levels. Actually most of them have 
taken a very sound view and have refrained from exerting such pressure. But 
they have no protection from a shipper who, without any long-range plan, 
exerts pressure on rails and trucks alike. For competitive reasons, they may be 
forced to ask for the same rate considerations and in some cases have done go, 
A similar situation applies to the railroad. Most of them have tended to be fair 
in working with truck companies to establish joint services, but where they re 
sist pressure to engage in rate cutting, some competitive carrier does not and the 
ICC fails to protect all concerned by abdicating its responsibilities. We are 
therefore in grave danger of returning to the days of the rate wars which oc- 
casioned the passage of the Interstate Commerce Act in 1887. I feel sure no such 
intentions were entertained by the Congress in its passage of the 1958 amend- 
ment. 

The second point I wish to clarify is with regard to the introduction of trailer- 
on-flatcar service known as piggyback. The automobile transporters started a 
series of meetings early in 1959 seeking to find ways of properly integrating rail 
and truck service in this specialized field to provide lower transportation costs 
to its shippers, where the service would be as good as provided by all-truck opera- 
tion. The majority of both truck and rail entities agreed on broad outlines of 
such integration and, had the ICC functioned as it should, this service could 
have been introduced in most instances with ease. However, the introduction of 
these services brought forth a rash of rates, driving ever lower the rate levels 
until such a situation now exists that, in my opinion, two-thirds of the auto- 
mobile transporting industry will not survive this transition. Nevertheless, I 
recognize the desirability of transportation integration in many areas, either 
through containers or trailer-on-flatear service. Properly established, everyone 
can benefit. Used as a weapon, however, it can return monopoly. Integration, 
yes ; monopoly, no. 

Lastly, I wish to expand on a discussion which came as a result of a question 
from Senator Bartlett, concerning whether or not the savings from lower trans- 
portation rates were being passed on to the public. I stated that I did not 
think so as yet. But I also pointed out that the costs for transporting auto- 
mobiles have historically been equalized by automobile manufacturers so that 
the public pays an average price. The system is complex because of the manu- 
facturing programs of the various companies and I am sure that in many 
instances the manufacturers are absorbing portions of present transportation 
costs. It is possible, therefore, that such savings may be needed to offset 
losses in other areas. In any event I am sure that competition will require 
any substantial savings to be passed on to the consumer when the savings 
an be determined. 

Thank you very much for permitting me to clarify the record. If my testimony 
was strong, it was because I felt I was delivering an epitaph for a large portion 
of a small segment of the transportation industry—an epitaph which need not 
have been written. 

Sincerely, 
D. W. RENTZEL. 


STATEMENT OF THOMAS C. PALMER VICE PRESIDENT, 
COMMERCIAL OIL TRANSPORT, FORT WORTH, TEX. 


Mr. Patmer. My name is Thomas C. Palmer. I am vice president 
of Commercial Oil Transport, of Fort Worth, Tex. Our company 
is a specialized common carrier providing tank truck service of a 
number of products pesmesty between points in the Middle West. 
The great majority of our interstate business has been the transporta- 
tion of crude vegetable oils from producing mills to refineries and of 
refined vegetable oils from refineries to their customers. 

I might say these customers are such people as table dressing makers, 
margarine makers, bakers, and other people of that type. 

Probably the greatest concentration of vegetable oil refineries any- 
where in the United States is to be found in Texas. 

Our company was started during the depression in the 1930’s when 
our president bought one Dodge truck with a tank mounted on the 
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back and started delivering fuel oil. Our operation expanded con- 
siderably during the war years when we were called on to transport 
substantial quantities of petroleum products. After the war the 
vegetable oil refineries started to take advantage of tank truck service 
and began to call on us for service as they became acquainted with the 
benefits of tank truck service such as: faster deliveries, more convenient 
quantities, and greater flexibility in scheduling. ss 5 

They called on us for more and more service. Initially this opera- 
tion was intrastate and though a half dozen carriers in Texas had 
authority to render service we specialized in it and with few excep- 
tions provided all of the common carrier tank truck service for the 
refiners in Texas. These refiners then asked us to commence interstate 
operations. We applied for the necessary authority and were granted 
it by the Interstate Commerce Commission. 

I might add right here that the grant of authority came about 
through a series of hearings to correct territorial restrictions and com- 
modity description limitations. 

It required some 20 full hearings before the ICC. These hearings 
for a company of our size are expensive, an expensive burden. I might 
also say right here that it was at this point when my associates saw 
that the company was going to have to grow that I joined the firm 
and everything that I have is tied up in this business. 

Our business steadly grew on the foundation of rendering the cus- 
tomers the kind of service they needed. Not only was it our policy to 
give good service, which we did, but we were compelled to, otherwise 
competitors would have been granted authority and we would have 
lost the business after investing a great deal in building it up. 

In order to give the service required of us by our customers, it was 
necessary to go into an expansion program which more than doubled 
our volume in a short period of time. It was necessary for us to build 
a new terminal; to expand terminal facilities; to hire, train, and build 
an organization; to buy hundreds of thousands of dollars of equip- 
ment; and to learn the hard way, the expensive way, through experi- 
ence. This expansion cost usa lotof money. We were able as a result 
to take care of every demand made of us for service during this period 
of time. We became the largest tank truck transporter of vegetable 
oils in the Middle West. The great weakness in all this was that our 
interstate business as almost entirely in vegetable oils. Our equip- 
ment though usable for other commodities was designed to transport 
vegetable oils and due to size and weight problems, and other special 
features was not really suitable for handling other commodities such 
as petroleum products. This put us in a very vulnerable position in 
the event of any diversion of traffic from our company to other modes 
of transportation. 

Prior to and during this period the railroads demanded and got a 
number of rate increases on vegetable oils, and insisted on another 
such increase at the some time as they were considering the possi- 
bility of cutting their rates. We cannot understand how the railroads 
can be allowed rate increase after rate increase—14 actions raising 
rail rates on vegetable oils were allowed by the Interstate Commerce 
Commission in the 11 years immediately before the rate cut—and 
then be allowed to single out a specific commodity they previously 
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refused to exclude from the general rate increases and to drastically 
cut the rate on the selected commodity. 

Attached to this testimony there is an exhibit which lists the rate 
increases granted by the IC ‘C on vegetable oi] during this period of 
time. Since in this case the railroads were making their plans to 
cut the vegetable oil rate at the same time they insisted it be included 
in a general rate increase, it seems clear they were counting on the in- 
crease in other commodities to make up the impending loss of rev- 
enue on vegetable oils. We cannot see how this is in the public 
interest. 

Senator Pasrore. Now, may I interrupt for a question at this point? 

Mr. Patmer. Yes, sir. 

Senator Pastore. With reference to this lowering of rates as to the 
transportation of vegetable oils and then increasing rates in other 
sategories, does that apply to the railroads, this is with reference to 
the same railroads that cut their rates on vegetable oils # 

Mr. Parmer. They were at the same time increasing their rates on 
other commodities; yes, sir. The railroads, of course, were spurred on 
in their rate-cutting “plans by the shippers of veget table oil commodities 
who organized through their institute a traffic committee which 
brought strong pressure tobear on the railroads. Finally the rail- 
roads applied for a cut in their rates. Instead of cutting their rates 
to meet our rate level, their alleged competition, in their applica- 
tion to the Interstate Commerce Commission for this rate, they ap- 
plied for rates substantially below our own, and when I say that, I 
mean 20 percent and more below the tank truck rate. 

The amount of traffic our company handled was relatively small, 
about 10 percent of the traffic, compared with the vegetable oil traf- 
fic handled by the railroads. The proposed rate cut of over 30 per- 
cent, and that is also detailed in an exhibit to these remarks, was so 
great that even if the railroads got all of the traffic back, not only 
from our company, but from all the other tank truck opel ‘ations, 
they would have wound up worse off than if they had not cut the 
rates at all, and let trucks retain the amount of traffic they had been 
handling. 

Now, to illustrate this point, the railroads would have had to lose 
over 70 percent of their vegetable oil business before the contribution 
of that business to their overhead would be cut as much as it was 
but this rate cut, or to put it another way, they would have had to 
increase their volume over 30 percent at the new rates to preserve 
the amount contributed to overhead by these vegetable oil com- 
modities. 

The National Tank Truck Carriers Association protested the rail- 
road rate cut and the Interstate Commerce Commission suspended 
the rate and ordered that an investigation be made and a hearing 
held. Before the hearing could be held, amendments were made to 
the Interstate Commerce Act. The railroads were able to circumvent 
the suspension and to get cut rates published which the Interstate 
Commerce Commission refused to suspend. These cut rates became 
effective on October 27, 1958. 

Senator Monroney. Could I interrupt. Is that the act which 
7 committee passed and which was referred to earlier as section 


15(a) (3) of the rule of ratemaking that was carried in the railroad 
bill of 1957? 
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Mr. Pautmer. 1958, I believe, sir; yes, that is what I am referring 
to. 

Senator Monroney. They dismissed your application for a sus- 
pension based on the act that Congress had passed only a few months 
prior to that time. rane 

Mr. Patmer. All we know, sir, is that they suspended the rates 
and were in the process of conducting an investigation. The act 
was passed, the railroads were allowed to withdraw the rates and 
refile them’ on a slightly modified basis and the Commission then 
refused to suspend those rates even though they had previously sus- 
pended them before the act was passed. 

Senator Monroney. Well, you consider that very definitely the act 
that was passed and originated in this committee and finally passed 
the Congress was the reason that you were denied the relief under 
the suspension and investigation that had previously been planned by 
the ICC? 

Mr. Pater. It is the only change that took place, sir, and natur- 
ally we believe that had some effect on the Commission’s thinking. 

Senator Pastore. Well, it might have had some effect, but it was 
still within the discretion of the ICC to have suspended those modi- 
fied rates even if they had wanted to. 

Mr. Paumer. They had suspended the rates previous to the pas- 
sage of the act. 

Senator Pastore. Yes, but your complaint is with a very slight 
modification, it would appear that the ICC had changed their posi- 
tion, isn’t that what you are arguing ? 

Mr. Paumer. Yes, sir. 

Senator Pasrore. Now, how would you cure that by legislation ? 
Now, you are addressing yourself to a legislative committee and I am 
very, very much interested in this because this is the old principle of 
divide and conquer. What you are actually arguing here today is 
that some of these railroads have it within their power to lower their 

rates within certain categories in order to usurp that kind of trans- 
portation business and at the same time, they are saying that they 
are in financial straits and asking for an increase in rates in other 
categories where possibly it is still competitive even with the increase 
and by that device you are being deprived in a large measure because 
your trucks are adapted only for the transportation of these vege- 
table oils and you can’t convert them to the transportation of 
petroleum products, isn’t that the argument you are making here 
today ? 

Mr. Parmer. And we don’t have the authority to carry the petro- 
leum products. We are limited to vegetable oils. 

Senator Pasrorr. Are you asking now that you be given the au- 
thority to haul petroleum products or are you saying that something 
ought to be done with regard to the law that will obviate and elimi- 
nate this situation in the future and furnish, I would hope—I don’t 
want to anticipate you, but I was hoping that you would develop 
that idea. 

Mr. Paumer. The latter point that you make, sir, is what we would 
feel is indicated. Evidently, the Interstate Commerce Commission 
isn’t clear as to what was intended by the law. It would seem that 
something should be done to set down some clear guidelines so that the 
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suspension board can act in these cases where it would appear that the 
national transportation policy of preventing destructive competitive 
practices is being violated. So that they would act in those situations 
and actually be effective in preventing destructive practices. 

Senator Pastore. Has the ICC categorically ever made that state- 
ment that they are in doubt as to what the intent is? 

Mr. Parmer. That I do not know, sir. 

Senator Pastore. Well, you make the assertion here. Where did 
you get it? 

Mr. Pater. I don’t know that I asserted it, but I can only suppose 
that they must be in doubt, if before the passage of the act they sus- 
pended these rates, then after the act was passed they refused to 
suspend those rates. 

Senator Pastore. I am not being critical of you, but I am trying to 
crystallize this and get right to the core of it. 

Mr. Parmer. Well, if you got to the core of it, it would seem that 
perhaps something needs to be said about what costs are to be consid- 
ered by the suspension board rather than just looking at out-of-pocket 
costs. For example, it is important that they look at the fully dis- 
tributed costs of handling the traffic involved and not just the regional 
averages or something like that. It is important that the costs consid- 
ered be pertinent to that particular situation in hauling the particular 
commodities involved. Not just commodities in general, and between 
the actual points involved and over the actual miles that the freight 
must move and not short-line miles or something like that. One of 
the other things it would seem that is inconsistent about the way the 
thing works, is that the railroads are allowed to use one set of costs to 
show that they need rate increases and then to come in with a differ- 
ent set of costs to show that they can justify a rate cut. 

That seems to me to be very inconsistent and then it seems that the 

ublic needs to be protected ace the elimination of this competition 
Saciiinn the only reason that the railroads are considering the rate 
reduction is because they have some competition and they want to 
eliminate it and the reason they want to eliminate it is because they 
don’t want that competition. 

They think it is going to interfere with their making some more 
profits somewhere down the line and I am sure that they want to get 
the money back that they give up and as I point out, they have given 
up a substantial amount of contribution to revenue on these vegetable 
oils and I am sure they didn’t do it because they wanted to help out 
the shippers. 

I am sure they thought that down the road it was going to help the 
railroads. And the only reason that they considered it was because 
of the competition that they have and so the competition they had is 
eliminated, the public then does not have any protection by virtue of 
competition against these rate increases. 

Senator Pastore. Well, I follow you, I follow you very closely, but 
the thing that is still an enigma in my mind is this: The argument 
that you are making here now, I would suppose would be the argu- 
ment that was made to the ICC and the ICC had it within its power 
to take these arguments into consideration in either allowing the modi- 
we schedule of rates or disallowing them and they saw fit to allow 
them. 
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Now, what I am questioning here is why didn’t your argument and 
your opinion have enough force and effect with the ICC as to have 
had a determinative value at the time of the hearing ? 

Mr. Patmer. I suppose that they felt that they were acting in ac- 
cordance with the law which regulates their activities. Perhaps what 
is needed is some specification about the determination of these costs 
and spelling out more carefully what is meant by destructive competi- 
tive practices so that the Commission then will be more specifically 
instructed through the law as to how it should act in these cases. 

Senator Pasrorr. Well, didn’t they actually say what the reasons for 
their position was in allowing the modified schedule? 

Mr. Pater. No, sir; they did not. We got no explanation what- 
ever. 

Senator Pastore. No explanation whatever ? 

Mr. Paumer. None whatever. 

Senator Pastore. Now, don’t you think it might be a good idea that 
any time the Commission either allows or disallows any schedule of 
rates it ought to give a public reason for it ? 

Mr. Parmer. That would help us very much, sir. 

Senator Pastore. Is there any requirement in the law that they do 
so? 

Mr. Patmer. This I do not know. 

Senator Pastore. Now, I am not trying to say how they should de- 
cide these cases because I would assume that they are interested in the 
public interest and should consider all of the phases of the question and 
make a determination. 

But I think that not only the litigants, but the public at large, the 
consumers of this country, are entitled to know what the reasons for 
their action are, and you say there is no requirement in the law that 
they state so. 

Mr. Parmer. I do not know that. All I know is that we did not get 
one in this case. 

Senator Monroney. Would the chairman yield further ? 

Senator Pastore. I am all through. 

Senator Monroney. I think this suspension was dismissed upon 
the passage of the Railroad Act by Congress, apparently on the 
assumption that the Congress had changed the law when the record 
will clearly show that what the Congress did was restate almost in 
its entirety the previous holding on the Automobile case that the ICC 
had passed on. 

Now how they can read into the act we passed in restating a deci- 
sion that had been in force and effect as providing for a reasonable 
minimum rate, it seems to me to be a complete misinterpretation, 
either deliberate or accidental, and a failure to follow the hearings 
and deliberations of the committee that originated this act. 

Senator Pastore. Well, the only thing that troubles me along that 
line is the fact that this witness here said he is only supposing that 
that is the case. But there is nothing that would indicate it as a 
matter of documentation and that is what I have been trying to 
explore. 

enator Monroney. Well, almost all carriers who have suffered, 
whether they be bargelines, intercoastal, trucklines, or almost every- 
thing in the way of transportation which has suffered have come up 
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with a similar group of experiences and there can be only one con- 
clusion, that the ICC under its present composition, is saying that 
the law was changed when actually the Congress only restated the 
original findings in the original case that was in force and effect 
when we passed the act. 

Mr. Parmer. We naturally don’t feel we can leave it to supposition 
and interpretation as we hoped that the Members of Congress had 
not intended something like this. We hope that it can be spelled out 
in some form specifying the type of costs and the types of practices 
in more detail that are to be prevented by the ICC so that we do 
not have this kind of thing repeated. 

Senator Pasrorr. Well, this disturbs me to no end. Do I follow 
you correctly : That at the time that the schedule of rates was filed by 
the railroads originally a protest was made by your industry / 

Mr. Paumer. Yes, as a matter of fact, in one of the appendixes to 
my testimony, a whole history of that is given, it is in appendix B. 

Senator Pastore. All right; then the r: ailroads were allowed to file 
a modified schedule. Did you protest that ? 

Mr. Patmer. Yes, definitely. 

Senator Pasrorr. And while that protest was pending the ICC 
allowed the modified schedule to take force and effect without any 
explanation as to the reasons for it; is that what you are saying here? 

Mr. Pater. Yes, sir. 

Senator Pastore. Well, that is very interesting. 

Mr. Pater. This will be brought out a little more here as I go 
along. It is interesting to note—and this is referring back to this 
vegetable oil rate cut by the railroads which occurred on October 27, 
1958—it is interesting to note that the biggest month in our company 
history was the same month of October 1958, when in order to dis- 
charge our responsibility to the shipping public, in accordance with 
our certificate from the Interstate Commerce Commission, we were 
required to operate the largest number of trucks we had ever operated 
in order to handle the traffic tendered to us by our shippers. 

We had to do this in spite of the fact that we knew that after 
October 27 there would be a drastic reduction in the use of our service 
because the rail rates would be lower than our own. 

After having authorized our service and having found it to be re- 
quired by public convenience and necessity, and after laying the re- 
sponsibility on us for rendering this service, the Interstate Commerce 
Commission did absolutely nothing to protect the continuation of 
that service. I am sure that no private businessman not so regulated 
and obligated would ever expand his operations to the maximum he 
had ever provided, knowing that in the next month his operations 
would be severely curtailed if not eliminated. It would be absolutely 
unreasonable and unjustified from an economic standpoint. 

As a result of the rate cut we had no alternative but to cut our own 
rates as much as possible. It was impossible for us to meet the rail 
rates generally. We did meet the rail rates at as many points as we 
felt that we could and cover our out-of-the-pocket expense plus at: least 
some contribution to our overhead and fixed charges with which we 
had been saddled as a result of the great expansion in our business. 
As a result we have been able to retain some business but we have 
not been able to make any money at it. 
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Now, I will interpret right here an example. At our Sherman 
terminal, Sherman, Tex., which handles most of our interstate busi- 
ness on vegetable oils, the volume was cut 48 percent and our profits 
were cut 87 percent. We have hung on for a period of approximately 
18 months. Unless some adjustments can be made through increases 
in weight limits which are low in the key States through which we 
must operate, such as Kansas, Missouri, Arkansas, and Mississippi, 
we will be forced to price ourselves out of the market. We will no 
longer be in a position to sustain the necessary reserve equipment and 
support organization and facilities necessary to render the kind of 
service which we have found that the vegetable oil refining industry 
expects of a common carrier. 

I might say there is an appendix here which shows some of the 
figures as to the effects of this rate cut upon our business in a little 
more detail. 

Because of the specialized nature of our business, a reduction such 
as we have experienced is particularly damaging since it constitutes 
the largest single segment of our business and our equipment is not 
readily marketable for other uses. We are not in a position to ex- 
pand our operations in other fields overnight, especially since ICC 
authority limitations prevent it. 

That is something that was referred to just a few minutes ago. Our 
terminal facilities are not well located with respect to handling other 
business since they were established to take care of this particular 
industry. To make matters worse, the railroads are even now con- 
sidering further reductions in their rates on vegetable oils which 
seems absolutely ridiculous since they have practically put us out 
of business and could never hope to recover the loss of revenue through 
any increase in traffic, at least not for the present. 

Now this is the effect of all of this. We have been offered a number 
of opportunities to extend our service for shippers in various fields 
since we have experienced this damaging blow in the vegetable oil 
business. We have turned down each one of these propositions even 
though there was no bulk motor service available to the shipper and 
it would be an asset to their business. The reason we turned down 
this business is because we knew that we would receive absolutely 
no protection from the Interstate Commerce Commission from de- 
structive, punitive, selective rate cutting by the railroads. We would 
be compelled by the Interstate Commerce Commission to make the 
necessary investment in equipment, organization, and other facilities 
to handle the business we would be authorized to handle or be faced 
with authorization of additional service by other carriers or revoca- 
tion of our certificate. 

Naturally it is impossible to operate under such conditions and 
foolhardy to m: ike investments in such a situation. If the Interstate 
Commerce Commission authorizes a service for the shipping public, 
the specialized character of which requires the investment of thou- 
sands of dollars in order to render the service, the carrier must be 
protected from the indiscriminate and intentionally destructive, selec- 
tive rate-cutting practices of the railroads, otherwise the service will 
not be made available to the shipping public, 


We have gone through the same experience on fish solubles as on 
vegetable oils. 
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I might say that fish solubles are a material that is left over after 
fish oil and fishmeal have been drawn off from the processing of the 
fish. The material is used as a livestock feed. 

We spent several thousand dollars working with the industry to 
prepare for Interstate Commerce Commission hearings so tank-truck 
service could be authorized to supplement rail service. The Inter- 
state Commerce Commission found such a service necessary and in 
the public interest. We were the only motor carrier authorized to 
handle this traffic north into the feed mills in the soybean oil pro- 
ducing belt and vegetable oil southbound. 

The gulf coast area is a large source of these solubles. This wag 
an efficient service to the advantage of all concerned. We handled 
about 9 percent of the tonnage originating in the western district, 
The railroads had 91 percent of the business. 

In 1957 we raised our rates so none of our rates were below the rail 
rate. In 1958 the railroads took another rate increase, the X219, 
amounting to 3 percent. Subsequently, July 5, 1958, we also raised 
our rates because like the railroads, our costs had increased and as a 
result, none of our rates were below the rail level. On March 10, 
1959, the railroads cut their rates 30 percent because of so-called truck 
competition. Our counsel advised us that in view of the failure of the 
Interstate Commerce Commission to act to stop the railroad vegetable 
oil rate cut, we would be wasting our money to protest the solubles 

rate cut. In 1959 our share of the business dropped two-thirds so we 
did 3 percent of the business and in 1960 for the year to date our 
volume is at a rate less than half of 1959. Obviously the railroad rate 
cut was not made to improve the railroads’ revenue position by regain- 
ing business. When you have over 90 percent of the business and cut 
your rates 30 percent you haven’t helped yourself. Their only motive 
must have been to destroy truck competition, and that they are. 

Along with what has been said before, once this is done, you can 
be sure that the railroads expect to recover their lost profits at the 
public expense at some later date. I have one more example here 
and that is of lard. 

Another example is lard. On July 10, 1959, the railroads cut their 

rate between Wichita, Kans., and points in Texas. In 1959, prior 
to July 10, we hauled 1,300,000 pounds; after July 10 up to the present 
date we have gotten 69,000 pounds. On October 10, 1959, the railroads 
cut their rate between Denver and Texas points. Up until that date in 
1959 we hauled 2,036,000 pounds. After that date we did not get 
another load in 1959 and we got 83,000 pounds in 3 months of 1960 
to date. 

The rate history on this commodity is like that for vegetable oils 
and fish solubles—first you have rate increase after rate increase de- 
manded and received by the railroads; second, authorization of tank 
truck service by the Interstate Commerce Commission ; third, rail rate 
cut; fourth, virtual elimination of truck service 

I would like to add right there that we are sure that the railroads 
would not have been willing to reconsider the level of their rates 
except for the truck service yet the ICC is allowing the railroads to 
destroy the very means by which the railroads have been caused to 
consider very carefully their demands for higher rates and if they 
knew that the Commission would protect the alternate carrier, I am 
sure that they would consider more carefully before they made some 
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of their rate increases. And I think that would be in the public 
interest. 

Let me make it clear that the facts reported here are not intended as 
criticism of the way any individual on the Interstate Commerce Com- 
mission has discharged his duties. We know each member of the 
Commission has acted in a responsible way. 

However, it is clear that in various ways including the legislation 
passed by Congress in 1958 amending the Interstate Commerce Act, 
that the Commission has been influenced or has felt compelled to per- 
form its functions in a way we belive to be contrary to the overall 
public interest, the railroads included. 

The railroads can handle any commodity between all points. A 
specialized carrier is limited to handling the specific commodities 
named in his certificate between the individual points named. In 
pinning the specialized carrier <lown to the specifically named com- 
modities, such as unprocessed soybean oil, and points, the Interstate 
Commerce Commission has gone to the extreme of specifying a single 
type of vegetable oil that may be transported from a single named 
refinery. Such a carrier has no broad business, no broad general com- 
modity situation, and no large and varied number of customers to 
support his operation. Merely the cutting of the rail rate on a single 
commodity between two points can do serious damage to such a carrier. 

The railroads, of course, recoup their revenues by raising their rates 
on other commodities so that the shipping public in general must pay 
for the destructive, competitive practices of the railroads as they 
single out one target after another for isolation and elimination. Once 
competition has been throttled or eliminated the rates can and must 
be raised as obviously no tank trucker is going to run the risk of having 
the experience of being eliminated repeated. 

We feel there is a great inconsistency in the regulation of interstate 
commerce in this respect. Where we have an obligation we feel that 
we should have some protection. If this situation is not corrected, 
the Congress will be doing a great disservice to the public and to the 
sound, healthy development of our country. 

Senator Pastors. Thank you, sir. 

Do you have any questions, Mr. Barton ? 

Mr. Barton. No questions, Senator, thank you. 

Senator Pastore. Thank you very much. 

Mr. Pater. Thank you. 

Senator Pasrorr. Our next witness is Mr. D. C. Davis, traffic man- 
ager of the port of Lake Charles, Lake Charles, La. 


STATEMENT OF D. C. DAVIS, TRAFFIC MANAGER, PORT OF LAKE 
CHARLES, LAKE CHARLES, LA. 


Mr. Davis. Mr. Chairman, members of the committee, in the in- 
terest of time I will read briefly this statement for the purpose of 
identity and then I would like to make just a few remarks. 

My name is D. C. Davis. I am the traffic manager at the port of 
Lake Charles and am here today to express and record our opinion 
in the matter of coastwise and intercoastal water shipping. 

The Lake Charles Harbor & Terminal District is a political sub- 
division of the State of Louisiana and owns and operates the port of 
Lake Charles, La., governed by the duly appointed president and 
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members of the Board of Commissioners of the Lake Charles Harbor 
& Terminal District, created by an act of the Louisiana Legislature, 
July 7, 1924, and possesses the substantial interest in all tr ansportation 
matters as would constitute to its position. 

As a port operation, we are sustained by the transportation econ- 
omy. It is vitally necessary that a favorable climate be fostered and 
maintained wherein the different modes of transportation can operate 
with maximum fulfillment of the services they can render. We, as 
a port, are a vital link in the chain reaching between shippers and re- 
celvers using water transportation and it is incumbent that we act 
at all times to see that the best, most consistent, and practical services 
are available to the shipping public. 

For these reasons, we have viewed with grave concern the gradual 
decline of the coastwise and intercoastal water service beginning dur- 
ing World War II. Because of the national emergency existing in 
1941-42, this type service was curtailed to a negligible degree. Since 
1946, when the state of the Nation was returned to a degree of nor- 
maley, up to the present time, the carriers and lines prev iously engaged 
in coastwise and intercoastal service have found it increasingly difii- 
cult to resume operations to any appreciable degree. 

In fact, the services of this type available to the shipping public 
today is only a fraction of w hat it was and should be, and at the port 
of Lake Charles the service is absolutely nonexistent. Prior to the 
disruption of services at the onset of the war, we had available to us 
a number of lines in this type service, and our utilization as a port 
operation was for this reason fully implemented. Since the cessa- 
tion of hostilities we have had hundreds of requests from shippers and 
receivers indicating their desire to avail themselves of coastwise and 
intercoastal services 

Our inability to offer this service negates our utilization to a meas- 
urable degree and nullifies our efforts to provide a service commen- 
surate with demands. In order for the port of Lake Charles to as- 
sume its rightful position as a port operation, we need the services of 
coastwise and intercoastal carriers to allow an unrestricted movement 
between the port of Lake Charles, the North Atlantic ports and the 
ports of the Far West. 

Stating it otherwise, the public today is being denied the benefit 
of a facet of the transportation industry that they are rightfully en- 
titled to have and which should be recognized as an integral part of 
our overall transportation system. The factors that have caused the 
decline of the coastwise and intercoastal services are many, but pri- 
marily it has been because of the failure to recognize its inherent 
advantages and let such be a guide or rule in ratemaking. We want it 
clearly understood that we are saying nothing detr imental to the in- 
terests of the rail carriers, motor carriers, or any particular mode, 
but rather our position is of an all- -encompassing nature by which we 
fully recognize the need for a diversified transportation system, each 
facet of which can render the service it is best suited to do and all in 
a healthy economic climate. 

In conclusion we again stress that we are not opposing any individ- 
ual interest but are here seeking to strengthen and substantiate the 
understanding that the coastwise and intercoastal services are without 
question necessary to our continuing growth and economy. The regu- 
latory bodies and the Congress of the United States should be at all 
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times cognizant of this fact and the necessary steps should be taken to 
allow this f: icet_ to take its rightful place in our transportation indus- 
try. Only in this manner can the national transportation policy be 
fulfilled and the interest of the Nation best protected. We, therefore, 
respectfully urge this committee to give this matter serious consider 
ation and re nnder a report that will reflect the more realistic appraisal. 

Mr. Chairman, I must add at this time that I am a little confused 
inasmuch as I am disappointed that we have not stressed to me what 
is the most important factor and that is the public interest. Now, it 
seems that we have narrowed this issue down to a question of the rail- 
roads versus the motor carriers, or railroads versus the water lines 
and what not, and actually there is not enough thought being given 
to the people who use the services of these different types. Now, cer- 
tainly Tam not na position to determine how much of a fleet of ves- 
sels is necessary to defend this country in time of war or something, 
but whatever that figure is should be the only restrictive factor in the 
interpretation of the national transportation policy. Now, there has 
been a lot said about the rule of ratemaking, section 15(3), which 
states that the Commission in determining whether a rate is lower than 
a reasonable minimum rate shall consider the facts and circumstances 
attending the movement of the traflic by the carrier or carriers to 
which the rate is applicable. There is absolutely no question in my 
mind but what that is completely adequate. Now, as the Port of Lake 
Charles Harbor and Terminal District, we represent $1 million worth 
of industry. There are many people who look to us for guidance and 
we have held that the Interstate Commerce Act as it is now written is 
fully adequate, and we are leaning on the phrase which says that the 
Commission shall consider the facts and circumstances attending the 
movement of the traffic. 

Now, in being realistic about these matters, I think that we have to 
realize that the customer, these patrons of these various types of serv- 
ice, is entitled to the lowest. possible cost that. can be accorded to him. 
I think that one of the basic concepts of ratemaking is that the ship- 
per is entitled to any combination of rate factors which will result in 
the lowest consistent cost to him and I don’t think that there is any 
differenc e in that from what we have here today. It is merely allow- 
ing the different types of—the different modes of transportation who 
have an advantage by reason of their secondary service or minimiz- 
ing transit time or something of that sort, it is reasonable to think 
that possibly they would be able to offer a service to the shipping 
public at a cheaper cost than that of a first-class transportation. Now, 
I think all of us feel that each mode of this transportation is vitally 
necessary to adequately serve the shipping public and I feel that if 
the Interstate Commerce Commission in its interpretation of the act 
will consider the facts and circumstances and give proper consider- 
ation to the inherent advantages that each mode has to offer and then 
not hold up the rates of one carrier to protect the traffic of any other 
mode, I think that it would certainly be completely adequate. The 
only other thing is that I have questioned in my mind repeated st ite- 
ments that say that any reduced rate imposed by the railroads or any 
mode of transportation is not passed on to the shipper. I put question 
marks after that each and every time I hear it. 

For instance, a person today that is paying $10 a hundred, if that 

rate is reduced to $5, the reduction or the savings to him is ought. I 
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don’t think that it can be questionable if he avails himself of it. So 
the only other factor that enters into this thing insofar as I can see is 
managerial judgment that will allow modes to find their rightful place 
bearing in mind that their responsibility is not only to themselves 
but to the public as a whole. 

Senator Pastore. Now, if I followed your statement, Mr. Davis, 
closely, you say that there has been a very substantial drop in the 
utilization of your facilities and that you are urging that a favorable 
climate be fostered and maintained wherein the different modes of 
transportation can operate with maximum fulfillment of the services 
they can render. 

All right, you are sitting there and I am sitting here. Now, what 
do you suggest ? 

Mr. Davis. I would suggest, Senator—as I say, I am not in a posi- 
tion to know how much of a fleet we should maintain for defense pur- 
poses, but with that as an absolute minimum, we all face up to the 
fact that we have got to have that retained at any cost to us, if it is 
necessary for our defense, with that as an absolute minimum then 
I think that in ratemaking consideration should be given to the in- 
herent advantages of that particular mode. We recognize that water 
transportation 1s completely secondary to rail transportation. The 
time factor is quite important and there are shippers where it isn’t 
necessary for them to meet a daily or an on-the-minute schedule and 
they can resort to a cheaper mode of transportation if it is available 
to them and I think it should be made available to them. 

Senator Pasrorr. You take the position that the attitude of the 
ICC with relation to this matter is in large measure accountable for 
the decline in your services ? 

Mr. Davis. Yes, sir, I say that with proper qualification. I think 
it is certainly a matter of interpretation rather than the language. 
I think the language is completely adequate. 

Senator Pasrore. Well, you did make the statement that the law 
is adequate enough. You make the assertion here, not the accusation, 
but the assertion that it is in the interpretation of the law that you find 
fault. 

Mr. Davis. I think that to the degree that there has not been enough 
consideration given to the inherent advantages of each mode of travel. 

Senator Pasrore. All right, sir, thank you very, very much. 

Any questions? 

Mr. Barron. No questions. 

Senator Pastore. Mr. Ed Hood. 

Mr. Hoop. Right, here, Senator. 





STATEMENT OF EDWIN M. HOOD, VICE PRESIDENT, SHIPBUILDERS 
COUNCIL OF AMERICA 


Mr. Hoop. Mr. Chairman, my name is Edwin Murray Hood, I am 
vice president of the Shipbuilders Council of America, representing 
the principal shipbuilders, ship repairmen, and allied council in this 
country. Iam appearing here today for the purpose of reading into 
the record a statement which was intended for Mr. L. A. Sanford, our 
orn Unfortunately, he is unable to be in Washington today. 

n the interest of time, Mr. Chairman, I will be glad to submit it for 
the record if you desire, 
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Senator Pastore. Well, why don’t you read it. There might be 
some questions. You are sufficiently versed, not only in the statement 
but the subject matter, that on your own you will assume the respon- 
sibility of answering questions ? 

Mr. Hoop. Yes. 

Senator Pasrore. Then I think you ought to read it. 

Mr. Hoop. Historically, coastwise and intercoastal shipping has al- 
ways constituted a substantial and very important part of our mer- 
chant marine. Aside from its economic importance to our industrial 
complex, such shipping was invaluable in two world wars as an 
immediately available source of vessels in active service, invaluable 
because in both instances our merchant marine engaged in foreign 
trade has been permitted to become hopelessly inadequate for national 
defense. 

Even the domestic services had been the victim of progressive de- 
terioration. Before the war started in 1939, practically all the domes- 
tic ocean fleet was overage economically. There was a surplus of ton- 
nage, operating costs were increasing, and revenues were decreasing. 
There were no reserves for replacements. 

The demand for tonnage in the world market created by the out- 
break of hostilities enabled domestic operators to dispose of many sur- 
plus and obsolete vessels with Maritime Commission approval. Even- 
tually (1942), the Maritime Commission, by Executive order, requisi- 
tioned practically all ships under U.S. registry, including the domestic 
ocean services. 

Due to the pressing need for oversea tonnage for war requirements, 
the coastwise and intercoastal services were decimated and practically 
closed down for the duration of the war. The transportation services 
which had been performed by these vessels were taken over by other 
forms of transportation, notably the railroads. 

Many of the vessels formerly in the coastwise and intercoastal serv- 
ices were war casualties. The exigencies of war service took its toll 
of others. Thus, the postwar vessels returned to these services, even 
though reconditioned, constituted but a shell of the former fleets, even 
though supplemented with war-built vessels. 

The lot of the coastwise and intercoastal fleets since the war has 
not been a happy one. Their operating costs have continued in an 
upward spiral. Their revenue has been limited by competitive trans- 

ortation services. ‘The vessels have been growing older and becom- 
ing more obsolete day by day. Their earning power offers little hope 
of financing new, larger, and more efficient vessels of advanced types. 

It may be of interest to note that there was a total of 694 vessels— 
3,785,000 gross tons—registered in the domestic services on June 30, 
1938. ‘Twenty-one years later, October 1, 1959, there were 374 such 
vessels—3,568,000 gross tons—so registered. This substantial de- 
crease in the number of vessels, but slight decrease in the gross ton- 
nage, would appear at first glance to merely indicate an increase in 
the size of vessels, but little loss of tonnage. But further analysis 
shows that much more is involved than increased size of vessels. 

The number of combination passenger and cargo vessels—troopship 
potential—has decreased from 49 to 2—262,000 to 37,000 gross tons; 
in other words, only 4 percent as many ships in October 1959. The 
number of dry-cargo vessels has decreased from 374 to 127—1,687,000 
to 931,000 gross tons; in other words, only 34 percent as many cargo 
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vessels and 55 percent as much gross tonnage. The number of tankers 
has decreased from 266 to 218—1,836,000 to 2,599,000 gross tons, 
Here is where the increased size of vessels shows up and where the 
backbone of the coastwise trade is at present: 82 percent as many 
tankers but 142 percent as much gross tonnage. : 

But let us further analyze the dry cargo tonnage. While there are 
34 percent as many vessels and 55 percent as much gross tonnage, 
we find that of the 127 vessels as of October 1, 1959, 34 are engaged 
in the coastwise trade, 63 in the noncontiguous trades, and only 30 
in the intercoastal trades. Expressed percent: igewise, 27 percent of 
the present domestic fleet are engaged in coastwise services—26 per- 
cent on a gross-ton basis; 49.5 percent in noncontiguous services—49 
percent on a gross-ton basis; and 23.5 percent in intercoastal services— 
25 percent on a gross-ton basis. 

Of the total presently engaged in domestic services, tanker opera- 
tions constitute approximately 73 percent of the gross tonnage em- 
ployed and thus obviously the bulk of the domestic service. The dry 
cargo operation only constitutes 26 percent of the domestic services, 
the combination passenger and cargo services betng practically 
negligible. 

The problem that faces the Nation warrants study and analysis 
to determine the method or methods by which the coast wise and inter- 
coastal services can be restored to healthy economically feasible op- 
eration. 

And now that we have stated the foregoing facts and posed a prob- 
lem, just what is the significance of that problem and how does it in- 
volve either the national security or maritime industry today ? 

The mere existence of flourishing coastwise and intercoastal services 
is the most potent insurance we can have in the way of national se- 
curity that there will be immediately available for national emergency 
or war service, whenever required, a nucleus fleet of active modern ves- 
sels—dry-cargo vessels particularly, in which category we are now 

sadly lacking. What we imperatively need are vessels in being and 
in active service, immediately available, not vessels on paper which 
we may never have the opportunity to build. We need these vessels 
today, not sometime in a dim and uncertain future. 

In passing, it might be noted that aside from a healty competitive 
transportation system that would be engendered, the economies of the 
employment afforded, the business cre eated, and the tax income, both 
State and Federal, corporate and personal, cannot be ignored. 

Now a word for the ship-building and ship-repairing industry, 
which I represent. Over the years the coastwise and intercoastal serv- 
ices have been good customers of the ship-building and ship-repairing 
yards. That relationship is rapidly fading, if not already almost out 
of sight, except for some repair work on the remaining ships. 

At present and in the foreseeable future, there is little or no pros- 
pect of even a modest, let alone adaquate, workload for the shipyards. 
The subsidized ship replacement program is dragging badly through 
lack of adequate appropriations to implement the contractual obliga- 
tions entered into by the Government itself with the subsidized opera- 
ators on schedules mutually agreed to. Construction subsidy appro- 
priations over the past 6 years average much less than enough for one 


ship per shipyard per year. No shipyard can exist for long on that 
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No tanker orders are in prospect. There is presently a huge surplus 
of tanker tonnage worldwide. With some 8 million deadwe ight tons 
of tankers still on order and perhaps 6 million deadweight tons pres- 
ently laid up—some of it new—it will be evident that the tanker in- 
dustry, particularly in this country, has little present potentiality as 
a source of shipbuilding. 

There is no indication that the unsubsidized operators are planning 
"7 wement programs at the present time or in the foreseeable future. 

Naval construction, too, a portion of which is allocated to private 
shipyards, is being severely curtailed. 

That the ship- building and ship-repairing industry economically 
and securitywise occupies an eer place in the industrial 
complex of the United States is conceded by those familiar with our 
mobilization concepts and requirements. Its abillity to fulfill its 
proper mobilization role would be greatly enhanced by the timely re- 
suscitation of the coastwise and intercoa stal services as once more po- 
tential customers of the shipyards. 

Thank you, Mr. Chairman. 

Senator Pasrorr. Any questions, Mr. Barton ? 

Mr. Barron. Yes, Senator. 

I take it, Mr. Hood, that you are saying in summary that the coast- 
wise and intercoastal shipping industry is necessary for the economic 
development of the country and the national defense. Also that they 
are good customers of the members of your council; so you would like 
to see the indus try maintained on some sound and healthy basis / 

Mr. Hoop. ‘That is correct, Mr. Barton. 

Mr. Barron. Do you think that the practices of the Interstate Com- 
merce Commission in regard to the rule of ratemaking have had any 
effect on the cessation of coastwise and intercoastal shipping ? 

Mr. Hoop. Well, Mr. Barton, my familiarity with the ratemaking 
aspect of this policy y is only on the basis of what I have heard from our 
customers and what has been disclosed in the course of these hearings. 

Mr. Barron. Do you think that subsidy might be necessary to main- 
tain the coast wise and intercoastal shipping industry ? 

Mr. Hoop. Subsidies—well, first, let me say that subsidies in accord- 
ance with the Merchant Marine Act of 1936, are predicated upon the 
concept of parity and since foreign-flag operators are not permitted 
to engage in the coastwise or domestic serv ices, it would be extremely 
difficult to establish a parity basis. 

Mr. Barron. Under the present law ? 

Mr. Hoop. That is correct. 

Mr. Barron. It might be necessary to subsidize them on some other 
basis. 

Mr. Hoon. Well, the Maritime Administrator, when he appeared 
here on February 19, made certain recommendations for assistance to 
the coastwise and intercoastal operators and it is our opinion that they 
should be pursued. 

Mr. Barron. I believe subsidy was one of the alternatives he men- 
tioned. 

Mr. Hoop. Well, I have his recommendations here, one of which is a 
building agreements fund, accelerated depreciation and the construc- 
tion by ‘the Government for Government account of appropriate and 
efficient tonnage for the coastwise and intercoastal trades and the re- 
sale or charter of such ships by the Government to qualified operators. 
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Mr. Barton. These recommendations all amount to subsidy in one 
form or another. 

Mr. Hoop. That is correct; yes, sir. 

Mr. Barton. Thank you, sir. 

Mr. Hoop. Thank you. 

Senator Pasrore. That concludes our morning session. 

I want to thank all of you who have come here and given us the 
privilege of your presence and the advantage of your testimony and 
now we will recess until 10 o’clock tomorrow morning. 

Thank you very much. 

(Whereupon, at 12:20 p.m., the hearing recessed to reconvene at 
10 a.m., Thursday, March 31, 1960.) 
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DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


THURSDAY, MARCH 31, 1960 


U.S. Senate, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON MrercHant MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10 a.m., in room 5110, New 
Senate Office Building, Hon. Warren G. Magnuson presiding. 

Senator Magnuson. The committee will come to order. I want to 
suggest to the witnesses this morning that unfortunately the Senate is 
in session again and there will be a number of rollealls. Technically, 
committees can’t meet for any official action, but we have so many 
witnesses on coastal and intercoastal shipping matters that we want 
to give them the opportunity to testify particularly those who have 
come in from out of town. If you will be as brief as possible in your 
oral testimony, we will read all of your testimony. One of the other 
Senators on the subcommittee will try to get here, but there is a floor 
situation that makes it quite bad for holding hearings, which is no 
one’s fault. So let us proceed as rapidly as possible. 

Mr. Barton, the counsel, tells me that we have as our first witness 
Mr. Coyle, who is manager of transportation, Alan Wood Steel Co., 
Conshohocken, Pa. Is Mr. Coyle here? Weare glad to hear from you. 


STATEMENT OF CORNELIUS X. COYLE, MANAGER OF TRANSPORTA- 
TION, ALAN WOOD STEEL CO., CONSHOHOCKEN, PA. 


Mr. Coytz. Sir, my name is Cornelius X. Coyle, and I am manager 
of transportation for the Alan Wood Steel Co. The products we make 
are steel plates, sheets, and strips, steel slabs, billets and ingots, pig 
iron, coke and coke chemicals, iron powder, steel cabinets, lockers, bins, 
and shelvi ing. 

In addition to these finished products we consume many thousands 
of tons of raw materials in form of iron ore, coal, limestone, as well as 
large quantities of refractories to maintain our furnaces. 

I have held my present position since September 1, 1955, however, 
my own personal experience in the transportation field goes back to 
1925 when I started with the railroad industry. In 1937 I entered the 
field of industrial traffic management, and have been in that field and 
associated fields until the present time. My experience encompasses 
railroad and coastwise steamship line rate work, public pier manage- 
ment, truckline operation, public warehousing, Government transpor- 
tation, as well as my principal occupation of traffic manager in the in- 
dustrial field. 
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The Alan Wood Steel Co.’s steel producing plants are located jn 
Montgomery County, immediately adjacent to ¢ ‘onshohocke n, Pa.. on 
the Schuylkill River. The Schuylkill River is not savinate by 
vessel and the nearest port fac ility is In the city of Philade ‘phi: l, ap- 
proximately 20 highway and rail miles from our plant. 

We have been using water transportation since at least 1925 to 
market our products to or Via port cities on the Atlantic seaboard, 
Charleston, S os ., and south thereof: in the Gulf of Mexico and along 
the west coast, San Diego, Calif., to Seattle, Wash. 

Exhibit 1 attached is my statement of February 29, 1960, previously 
submitted to this subcommittee and it states the tonn: age that we moved 
by water tr: usport: ition in 1959, a total of 30,383 net tons of plates and 
sheets, amounting to 8.4 percent of our total production of these par- 
ticular produets. Loss of existing water tr anspor ition, in my 
opinion, will have the effect of pricing us out of these markets be- 
cause mit irketing by land t transport: ition is not economical due to loea- 
tion of competing steel producing mills spread throughout the country 
at or near Baltim ore, Md., Birmingham, Ala., Pittsburgh, Pa., Cleve- 
land, Ohio, Chicago, Ill., Geneva, Utah, and Fontana, Calif., to name 
the prince Ipal origins. In past years we have overcome part of this 
geographic disability via land carriers, by using water transportation 
to and via coastal cities. 

Within the framework of this need that we have for low-cost eco- 
nomical water transportation, we urge this subcommittee to carefully 
examine the economic reasons for the reduction of the domestic fleet 
to its present low level. While I do not have access to the waterlines 
costs, It Is obvious that they have been practically annihilated by forces 
they cannot control. It is true that waterline expenditures for mate- 
rials, labor, and services have risen considerably since the end of 
World War IL, but so have the costs of all other industries, including 
the steel industry, and our industry has managed to not only survive, 
but also to operate at a profit and to expand our production facilities. 

It seems to me then, that this subcommittee should direct its atten- 
tion to the difference bet ween the transportation industry and other in- 
dustries, and I identify this difference as being primarily that the 
transportation industry is regulated by the Government as to the 
minimum and maximum pr ices it can charge and the services it can 
render. The agency of Congress responsible for the fostering and 
development of ‘all modes of transportation for the movement of gen- 
eral commodities between the States is the Interstate Commerce Com- 
mission, As far as I know this appointed body has jurisdiction over 
the waterlines operating coastwise and intercoastal services as well 
as the land transportation segments of the industry—railroads, trucks, 
and pipelines—-at least as to the maximum and minimum prices they 
may charge the shipping public. 

The Interstate C ommerce Act, of course, is the basis for the regu- 
latory commissions’ administrative actions or lack of action. There- 
fore, it is in this area, administration of the act, that I look for the 
prime reasons for the present condition of the water c arriers. 

This subject of the effects of the administration of the act is very 
intricate and involves many phases of economics that I am not quali- 
fied to deal with. But it is my opinion that the Interstate Commerce 
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Commission, when exercising its jurisdiction over the price or freight 

rate various competing carriers may charge for their transportation 
services, has a fundamental duty to protect the lowest cost carrier. Not 
that I have any strong opinion as to whether this is economically right 
or wrong, but merely because of the fact that the transportation in- 
dustry is now regulated. 

As I view the rate situation since Januar y 1, 1947, the Commission 
granted land carriers several “blanket” ge neral increases in the form 
of percentage additions to existing rates. These “blanket” increases 
were allowed for the purpose of satisfy ing the general revenue needs 
of these carriers. The resulting charge for tr: insportation of a particu- 
lar product between two particular points had no relationship to any 
cost-plus-profit formula which is common in unregulated industries 
for establishing minimum prices. Conversely, it seems to me that the 
Commission has not fully discharged its ol bligati ion to disallow subse- 
quent decreases that are proposed by one ¢ arrier sole ly to meet the 
competition of a different mode of transportation. 

Therefore, my conclusion is that if the waterlines are really the low- 
cost carrier between two given points and their freight rates are just 
and reasonable, then they are entitled to the full protection of the 
regul: wory ¢ omumission against « compe titive- type pr icing activities by 
land carriers that would have the effect of depriving such water car- 
riers of their natural advantages or prevent their normal growth along 
with the economy of the Nation as a whole. That they have not so 
grown and are in fact fast disappearing, is to my mind proof that 
they are simply not. the low-cost carrier any longer or that there has 
been a failure on the part of the Congress to give its regul: atory coin- 
missions the proper instructions, authority, or clear directions to ac- 
complish the objective in the national transportation policy as stated 
in the preamble to the Interstate Commerce Act, and I quote there: 
from in part— 
all to the end of developing, coordinating, and preserving a national transporta- 
tion system by water, highway, and rail, as well as other means, adequate to 
meet the needs of the commerce of the United States * * * 

In summary then, the company I represent, being engaged in a 
business that involves commerce between the States, has a competitive 
need for water transportation to market its products, and since our 
sales activity is not large enough to warrant the operation of private 
vessels, we must ask for, support, and develop a common carrier water 
service to satisfy this need. 

We would accept the disappearance of water transportation as one 
of the hazards of business if we were convinced that they could not 
economically compete with land transportation. 

We are not so convinced, but rather think the prime reason for 
the decline of the merchant marine in domestic services lies in the 
area of proper and just regulation. We, therefore, urge that this sub- 
committee direct a detailed cost analysis and on the basis thereof, 
make appropriate recommendations to the Congress. 

Senator Magnuson. All right, Mr. Coyle, and we will put the ex- 
hibit in the record in full, the back page. 
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(The document above referred to is as follows:) 


ALAN Woop STEEL Co., 
Conshohocken, Pa., February 29, 1960. 
‘To Whom It May Concern: 


The Alan Wood Steel Co. is an integrated steel mill located on the Schuylkil 
River in Montgomery County, near Conshohocken, Pa. In the latter months of 
1959 our total employment figures reached an alltime high of 4,000 persons. 

During the year 1959 we produced 482,128 net tons of steel plates and sheets 
and sold them on an f.o.b. mill basis principally in Pennsylvania and nearby 
States, using all forms of transportation as selected by the customer. Of this 
total tonnage produced, 40,383 net tons or 8.4 percent of production moved to 
areas of the United States served by water carriers in the following manner: 








Area Net tons Percent 
To west coast: . 
GEE SO. ccc cknennn sc toeia ih Wicd aseshc ts tesalsabeihulabin ean am sauee tee male esheets 28, 640 100.0 
ee IN SIO CUTIE osc wiienn enc cwindaidcnctuecteucunesots 26, 560 i? 
Vie other modes of transportation... .. .. 522. ccc ncn c ccc ccc ccesene 2, 080 6.3 
To State of Texas: 
IN a etcetera a enka tebniddsuebeckedsauenaneee 6, 320 100.0 
Te INE WTENRO CNENOOE 6 no nn in ecco ncccncdcccewcdenececces Scie 2, 819 44.6 
Via other modes of transportation. ...................-.--- “hice Saat | 3, 501 | 53.4 
To Florida, Georgia, and South Carolina: | 
Ps pidenteeatiwndtncnntsccsekesen demi assensasscdunahsesbnaaten 5, 423 100.0 
re ORESIOS SORERE CONEIAE S65 = os sicc ncn cs ateedacsccns scenevnessness 2,617 | 48.2 
Vis other modes of transportation... ..... ncn cnc ncc ncn cee ce eceeeee ; 2, 806 | 51.8 


| 





While the above tonnage data reflects a substantial interest in common ear- 
rier water service, it is obviously not of sufficient volume to warrant the opera- 
tion of private vessels; therefore, this alternative is not available to us. Ae- 
cording to information in our office, the Alan Wood Steel Co. was using inter- 
coastal and coastwise vessel service prior to 1925, giving it an uninterrupted 
history of more than 35 years’ active use of water transportation, to market 
its products. 

The substance of this statement is that for an economic reason, or reasons, 
not wholly known to us, domestic water transportation between coastal and 
intercoastal cities has been disappearing, despite the fact that all modes of 
transportation are regulated and governed by agencies created and subject to 
the Congress of the United States, whose will was most recently expressed in 
the Interstate Commerce [Transportation] Act of 1958. 


CORNELIUS X. COYLE, 
Manager, Transportation. 


Senator Magnuson. Now, you cite the general case very well as 
it applies to the preamble of the ICC Act and then you go on to say 
on page 4: 


As I view the rate situation since January 1, 1947, the Commission granted 
land carriers several “blanket” general increases in the form of percentage 
additions to existing rates. These “blanket” increases were allowed for the 
purpose of satisfying the general revenue needs of these carriers. The result- 
ing charge for transportation of a particular product between two particular 
points had no relationship to any cost-plus-profit formula which is common in 
unregulated industries for establishing minimum prices. Conversely, it seems 
to me that the Commission has not fully discharged its obligation to disallow 
subsequent decreases that are proposed by one carrier solely to meet the com- 
petition of a different mode of transportation. 


Now, I assume that pretty well sums up what you think is wrong. 

Mr. Coyte. That, sir, is correct. 

Senator Macnuson. Now, when you say the Commission has not 
fully discharged its obligation, are you referring to the rulemaking of 
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the Commission insofar as the Suspension Board is concerned, or the 
decisions of the Suspension hous’, itself, when decreases are filed ¢ 

Mr. Corte. I think I mean both. 

Senator Magnuson. Both. 

Mr. Corte. But lately in the last year since the 1958 act went into 
effect, it seems that the Commission by inaction, is allowing these 
things to happen, refusing to suspend. As I read section 3, I don’t 
see any change at all. I don’t read a change in the act at all. I 
think it is just a clarification, but somehow these words that were 
used—that is you have to consider the effect on a different mode of 
transportation. 

I think they have always had that, they have just stated it differ- 
ently. Now, the Commission seems to think that this means if a 
truckline decided to reduce some rates and the railroads protested 
it or vice versa, they say we don’ t have to consider that any longer. 

Well, I don’t feel that that is the way they should treat the subject 
at all. 

My general feeling is that in our own business if I wanted to com- 
pete “with another produc er of steel, there is a natural economic limit 
to what I can absorb and I just stop right there because we don’t 
make steel and sell it at a loss. 

Now, I am not qualified to say whether, for example, the railroad 
industry is selling their services at a loss or not, but by comparing 
their rate on the products we make to a port city and then taking the 
same relative distance to a noncompetitive area, I find that they are 
nowhere near alike and, of course, the noncompetitive area is high. 

Senator Magnuson. Well, would it be a fair statement to say that 

you think that the Commission should go further or at least start to 
adopt decisions that approve rates closer to compensatory costs? 

Mr. Corie. Yes; Ido think so. I wouldn’t object at all if the rail- 
roads - the low-cost carrier, by golly they ought to get the busi- 
ness. I don’t have access to any figures that would tell me whether 
they are or not. 

I must just look at what they have and my general feeling is that 
I feel that any carrier, railroad, truck, or waterlines, has a right to 
meet its competition, but that right has a limit. 

I don’t know what the limit is, but I think the ICC should state 
what the limit is, that they can’t go below something. 

Senator MaeNnuson. But it 1s your general opinion that water 
transportation can be as cheap as other forms of transportation and 
it is somewhat puzzling to you why the waterlines are going out of 
business. 

Mr. Corte. That is right. 

Senator Magnuson. Because rising costs haven’t affected them in 
ratio any more than other forms of transportation. 

Mr. Corte. I wouldn’t think so. I wouldn’t know how to prove it, 
but my general feeling is their costs have gone up a hundred percent 
in the past few years; so have ours. 

I know the mills that are competing with me are operating their 
own private vessels. Now, if they can operate private vessels at a 
return on their investment, they are not operating them at a loss, 
why certainly the common carrier should be able to do the same thing 


because he has access to more types of freight than a steel mill can 
offer. 
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I can’t understand how a coastwise service can disappear and, in its 
place, private water transportation appears. This doesn’t make eco- 
nomic sense. 

Senator Macnuson. All right, thank you, Mr. Coyle. The next 
witness we have is Mr. Brewer of the A. B. Bull & Co., New York, 

Is Mr. Brewer here ? 

( No response. ) 

Senator Magnuson. Mr. Haydon. Mr. Haydon is from the East- 
ern Central Motor Carriers Association, Akron, Ohio. 

Weare glad to have you here, Mr. Hay don. 

Mr. Haypon. Thank you, Mr. Chairman. 


STATEMENT OF JAMES E. HAYDON, ASSISTANT GENERAL MAN. 


AGER, EASTERN CENTRAL MOTOR CARRIERS ASSOCIATION, 
INC. 


Mr. Haypon. Mr. Chairman and members of the subcommittee, my 
name is James E. Haydon and I am testifying here today in place 
of Everett H. Russell, the general manager of the Eastern Central 
Motor Carriers Association, Inc., with oflices at 207 East Tallmadge 
Avenue, Akron, Ohio. Mr. Russell was invited by the chairman to 
submit testimony at this hearing but unfortunately he was unable to 
do so person: ally and has requested me to appear in his place. I am 
the assistant general manager of the association. 

My transportation experience covers a period of some 44 years, 38 
of which have involved the analysis of freight rates and practice 
before the Interstate Commerce Commission in matters concerning 
rate competition. 

I am not wholly conversant with this inquiry by the subcommittee 
but from what I do know about it, I assume that its purpose is to dis- 
cover if possible the reason for the decline in the coastwise trans- 
portation of freight by common carriers by water. I have been told 
that one of the reasons which has been advanced for this decline is 
the intense competition which has raged between competing modes of 
transport since the close of World War IT, and that this competition 
has taken the form of repetitive reductions in rates until the level 
thereof has made it impossible for all but two of the water carriers 
to continue operations. 

I have further been informed that this rate competition, as dis- 
tinguished from service competition, has been between the water car- 
riers and the railroads, both of which are subject to regulation by 
the Interstate Commerce Commission. 

I am not too familiar with the background and details of rail-water 
competition nor with the rate structures upon which it has taken 
place. 

Accordingly, I am not familiar with the policies and practices of 
the Interstate Commerce Commission in this aspect. of its regulatory 
functions. I am, however, quite familiar with the competitive strug- 
gle between motor carriers and railroads, and T have had a good deal 
of experience on the firing line insofar as the regulation thereof by 
the Interstate Commerce Commission is concerned. I take it, there- 
fore, that I can be most helpful to the committee by recounting in 
some detail the experiences of my own office in that respect. 
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The Eastern Central Motor Carriers Association is a nonprofit 
incorporated association of motor carriers which perform transpor- 
tation between points in eastern territory on the one hand, and, on 
the other, points in central, middle west, northwestern, southwestern 
territories, of the country. 

Senator Magnuson. These are all common carriers? 

Mr. Haypon. Yes, sir. 

Eastern territory is comprised generally of the New England and 

Middle Atlantic States. Central territor y is made up of States east 
of the Mississippi, north of the Ohio River, and west of the State of 
Pennsylvania, while northwestern territory and southwestern terri- 
tory are areas of the Nation east of the Rockies but lying to the west 
of central territory. , 

The members of the Eastern Central Motor Carriers Association are 
primarily long-line common carriers by motor vehicle which rely upon 
long-haul tratflic for a substantial portion of the revenues they need 
to continue operations. 

There are 101 motor carriers which are members of the association. 
In 1958, which is the latest year for which complete data are available, 
the gross revenues of 89 of those 101 members amounted to more than 
$760 million. I was unable to secure the revenues of 12 of the mem- 
bers from normal sources. They are, however, carriers which are 
smaller than average and would not add materi: sag 2 = the total revenue 
of the membership. Bearing in mind that the year 1958 was not as 
good a year as 1957 nor as good as 1959, the filler tiie figures are of 
signific ance. The 89 members employed during 1958 a total of almost 
60,000 people to which they paid compensation of almost $350 million. 
They transported a total of more than 27 million tons of freight. 
In addition, the 89 carriers paid more than $1380 million to so-e alled 
owner-operators which are in essence small businessmen who own 
their transportation equipment but operate it in the service of the 
common carriers. 

During World War II, the motor carriers of America were ham- 
pered and limited by the scarcity of equipment, supplies, and man- 
power. At the ¢ ‘lose of the war they were faced with many problems 
in their efforts to rehabilitate and reequip theit organizations. 

In the course of coping with these problems, the motor carriers gen- 
erally reasserted, in terms of actual accomplishment, their claim to 
a fair share of the traffic of the Nation. This was accomplished not 
through the medium of rate reductions, but, instead, through the 
provision of a transportation service which was responsive to and 
satisfied the demands of the shippers and receivers. 

Indeed, postwar development of the motor carrier system took place 
during a period of rising transportation charges. ‘This increase in 
the level of transportation charges occurred as a result of inflationary 
pressures which have not entirely disappeared. During the period 
from July 1, 1946, to February 15, 1958, the railroads sought and 
received from the Interstate Commerce Commission approv al of 14 
successive general rate increases. Generally speaking, the motor car- 
riers, being subject to the same pressures of increased costs of opera- 
tion as were the railroads, made similar increases in the levels of their 
charges. 

Senator Magnuson. Would you say that just generally speaking, 
Mr. Haydon, the increases in truck rates and rail rates—I am not 
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talking about specific cases, but general increases—rose about the 
same ratio during that time? 

Mr. Haypon. That is so. Commencing in April 1958, however, the 
railroads embarked upon a new program of competition which ‘still 
continues and is without parallel in this history of transportation 
within America. That program, stated simply, has been one of at- 
tracting traffic through reductions of transportation charges and that 
program has been vigorously pressed even though there has been a 
steadily rising volume of traffic and steadily rising operating costs. 

As such, it constitutes, I believe, an economic anomaly. To me it 
does not seem sensible that a business which is enjoying an increasin 
volume, while also struggling to control increasing costs, should cut 
the prices of its services. The answer , quite plainly, i is the desire on 
the part of the railroads to capture a substantially greater share of 
the total available traffic. 

I have heretofore referred to the Interstate Commerce Commission 
and its regulatory functions. I would like now to discuss in some 
detail the manner in which those regulatory functions have been ex- 
ercised to limit or contain the rate competition which has taken place 
and still continues. Before doing that, however, I should explain 
as briefly and simply as I can the procedures under which the Com- 
mission’s functions are performed. 

It is a prerequiste to an understanding of the Commission’s control 
and regulation of rates and charges to observe first that the rates and 
charges of the railroads and the motor carriers do not require the spe- 
cific approval of the Commission before they can be made effective, 

Under normal circumstances, a carrier desiring either to increase or 
decrease an existing charge may simply file with the Interstate Com- 
merce Commission, vand post according to law, a tariff which publishes 
such changed rate or charge. Without special permission to do other- 
wise, such filing and posting must be made at least 30 days prior to the 
effective date of the new rate or charge. 

Prior to the passage of the Mann-Elkins Act of 1910, the Interstate 
Commerce Commission had no jurisdiction to suspend or otherwise 
interfere with the taking effect of such changed rates or charges. The 
passage of that and subsequent amendments, however, gave to the 
Commission the right to suspend the effective date of such new tariff 
publication for not to exceed 7 months, during which time the Com- 
mission is to determine its lawfulness after hearing. 

It should be observed that at the time of the passage of the Mann- 
Elkins Act the purpose of the legislation was to offer to the shipper 
or receiver some protection against the harm which would be done to 
him by the taking effect of new tariff publications. Such publications 
might result in the exaction of unreasonable charges or in the subjec- 
tion of the shipper or receiver to undue prejudice by reason of pref- 
erence of his competitor, both of which are proscribed by the Inter- 
state Commerce Act. 

A procedure was set up under which any party believing a newly 
published rate to be unlawful could seek from the Commission an order 
suspending the effective date thereof and instituting an investigation 
into its lawfulness. That procedure, with variations from time to 
time, has continued and exists today. 

With the advent of competing forms of carriage, which were one 
by one made subject to the jurisdiction of the Commission, the sus- 
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pension procedures began to be used more and more by members or 
associations of members of the competing forms of transport. That is 
to say the railroads protest and seek the suspension of new tariff pub- 
lications of the motor carriers. 

The motor carriers do the same with respect to the new tariff pub- 
lications of the railroads and, of course, the water carriers and the 
freight forwarders do likewise. This is as it should be because, as the 
Supreme Court said in Kastern Central Motor Carriers Association v. 
United States, 321 U.S. 194 (1944), the development of other forms of 
transportation and the subjection of them to regulation by the Inter- 
state Commerce Commission made that agency not only the regulator 
of the separate forms of transport, but also the coordinator thereof. 

From what I have already said, it should now be plain that the 
principal and certainly the most practical means which the Commis- 
sion has of regulating competition by the different modes of trans- 
port is the power of suspension. 

If that power did not exist, nothing could prevent the destructive 
impact of an unreasonably low rate upon the operations of all trans- 
port competing for the affected traffic with that mode which was 
desirous of cutting the rate. The unreasonably low rate would be- 
come effective and its full destructive results would take place before 
the administrative process of the Commission could have fully ap- 
praised its lawfulness. 

But the mere existence of the suspension power in the Commission 
does not guarantee that it will be used for its intended purpose of 
making certain that the goal of regulation is not defeated by ill advised 
or competitively destructive rate proposals. Obviously, if the Com- 
mission declines to exercise that power, such a rate proposal becomes 
effective just as though no such power existed. 

Further, the power that resides in the Commission in this respect 
is highly discretionary and there is a large body of court decisions so 
holding, the latest of such decisions being that of the U.S. District 
Court for the District of Delaware in Luckenbach Steamship Com- 
pany, Inc.,v. U S., 179 F. Supp. 605 (Dee. 14, 1959). 

In such an environment, it is essential, I believe, that the Commis- 
sion exercise its discretion in suspension matters in strict conformity 
to the national transportation policy laid down by the Congress of the 
United States; namely, the creation, the fostering, and the protection 
of a transportation system by all modes of transport which will be 
adequate to the needs of commerce and the national defense. I cannot 
honestly say that the Commission has been doing this. I believe that 
I can perceive a policy of rate regulation which, to my mind, cannot 
fail to destroy much of the transportation system as it now exists. 

The fundamental criticism which I have of the ratemaking policy 
which I believe now pervades the Interstate Commerce Commission 
and certainly motivates decisions to exercise or refuse to exercise the 
power of suspension is the almost complete reliance upon cost of service 
as a criterion of rate reasonableness. 

I appreciate that the mere statement of that criticism is almost 
meaningless but I believe I can explain the basis for it. I do not 
purport to be a cost expert but I have worked with costs and partici- 
pated in rate litigation before the Commission enough to be able to 
recognize certain basic facts which to my mind demonstrate the 
fallacy of the Commission’s present policy. 
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The Commission deals with two types of costs and its cost for- 
mulas are devised to develop them. One type is called out-of-pocket 
cost and the other is called fully distributed cost. 

Out-of-pocket cost, as the name implies, is that cost which would 
not be incurred if the particular traffic under study were not handled 
by the considered carrier. In case after case, both in formal proceed- 
ings and informal proceedings on petitions for suspension, the Com- 
mission has held that a rate is not below a minimum reasonable level 
if it returns to the carrier something in excess of out-of-pocket. costs, 

On the face of it, this would appear to be almost a truism but what 
it fails to consider is that the raisediin themselves must secure from 
all of the traffic which they transport approximately 40 percent more 
revenue than the computed out-of-pocket cost of such transportation 
if they are to be made whole. 

This 40-percent increment, sometimes referred to as burden, consists 
of three elements. First, there is the so-called constant costs which 
theoretically will be incurred anyway even if the traffic were not 
handled. 

Second, there is the deficit incurred from passenger operations, and 
third, there is the deficit incurred from the transportation of less-than- 

sarload freight. In the aggregate, therefore, some traffic must return 
subst antially more than out-of-pocket cost of transportation if the 
railroads are to avoid bankruptcy. The field of the rate regulator is 
and should be the determination of just how much contribution should 
be made by each of the various types of traffic which go to make up the 
total body of traffic which the rails transport. 

It seems to me that in reaching decisions of that sort, it is not only 
fair, but it 1s necessary that luxury articles such as cigarettes, alco- 
holie liquors, and other high grade commodities of commerce should 
be required to make a greater contribution than the basic or raw 
materials. 

This is true, I believe, simply because if the volume movement of 
basic and raw material is suppressed, then there will be less high 
grade traffic to move. 

Moreover, articles of high value are obviously capable of pay ing a 
proportionately greater transport: ation charge than the articles of low 
value, and this is true regardless of the relative costs incurred in their 
transportation. 

I have personally been in transportation for 44 years and until 
recently I have always thought that the value of service doctrine, 
which really means the ability of the commodity to pay, is the prin- 
cipal factor in the maintenance of a fair, just, and reasonable rate 
structure. I am still of that opinion, and I take note of the fact 
that the principal commodity upon which the railroads of the United 
States rely for revenues is bituminous coal. That commodity con- 
tributes only 19 percent in excess of the out-of-pocket cost of its 
transportation. 

The reason is simple that it can’t contribute more. On the other 
hand, airplanes and parts thereof contribute 133 percent in excess 
of their out-of-pocket cost of transportation while guns and _ parts 
thereof contribute 191 percent in excess thereof. I could multiply 
these examples but I think one of the converse situation will be 
more significant. 
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One of the stratagems which has been used by the railroads with 
increasing fequency in their program of rate reductions is the so-called 
all-commodity or all-freight rate. Essentially rates of that sort will 
apply upon all traffic of any description with the exception of a very 
limited few. Obviously, how ever, rates of that sort will attract only 
the traffic ro h would” othe srwise bear higher transportation charges. 

Section 1, paragraph 6, of the Interstate Commerce Act provides 
that carriers must ‘observe just and reasonable classifications of freight 
for purposes of assessing charges. That portion of the act, however, 
does not say what the phrase | “Just and reasonable classification of 
freight” entails. 

It is perhaps for this reason that the rails have been publishing the 
all-commodity and all-freight rates which now threaten to destroy 
completely the rate structure in official territory. 

Official territory consists of eastern and central territories hereto- 
fore described. 

Apparently, the railroads no longer distinguish between the trans- 
portation character ‘tistics of iron or steel billets and silk or nylon. 
Neither do they distinguish between the relative abilities of those two 
types of trafli¢ to pay transportation charges. Equally apparently, 
the Commission sees nothing wrong in suc h ratemaking philosophy. 

Perhaps on this score some requirement for a distinction between 
the rates applicable on articles of totally different characteristics 
would have served as a deterrent to the present trend toward destrue- 
tion of the rate structure in this territory. But unfortunately, no 
such provision today appears in the Interstate Commerce Act. 

I come now to the matter of just how the Commission has exer- 
cised its suspension powers and to a demonstration of what I believe 
to be the case, namely, that the Interstate Commerce Commission has 
followed what I call the accounting method in determining whether 
or not to suspend a reduced rate which was published for some reason 
other than to meet existing and lower rates already maintained by a 
competitor. 

During the early part of July 1959 I reviewed some of my own files 
to ascertain, if possible, the grounds upon which the Commission was 
declining to exercise its suspension power with respect to published 

rate reductions of the railroads which had been protested by my office 
through the medium of petitions filed with the Commission seeking 
suspension. I reviewed 103 cases in which the Commission had de- 
clined to suspend the protested matter. My study covered the period 
from the middle of April 1958 to the middle of June 1959. 

I should here point out that when the Commission declines to sus- 
pend protested tariff matters, it gives no reason for its action. I was 
limited, therefore, to a review of the bases upon which the railroad or 

railroads proposing the reduced rates had defended them in reply to 
the protests of my office. I found that in 84 of the 103 cases the 
railroads had defended their proposals on the theory that the reduced 

rates would produce revenues which were in excess of computed out- 

of-pocket costs. In 47 of those 84 cases, the railroads also cited the 
provisions of section 15a(3) of the Interstate Commerce Act which 
were added by the Transportation Act of 1958. Those provisions 
read as follows: 

In a proceeding involving competition between carriers of different modes 
of transportation subject to this Act, the Commission, in determining whether 
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a rate is lower than a reasonable minimum rate, shall consider the facts and 
circumstances attending the movement of the traffic by the carrier or carriers 
to which the rate is applicable. Rates of a carrier shall not be held up toa 
particular level to protect the traffic of any other mode of transportation, giving 
due consideration to the objectives of the national transportation policy declared 
in this Act. 

I should emphasize here that in each of the 103 instances in which 
we protested the railroad rate reductions, we were unable to perceive 
any competitive necessity for the reduction. By that I mean that 
there had been no reductions by motor carriers which the railroads 
were adjusting their rates to meet. Instead, it appeared to us in each 
instance that the purpose of the rate reduction was to attract addi- 
tional traffic to the proponent railroad by offering to transport the 
traffic at a charge less, and sometimes substantially less, than that 
at which the service was available by any other mode of transport. 
As I view such rate reductions, some special justification should be re- 
quired before the resulting reduced charge can be said to be just and 
reasonable, not competitively destructive, and otherwise lawful. 

Quite obviously, however, the railroads took a different view. They 
urged upon the Commission in defense of such rates the proposition 
that they were entitled under section 15a(3) to reduce those rates 
to the minimum level, which level was marked by their computed 
out-of-pocket costs, and that the congressional intent as expressed 
in section 15a(3) is that the Interstate Commerce Act should not be 
administered to prevent hurtful rate competition by the competing 
modes of transport. 

Senator Macnuson. I presume that you don’t agree with that inter- 
pretation of the congressional intent. 

Mr. Haypon. I do not. Most certainly I do not. 

Senator Maenuson. All right, I wanted the record to be clear. 

Mr. Haypon. In an oral orgument before the entire Commission in 
a proceeding involving reduced rates on paint and paint material the 
general counsel of the Baltimore and Ohio Railroad said: 

We are publishing rates to hurt motor carriers * * *. We are trying to take 
their traffic * * *. We want the rates to have an adverse effect on the truckers, 

Senator Maenuson. As a matter of fact, Mr. Haydon, section 15a 
(3) in the 1958 act—when we said in the act rates of a carrier shall 
not be held up to a particular level to protect the traffic of any other 
mode of transportation, it was my understanding that what we meant 
by that was that it is the converse of a rate reduction, that rates should 
not be applicable if they were so high only for the purpose of protect- 
ing another mode of transportation, but in the reverse we still meant, 
and that is why we put in giving due consideration to the objectives of 
the act, that they shouldn’t be decreased. 

Mr. Haypon. And not so low. 

Senator Macnuson. Not so low as to affect adversely another mode 
of transportation. 

Mr. Haypon. That is correct, I agree. 

Senator Maenuson. The attorney in the case was stating only one 
side of the coin and not the full intent of that section of the act as I 
see it. 

Mr. Hayvon. The result has been, of course, as I see it, complete con- 
fusion on the part of the railroads and the Interstate Commerce Com- 
mission in their interpretation of just what you mean. 
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Senator Magnuson. Well, I think that would apply to the railroads, 
or anybody else, water carriers, trucks, or anybody else. 

In other words, what I thought we meant when we wrote this lan- 
guage Was that if a rate reduc tion were filed, it shouldn’t be disallowed 
only to keep the rate up to a point where it would sustain another 
mode of transportation that was charging rates that might have been 
too high, too. 

That was my interpretation. 

Mr. Haypon. Yes, and I think that is reasonable. 

Senator Macnuson. On the other hand, it shouldn’t be reduced if 
the effect on the other modes of transportation is such that there is a 
deterioration in national transportation overall. That was my inter- 
pret tation. di war. 

Mr. Haypon. And that is the position of our association. 

Senator Magnuson. There could be cases both ways. There could 
be cases where a justifiable rate reduction would be filed. It should 
be allowed, or the Commission should not refuse to allow it, if it was 
only for the purpose of holding up some other rate in another mode 
of transportation. 

I suppose there are cases that way, too. 

Mr. Haypon. Yes, sir, and, on ‘the other hand, there are many in- 
stances where a rate reduc tion is in order by one ‘mode of transporta- 
tion regardless of the rates on another mode. 

Senator Magnuson. But that the suspension board or the Commis- 
sion should take into effect in any case a rate reduction or a rate in- 
crease or whatever it is, as it affects transportation overall. 

Now, let’s take the particular case of our particular subject here. 
If a rate reduction is filed that maybe would include the out-of-pocket 
costs and a reasonable portion of that 40 percent, let us say, whatever 
it may be, or a little bit over the out-of-pocket costs, but the effect of 
that rate was going to completely kill off another mode of transporta- 
tion such as coastwise shipping, then that should be considered before 
you decide on that rate. 

Wouldn't you think that would be the right thing? 

Mr, Haypon. I certainly would think so. 

Senator Magnuson. Even though the case within its narrow con- 
fine might come within a criteria of out-of-pocket costs plus maybe a 
little more, but it surely should be looked at as to its general effect on 
another mode of transportation, whether it is holding it up too high 
to protect it, or whether it is decreasing it too much to destroy it. 

Mr. Haynon. And I think it should be taken into consideration 
that, for example, the motor carrier industry is a vital part of the 
economy of this country. It cannot be allowed to deteriorate because 
of rates which we can’t possibly meet and which don’t do the railroads 
any good in the long run. 

Senator Macnu SON. Because if you. just take these cases and the 
tendency I hav inion, I am 
no real expert on s this either. T laws a little lay Laeniodan of it, how- 
ever, I have been exposed to a little of it—if you keep on deciding 
these cases on the narrow confines of the cost figures presented, you 
are going to end up with a hodgepodge and a jigsaw puzzle of rates 
here that might have a tendency to deteriorate all forms of transporta- 
tion sooner or later. 
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Mr. Haypon. Well, that is the policy that now seems to prevail, sir, 
Most competitive r ates that are being published, by the railroads, will 
yield something above out-of-poc ket costs, but you can’t just make all 
rates yield simply above out-of-pocket costs, because you have got the 
overhead to consider, too, and a profit. 

Senator Magnuson. By the same token, and that is what I thought 
this section meant, if the railroads or the trucks would file a rate redue- 
tion and the Commission would say you can’t reduce that rate because 
if you do, it is going to affect a mode of transportation that we are 
trying to bolster up—I wouldn’t think the Commission should do that 
either, but if the rate reduction is only for the deterioration of another 
mode, that should be a consideration beyond the narrow confines of 
the figures involved. 

Mr. Haypon. I think so, too, and I think the Commission should be 
admonished to do that. 

Senator Magnuson. Well, it has been pointed out by both witnesses 
that we have thought that the act pretty well prov ided for that. That 
is why these hearings are being held. There is great concern about 

the fate of coastwise transportation, particularly in areas where we 
see it disappearing. 

That is why we haven’t any legislation in front of us. Maybe these 
hearings will bring out some suggested clarification of the act, but we 
think the authority of the ICC as the legislation spelled it out was 
what we are talking about here. 

Now, the administration is another story. 

Mr. Haypon. Well, I think, too, that the present act is sufficient, 
but it is all a matter of interpret ation of the act that is hurting us. 
Maybe the thing to do is for somebody to spell out just what it does 
mean. 

Senator Magnuson. There have been many suggestions made that 
in the administration of the intent of the act, the general intent, as it 
affects the rate cases involved, that probably there should be some 
changes in the rules or the rulemaking or the procedure of the sus- 
pension board. Maybe that would be called ae by some of this testi- 
mony: As to the time involved, the method, or the rate going into 
effect unless some action is taken, and things of that kind. 

I think that the committee could logic ‘ally consider such things. 
That. may be a possibility. I don’t know. Ithinka great deal of the 
testimony dictates that we take a look at the operation of the suspen- 
sion board, not as to cases, but as to their procedures, and how they 
operate. 

Surely, much of the testimony has dictated that. 

Mr. Haypon. Yes. 

Senator Maenuson. And I have read all of the testimony to date. 
Go ahead. 

Mr. Haynon. I can well appreciate the popular appeal of the theory 
that the public is entitled to the benefits of rate competition between 
competing modes of transport, and certainly the general public in- 
erest will be served by each mode operating primar ily within the area 
where it offers the most economic advantages. 

On the other hand, I violently dispute that this goal can be achieved 
by permitting the railroads to establish any rates they desire so long 
as they do not go below computed out-of-pocket costs. The effect of 
so doing is plainly to reduce substanti: ally the contribution made by 
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the high-grade and high-value freight and, in most instances, that is 
what happens to the high-grade traffic of both competing forms of 
transport. By that 1 mean that in most instances it is within the cost 
capacities. 

Senator Magnuson. Mr. Haydon, we will have to suspend here for 
a moment. I am getting to be a diplomat. I have a long-distance 
call from Geneva. I will be through in a moment. 

Mr. Haypvon. Very well. 

(Short recess taken. ) 

Senator Macnuson. All right, Mr. Haydon, you may go ahead. 
You were on page 19 of your testimony. 

Mr. Haypon. By that I mean that in most instances it is within 
the cost capacities of both the motor carriers and the railroads to re- 
duce the charges on high-grade freight. As a consequence, the net 
result of unwarranted rate competition is the reduction of revenues to 
both forms of transport with a consequential requirement that other 
traflic take up the slack by contributing greater revenues. 

I have not had time since I knew I was to appear before this sub- 
committee to bring down to date my study of protests made by my 
office against rail reductions. I have, however, briefly reviewed the 
files of my office to determine whether or not the pattern of past ex- 
perience still persists. I find it does, and that since the middle of 
June 1959, we have protested 125 separate rate proposals by our rail 
competitors. In each such instance, our protest was predicated upon 
the proposition that the new rate so published would require a reduc- 
tion on the part of our members in their own rates if they were to re- 
main competitive. There were 125 such protests and there were only 
nine suspensions. 

In 24 other instances, however, the Commission instituted an in- 
vestigation to determine whether or not the protested item was law- 
ful. It must be remembered that where the Commission declines to 
suspend, but does investigate, the protested rates become effective and 
their competitive impact 1s felt just as though there were no investiga- 
tion. 

As a matter of fact, there have been several instances over the past 
18 months in which the Suspension Board has issued orders of sus- 
pension which were later set aside upon appeal to an appellate divi- 
sion of the Commission. In most of those cases, the investigation 
which was instituted at the time of suspension has been permitted to 
continue but there have been at least one or two instances where the 
appellate division has vacated the order of suspension and discon- 
tinued the proceedings in their entirety. 

In such instances, of course, the motor carriers have no alternative 
but to reduce their rates if they desire to remain competitive and 
participate in the traffic. 

Before concluding, 1 should mention a recent case which is promi- 
nent in my mind. In I. & S. docket No. 7129, the Delaware, Lack- 
awanna & Western Railroad published a rate of $1 per hundred pounds 
applicable on freight of all kinds from New York to Chicago. 

That rate was published in the form of a flat sum to cover the trans- 
portation of not to exceed 70,000 pounds of freight tendered at one 
time. Because of the conditions which surrounded it, it was possibl« 
to meet other requirements of the tariff in a token fashion. 
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In the final analysis, the service was offered for the transportation 


of almost any type of traffic and included a full pickup and delivery be 
service. Upon protest by my office, the tariff was suspended and a ful] pt 
hearing was held in May of 1959. No decision was forthcoming from y 
the Commission until after the 7-month period of suspension had ex- ir 
pired and accordingly the rate took effect. 

Senator Macnuson. Now let me ask for my information there, if tc 


there is a protest on a rate and the tariff is suspended as of a given 
date and then 7 months elapse and the Commission hasn’t taken some 


affirmative action one way or another, the rate goes into effect? Is il 
that right ? a 
Mr. Haypvon. That is right. fe 
Senator Maanuson. All right. h 
Mr. Haypon. May I add that to a considerable degree that is so by tl 
reason of the fact that the hearing takes place some considerable time tl 
after the suspension order is entered. 0 
Senator Magnuson. But you could have the investigation and have 
the hearing and then if the Commission didn’t take some aflirmative O 
action one way or another, the rate would go into effect. h 
Mr. Hayvon. If the carrier wanted it to. s 
Senator Macnuson. And in those particular cases, it would merely b 
mean that 7 months would go by before it would go into effect rather b 


than 30 days. 


Mr. Haypon. Yes, sir. a 

Senator Magnuson. Thank you. Counsel reminds me, too, that in f 
some cases the carrier will voluntarily hold it in abeyance longer than t 
the statutory suspension period of 7 months. t 

Mr. Haypon. Well, what actually happens, sir, is the Commission c 
will write us a letter or write the railroads or the parties, calling 
attention to the fact that they do not expect to hand down a decision J 


‘Tn 


prior to expiration of the 7-month period and ask that it be their 
intention to postpone further the effective date. , 

Senator Magnuson. I am just thinking out loud here. It would I 
seem to me just quickly without knowing all of the facts that when : 
we are speaking of the procedures and the Suspension Board and the 
Commission that if they have had a hearing and an investigation on 
a case, that they should either say that the rate should go into effect 
or it should not and make an affirmative decision. 

Mr. Haypon. Well, there are very few cases, sir, to my knowledge | 
that are decided within the 7-month period and it is, therefore, up 
to the carrier, itself. | 

Senator Magnuson. _Well, do you know of any good reason why 
they couldn’t decide in 7 months; yes or no? 

Mr. Haypon. Would you like my suggestion ? 

Senator Macnuson. Yes. 

Mr. Haypon. I would suggest that a hearing in any case take place 
within 30 days and the Commission render a decision prior to the 
expiration of the 7-month period. 

Senator Magnuson. Then everybody would know where he stood. 

Mr. Haypon. Yes; because once the 7-month period has expired and 
the rate goes into effect, it is awfully hard to get it out of effect because 
of petitions and petitions, and the delaying process. 


~~ —, ie 





ne 


an 


on 
ng 
on 
air 


Id 
en 
he 
on 
ct 


ge 


hy 


Ce 
he 


nd 


DECLINE OF COASTAL SHIPPING INDUSTRY 331 


Senator Maanuson. Well, it would seem to me, too, that it would 
be a little confusing to any carrier, rail or motortruck if the 7-month 
period expires and then involuntarily the rate is held status quo, 
you wouldn’t know when it is going into effect or when it is not going 
into effect, wouldn’t that be the state of affairs ? 

Mr. Haypon. Yes. Of course, the tariff would be supplemented 
to show that the date has been extended to such and such a date. 

Senator Magnuson. All right, go ahead. 

Mr. Haypon. Shortly thereafter, the Commission issued an order 
in which it found that the rate was not competitively required, was 
applicable on high-grade traffic to which the D. L. & W. had to look 
for its principal revenues, and had not been justified because there 
had been no demonstration that the railroad would be better off with 
the rate than without it. Here again, the rate was defended upon 
the theory that it would return to the carrier something in excess 
of out-of-pocket cost. 

The D.L. & W. petitioned the Commission for reconsideration of its 
order requiring cancellation and requested that a further hearing be 
held to permit the railroad to submit additional justification. It 
should be borne in mind also that this rate had already become effective 
by operation of law and its competitive impact was already being felt 
by the motor carriers. 

“Nonetheless, the Commission reopened the proceeding and has now 
assigned it for further hearing. During the time consumed by such 
further hearing and the consideration which the Commission will give 
to the matter, this rate will continue to be effective and will continue 
to hurt the motor carriers. Just what they will do to meet that 
competition I cannot say. 

I mention the case solely because of its significance on the general 
pattern. It seems to me that in an instance of this sort the Commis- 
sion should have declined to stay the effective date of its order requir- 
ing cancellation of the rate, thereby leaving to the D.L. & W. the op- 
portunity of republishing it and seeking to justify it in a new proceed- 
ing. As it is, the purpose to be served by the suspension procedure has 
been largely defeated. 

I am of the opinion that the transportation facilities in this country 
are the best of any in the world. 1 believe that the public receives a 
better service at lower costs than elsewhere in the world and I further 
believe that this result has been achieved by service competition by the 
various modes of transportation. Each such mode has endeavored 
under regulation to make its service as unexcelled as it can. 

I am heartily in favor of that. I cannot believe, however, that: it 
can be continued if the hurtful rate competition which commenced 
about the middle of 1958, apparently with the approval of the Inter- 
state Commerce Commission, is allowed to continue to run rampant. 

Senator Macnuson. Thank you, Mr. Haydon. The committee ap- 
preciates that statement because you did spend a lot of time on it, and 
you have set forth the procedures so that they can be understood by 
anyone reading the testimony. Thank you. 

Mr. Haypvon. Thank you. 

Senator Magnuson. Mr. Freund of the American Trucking Asso- 
clations. 

604706022 
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STATEMENT OF F. G. FREUND, DIRECTOR OF TRAFFIC, AMERICAN 
TRUCKING ASSOCIATIONS, INC. 


Mr. Freunp. My name is Frederick G. Freund. I am director of 
traffic, American True king Associations, Inc., and executive director, 
National Motor Freight Traffic Association, Inc. I have been em- 
ployed by American Trucking Associations for approximately 12 
years. I am an attorney and have been admitted to practice before 
the U.S. courts for the District of Columbia and before the Interstate 
Commerce Commission. 

I appear here today for the American Trucking Associations, Inc., 
a federation of State trucking associations, representing all forms of 
motor transportation of property. 

Competition for traffic between the various modes is intense, par- 
ticularly so between the railroads and the motor carriers. This com- 
petition becomes even more intense when there is a period of declining 
traffic such as was experienced during 1958 when there was a slight 
business recession. 

During this period of intense competition the rails, in their attempt 
to obtain additional traflic, made rate reductions on selected traftics, 
in many instances to a point where the rates returned only so- called 
out-of-pocket. costs. Their economic position with a tremendous 
backlog of noncompetitive traffic, at least insofar as the motor car- 
riers are concerned, provides them with a means of accomplishing 
this purpose, merely by transferring the transportation burden to 
other or noncompetitive traffics. 

In other words, as in every other industry, a certain amount of 
moneys is needed to maintain the plant, provide for improvements, 
to take care of obsolescence, and other factors. Unless the reduced 
rates provide a margin sufficient to take care of these factors the 
amount necessary to “do so is transferred to another commodity or 
commodities, normally those that are noncompetitive. In short, the 
shipper of the noncompetitive commodities “picks up the tab.” 

Senator Magnuson. Right at that point in the record for the bene- 
fit of the committee for what it is worth, in the hearings on the 1958 
act we had a table submitted to us which is found in part 2 of the hear- 
ings of this committee on “Problems of the Railroads,” March 2, 
1958, beginning on page 1220, in which ICC commodity groups are 
shown and the ratio of carload freight revenues to fully distributed 
cost for each group—now by that did they mean what you are speak- 
ing of, the overall costs? 

Mr. Frevnp. Yes. 

Senator Magnuson. By ICC commodity classes and by percentages 
of total tons and ton-miles in each commodity class and, of course, 
using the figure of zero we have listed the commodities that are 
above fully distributed costs and those below. 

Mr. Freunp. That is correct. 

Senator Magnuson. And then also a table showing the same ratio 
of carload freight revenue to out-of-pocket costs by ICC commodity 
classes and percentage of total tons and ton-miles in each commodity 
group. Those two tables, I think, bear on what you are talking about 
here. 

Mr. Freunp. Yes. I think those were submitted by Mr. Childe and 
possibly Mr. Turney. 
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Senator Magnuson. I remember it because the costs were placed in 
the same table with the commodity groups. 

Mr. Freunp. That is correct. 

Senator Magnuson. All right, go ahead. 

Mr. Freunp. When consideration is given to the intensity of the 
competitive struggle, it is obvious that one of the most important 
administrative functions in which the motor carriers are concerned 
is the matter of suspension of the proposed rail reduced rates. If the 
proposed reduced rates are protested and the Board of Suspension 
or Division 2 refuses to suspend, the rates become effective and the 
damage is done. 

There is no recourse to the courts in the event the Commission 
refuses to suspend. In a recent decision (December 14, 1959), civil 
action No. 2144, in the U.S. District Court for the District of Dela- 
ware, Luckenbach Steamship Company v. US., a three-judge court 
dismissed an action seeking to enjoin the action of the Interstate 
Commerce Commission denying plaintiff’s petition for suspension of 
certain railroad rates, stating— 
so far as the action is by law committed to agency discretion it is not review- 
able—even for arbitrariness or abuse of discretion. 

The only remedy available to the motor carriers is the filing of a 
formal complaint, a process which is not only unwieldy and time 
consuming but one which has only a fair chance of success when 
one carrier is complaining of the rates of another carrier being too 
low. 

It imposes upon the complainant the burden of proving a negative 
through information largely and peculiarly in the possession of the 
adverse party. This remedy, although available, has not proven 
satisfactory in the relatively few instances in which it has been used. 

Senator Magnuson. When you say “filing a formal complaint” just 
what do you mean by that, filing a ‘complaint. with the Commission ? 

Mr. Freunp. Yes, filing it with the Commission. 

Senator Magnuson. W ell, I want to get the record straight. You 
file a formal complaint with the full Commission; is that correct? 

Mr. Freunp. In a sense it would be to the full Commission; yes, 
sir. 

Senator Maenuson. All right, OK. 

Mr. Freunp. While neither the criteria, nor the policy under 
which the board of suspension operates in making their determina- 
tions to suspend or not suspend proposed reduc ed rates is known, it 
is obvious from an observation of the results of their considerations 
that prior to 1958 they considered such ratemaking principles as 
value of service, cost of transporting the commodity, whether the 
‘ate was lower than necessary to meet competition and others, includ- 
ing the provisions of the national transportation policy. 

With the intensified rail propaganda program and the introduc- 
tion of the “three shall nots” of the President’s Advisory Committee, 
which was rejected by the Congress, the criteria used by the Board 
of Suspension changed and greater reliance appears to be based on 
costs, to the exclusion of other factors, in determining whether to 
suspend or not suspend a proposed reduction in rates. 

Senator Magnuson. You suggest that prior to 1958 the criteria 
were as you point out in the first paragraph, but that since 1958 it is 
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your best opinion from looking at this matter that the criteria has 
been changed. 

Mr. Freunp. That is correct; that is my observation. ‘The costs 
used by the Board of Suspension are furnished by another section of 
the Commission, and neither the protestant nor the proponent has any 
knowledge as to the type of costs so furnished ; in other words, it is not 
known whether such costs are fully distributed costs, out- of- pocket 
costs, system average costs, or costs for the movement of the particular 
commodity or commodities to which the proposed rates are intended to 
apply. 

There is a strong suspicion, however, that the cost information so 
furnished is the so-called out-of- pocket costs. If the Board’s deter- 
minations are based solely on the use of out-of-pocket costs, and it 
appears that they are, then the railroad argument in 1958, which was 
rejected by the Congress, has been adopted in toto. 

The rail argument at that time was to the effect that if their reduced 
rates return out-of-pocket costs, they should be allowed to become ef- 
fective regardless of the effect of such rates on the competing carrier, 

Senator Magnuson. Let me ask what may be a naive question here. 
A reduction is filed and the figures are given to the ICC by the carrier 
filing the rate reduction. You say that you don’t know whether the 
costs that were filed were out-of-pocket costs or whether they were 
fully distributed costs or what was the pleading of the petitioners in 
this particular case. I ask the question which may be naive: Why 
don’t you know ? 

Mr. Freunp. Sir, what I am stating is that the costs as furnished by 
the Cost Section are not known, they are not a matter of public know]- 
edge. We know the costs from what is submitted by the proponent 
because he generally replies to the protests, but we have no informa- 
tion on the costs supplied to the Interstate Commerce Commission by 
the Cost Section. 

Senator Magnuson. In other words, you have information as to the 
type of costs presented by the petitioner 4 

Mr. Freunp. By the proponent of the rate; yes, sir; if he submits 
cost in justification. 

Senator Magnuson. But you have no idea as to what is finally sub- 
mitted from the Cost Section to the Suspension Board ? 

Mr. Freunp. That is correct. 

Senator Maenuson. In other words, you have no idea which criteria 
were used or which figures were given the most emphasis or just how 
they broke down the cost figures that were submitted / 

Mr. Freunp. That is correct. 

Senator Macnuson. Do they refuse to give you that information or 
have you made application for it and couldn’t get it? What is the 
reason you can’t find that out ? 

Mr. Freunp. We have not made any formal request for such figures, 
but on informal inquiry we have been told they are not available to us. 

Senator Magnuson. This is after you have filed a protest ? 

Mr. Frevunp. That is correct. 

Senator Magnuson. Now, I am thinking in legal terms here. How 
do you know what kind of protest to file, that is, the information to 
put in the protest, if you don’t know what the pleadings are by the 
proponent ? 
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Mr. Freunp. Well, sir, when a protest is filed, the protest is the 
jnitial pleading in that proceeding. 

Senator Magnuson. And all you have to go on is that? 

Mr. Freunp. If we are initiating a protest with the Commission, 
that is the initial paper filed with respect to the suspension of these 
rates. We may complain that they constitute an unfair competitive 
practice, don’t conform with the national transportation policy, or 
other matters, depending upon the analysis of the reduced rate as 
filed with other rates. 

Senator Macnuson. Well, what I am getting at is the proponent of 
the rate decrease files a pleading for that, doesn’t he, to use legal 
terms / 

Mr. Freunp. No; as a general rule he does not. 

Senator Maenuson. Well, he submits a pleading, doesn’t he? 

Mr. Freunp. He submits a response to the protest that is filed. 

Senator Macnuson. SoI will get this straight, he files a petition for 
arate reduction. And that is a bare petition for a reduction ; isn’t it? 

Mr. Freunp. Sir, what he files is a tariff or a supplement naming 
the reduced rate. 

Senator Magnuson. Now, does he submit some pleadings along 
with that. as to why the rate should be reduced ? 

Mr. Freunp. As a general rule, no, sir; as a general practice. 

Senator Magnuson. All right, then; when the protest is made the 
issue is joined. ‘There are some issues joined then; are there not? 

Mr. Freunp. Well, yes, sir; you could possibly say that. 

Senator Magnuson. Then he submits further information to offset 
the protest. 

Mr. Freunp. That is correct. He submits an answer to the protest. 

Senator Magnuson. Now, you have access to that; don’t you ? 

Mr. Frevunp. Absolutely, as a part of the proceeding you have 
access. But you have no access to the figures supplied by the Com- 
mission’s Cost Section. 

Senator Magnuson. All right; so this gets down again to the ad- 
ministration within the Commission. 

Mr. Freunp. That is correct. 

Senator Maenuson. All right. 

Mr. Freunpv. While I am not a cost expert and, further, am not 
here testifying as one, it is conceded by many cost experts that both 
the formula for determining costs and the application of costs by the 
Commission are outmoded and are not in accordance with modern- 
day costing practices. Mr. McWilliams, an industry witness, will 
follow me and will elaborate on this subject. 

The use of costs in the first instance to the apparent exclusion of 
other ratemaking principles such as the value of service and others, 
including the admonitions of the national transportation policy, make 
it extremely difficult for a carrier who is attempting to compete to 
have proposed reduced rates tested under the law. 

__A recent case concerning rate reductions on competitive traffic will 
illustrate this point. 

The southern rail carriers published, to become effective March 7, 
1960, reduced rates on tire fabrics, etc., on carloads, from points in the 
South to points in Ohio, Michigan, and Illinois. These rates were 
protested by the competing motor carriers and the Commission re- 
fused to suspend. Prior to the recent adjustment, the rail rates re- 
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flected a differential or an advantage of approximately 7 cents per 
100 pounds on 80,000-pound and 9 cents per 100 pounds on 60,000- 
pound quantities under the motor carrier rates. The present rates— 
in other words, those rates which become effective on March 7, 1960— 
reflect diiferentials of 15 cents per 100 pounds on 30,000 pounds and 
17 cents per 100 pounds on 60,000 pounds below the effective motor 
carrier rates. 

This is the fifth round of rate reductions on this traffic. The his- 
tory as to what has occurred since December 6, 1949, in the rates on 
this tire-fabric traffic between the rail and motor common carriers 
follows: 

(1) On December 7, 1949, the rail carriers published their first re- 
duction (in the modern series) on this traffic. Effective December 
29, 1949, the motor carriers immediately followed with a competitive 
reduction. 

(2) On February 10, 1955, the rail carriers published their second 
reduction. ‘The motor carriers published the same reduction effective 
on the same date. ‘These reductions, rail and motor, were suspended 
in Il. & S. docket No. 6330 and I. & S. docket No. M—6952 and were 
subsequently ordered canceled in “Tire Fabric Between South and 
North” (299 I.C.C. 685). 

(3) Effective August 1, 1957, the rail carriers published their third 
reduction in these rates followed by a similar motor common carrier 
publication effective September 25, 1957. 

(4) Effective December 5, 1958, the rail carriers published their 
fourth reduction in these rates which was followed effective December 
30, 1958, by similar reduced rates of the motor common carriers. 

(5) Now, effective March 7, 1960, the rail carriers made their fifth 
reduction in their rates on this traffic in their competitive struggle 
with the motor common carrier industry for control of this movement, 

Ratewise the situation will be illustrated by using Cartersville, Ga., 
as a typical origin and Akron, Ohio, as a representative destination. 
The rail rate, from and to these points, on December 6, 1949, was 
$1.36 per 100 pounds, minimum 30,000 pounds. Prior to March 7, 
1960, the rail rate was $1.01 per 100 pounds, minimum 30,000 pounds, 
and 81 cents per 100 pounds on the excess quantity. The rail rate 
which became effective March 7, 1960, is 93 cents per 100 pounds, 
minimum 30,000 pounds, and 74 cents per 100 pounds on the excess 
quantity over 30,000 pounds. 

Thus, the reduced rates which became effective March 7, 1960, on 
the first 30,000 pounds is 43 cents per 100 pounds less than the rate 
which was in effect approximately 10 years ago. The rate proposed 
on the excess over 30,000 pounds is 62 cents less than the rate in effect 
by rail approximately 10 years ago. 

In 10 years the rail carriers have published reductions on 30,000- 
pounds quantities of 32 percent and on quantities in excess of 30,000 
pounds of approximately 48 percent. 

While these substantial reductions in rates have been published by 
the rail carriers on this tire fabric traffic, their operating costs have 
continually mounted and they have gone to the Commission time and 
time again for general revenue increases because of claimed need to 
meet increased operating expenses. 

Between December 1949 and today, the rail carriers have increased 
their carload rates on commodity-rate traffic (which is the traffic here 
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involved) by approximately 32 percent (15 percent under ex parte 
175, plus 6 percent under ex parte 196, plus 9 percent under ex parte 
206 and 206—A, plus 2 percent under ex parte 212). 

While rail costs were increasing and rail rates generally were being 
increased by 36 percent, the rates on this traffic were being reduc ed 
from 32 to 48 percent. 

Tire fabric carries a rating in the rail classification of 40 percent 
of first class, carload minimum weight 30,000 pounds. This, accord- 
ing to well- coaliahel principles of r atemaking, is a Maximum rea- 
sonable basis. By comparison with this maximum reasonable level, 
the proposed rail 30,000-pound rates are only approximately 24 per- 
cent of first class or 40 percent less than the maximum reasonable 
basis. On the excess quantity over 30,000 pounds, the proposed rail 
rates reflect only 19 percent of first class or only 50 percent of the 
maximum reasonable basis. 

The fabric is a finished piece goods commodity. The rail carriers 
today have in effect depressed commodity rates on unfinished piece 
goods and y arn from and to the same points as here involved. These 
unfinished piece goods and yarn are used in the manufacture of tire 
fabric. The present rail depressed commodity rates on unfinished 
piece goods and yarn, carload minimum weight 60,000 pounds, from 
the representative origin of Cartersville, Ga., to the representative 
destination of Akron, Ohio, is 108 cents per 100 pounds. This rate 
is 34 cents per 100 pounds more than the rate on the finished prod- 
uct. The naming of rates on finished products that are lower than 
those applicable to commodities that go into the making of the fin- 
ished product has long been held to v iolate sound ratem: aking princi- 
ples, including section 1(6) of the act, which requires the carriers 
among other things, to establish, observe, and enforce just and rea- 
sonable classifications of property for transportation. 

It should be obvious even to the uninitiated that a first-class rate 
war is being conducted for this traflic and that some steps should be 
taken, at least as a temporary measure, to halt this game of Russian 
roulette, so that the matter may be adjudicated before the Commis- 
sion in a formal proceeding. It is all too clear that what is being 
accomplished is a wanton and useless dissipation of carriers’ revenues, 
both rail and motor. 

The failure to suspend in this case would appear to substantiate 
the belief expressed earlier to the effect that in deciding to suspend 
or not suspend a proposed adjustment consideration is only given the 
cost of service principle of ratemaking to the exclusion of all others, 
and that no consideration is being given to other ratemaking principles 
or the national transportation policy, which prohibits, among other 
things, unfair destructive competitive practices, or as the Commis- 
sion by Division 2 aptly put it ina proceeding involving a similar 
issue, Tobacco—N.C. to Central Territory (I. & S. doe kets 6867 and 
M-11248) , mimeographed, decided January 11, 1960: 

Where, as here, carriers of competing modes of transportation propose reduc- 
tions in their rates from levels not in excess of reasonable maximum rates for 
the sole purpose of attracting regulated traffic one from the other, and the only 
result thereof to the respondents would be a net revenue loss for all the 
carriers concerned, the proposals constitute a destructive rate war which this 
Commission is empowered to avert. Any different conclusion would serve to 


impair, rather than foster, sound economic conditions in transportation and 
among the several carriers, and lead ultimately to large-scale dissipation of 
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carrier revenues needed to preserve and maintain a national transportation 
system adequate to meet the needs of commerce and the national defense. 

The issues in the 7'obacco case and in the case of the tire fabric ad- 
justment are the same; both involve “a destructive rate war.” Fur- 
thermore, both commodities are in the high-grade traffic category. 

In answer to an implied contention that the proposed reduced rates, 
in the Z’obacco case, supra, should be allowed to take effect, regardless 
of the net revenue effect upon the proponents thereof or upon ‘the car- 
riers generally, the Commission by Division 2 said: 

* * * We believe that such a viewpoint, especially with respect to high-grade 
traffic, is too narrow and out of harmony with the national transportation 
policy. Followed to its logical conclusion, it would gradually and inevitably 
result in a leveling downward of the rates generally on high-grade, heavy-volume 
traffic, from which most carrier profits are derived, to a point where they would 
cease to yield more than out-of-pocket cost. The effect would be to unnecessarily 
dissipate much-needed revenue that now enables carriers generally to operate 
profitably, and the rail carriers in particular to defray deficits which ensue from 
passenger-train and less-than-carload services and from the transportation of 
many commodities, including certain farm products, which do not move freely 
at rates yielding full cost. 

The similarity of the rate history on these two commodities, plus 
the further fact that, as previously indicated, a rate war has developed 
on the tire fabric traffic, makes it extremely difficult to understand 
why the proposed rates in the 7’obacco case were suspended and those 
on the tire fabric were not suspended and set down for investigation. 

In 1958 the rail lines established a series of plan III piggyback rates 
between New York, Boston, and Philadelphia on the one hand and 
Chicago, East St. Louis, Dallas, and Houston on the other. These 
rates are what are known as all-freight rates. That is, the rates 
apply on a great number of articles, with certain exceptions such as 
dangerous articles, live animals, etc. These rates are on a basis as 
low as 12, 18, and 16 percent of the published first-class rates between 
the points involved and as published the rates could contain under 
the all-freight description commodities and would be applicable to 
articles rated first class or higher; that is, class 100 or multiples of 
class 100. At the time of their initiation they were protested “ 
the Commission refused to suspend. Since these rates reflected : 
serious competitive threat to the motor carrier industry and they were 
denied the opportunity of having them investigated, through a formal 
investigation and suspension proceeding, the alternative was to file 
a complaint. A complaint was filed and the matter assigned docket 
32533, HKastern Central Motor Carriers Association v. V. & O. R.R., 
et al. This proceding is now before the Commission for considera- 
tion and it will not be my purpose to comment on any of the issues 
involved in connection with those rates. 

While the Commission refused to suspend these rates, in a later 
proceeding decided October 31, 1958, in other words in the same year, 
in docket No. 32053, “Demountable Motor Truck Bodies, Loaded or 
Empty” (305 1.C.C. 161), they condemned rates of a similar nature. 
In condemning these rates they said, among other things, at page 168: 

The proposed rates are on an extremely low level. Foreseeing no great 
jeopardy to the rate structure, and in the interest of facilitating the movement 
of less-than-truckload and less-than-carload traffic, the Commission has given 


its approval to all-freight rates established at a level deemed to average out 
the rates on high-grade and low-grade traflic on which such rates were to apply. 
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In the past this had been accomplished in this general area by not allowing 
all-freight rates, both by rail and motor, to drift below 45 percent of first 
class. By contrast, the level of the rates here under scrutiny is as low as 6.6 
percent of first class. 


At page 169 they also said : 


Moreover, cost is not the only element which may properly be considered 
in passing upon the reasonableness of rates. Rate adjustments as they pres- 
ently exist, especially where prescribed by this Commission, are also entitled 
to serious consideration. The best rate comparison of record, differences in 
transportation conditions considered, is that between the rates proposed and 
the minimum basis prescribed for all-freight rates generally in this territory. 
Obviously, a rate spread represented by 45 percent of first class, on the one 
hand, and 6.6 or even 8 percent of first class, on the other, cannot be justified 
by the difference in carrier costs occasioned by the use of carrier equipment 
in the one instance and private equipment in the other. 

As stated, the proposed rates are not necessary to meet competition. From 
the evidence before us, we are persuaded that, if approved, these rates would 
precipitate like adjustments on the same low level from and to other points in 
this and other territories, and would undermine the rate structure on com-- 
modities generally in those territories. Rates which have that effect on the 
general rate structure are out of harmony with the provisions of the national 
transportation policy which require us to so administer the Interstate Commerce 
Act as to foster sound economic conditions in transportation and among the 
several carriers, and to encourage reasonable charges for transportation services 
without unfair or destructive competitive practices. 

For the foregoing reasons, we find that the rates and charges here under 
investigation on loaded and empty-return demountable motortruck bodies, loaded 
on specially equipped flatcars, constitute a destructive competitive practice, 
are unduly low, and thus are unjust and unreasonable. An order will be 
entered requiring their cancellation and discontinuing the proceeding. 


This case has been reopened for rehearing. Again, however, as 
in the tobacco and tire fabric situations there is a similarity in the 
Demountable Truck Body case and the plan III piggyback situation. 
In both cases the trailers and bodies are furnished by the shipper, 
both involve “all-freight rates.” The only difference, ‘apparently, is 
the relationship the “all freight rates” bear to the first-class rates. It 
would appear from the pronouncement by the Commission in the 
Demountable Truck Body case, supra, that 1f, as stated, the minimuin 
basis prescribed for rap ag rates was 45 percent of first class that 
rates that reflected 12, 13, or 16 percent of first class should have been 
suspended and investigated. In short, there appear to be no ground 
rules and a lack of consistency between the actions of the Board of 
Suspension and the decisions of the Commission. 

There appears to be no doubt that at the present time the suspension 
process has become almost completely subjugated to considerations of 
the cost-of-service theory of ratemaking and that all other 1 ‘atemaking 
principles, together with the admonitions in the national transporta- 
tion policy, have been discarded. By thus making a fetish of the 
cost-of-service principle the Commission, in: \dvertently or otherwise, 
is administering the law as though the “three shall nots” of the 
President’s Advisory Committee had been enacted in the first place. 


Section 15(a)3, which was added to the act in 1958, reads as fol- 
lows: 


In a proceeding involving competition between carriers of different modes of 
transportation subject to this act, the Commission in determining whether a 
rate is lower than a reasonable minimum rate, shall consider the facts and cir- 
cumstances attending the movements of traffic by the carrier or carriers to which 
the rate is applicable. Rates of a carrier shall not be held up to a particular 
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level to protect the traffic of any other mode of transportation, giving due con- 
sideration to the objectives of the national transportation policy declared in this 
act. 

The amendment contains two directives. In one the Commission 
is told that the rates of a carrier, of whatever type, “shall not be held 
up to a particular level to protect the traffic of any other mode of 
transportation.” In the other the Commission is told that it must 
give “due consideration to the objectives of the national transporta- 
tion policy.” I submit that the Commission must give equal respect 
to both directives, and that they cannot in the suspension process 
ignore the objectives of the national transportation policy. 

Senator Magnuson. That is the point that Mr. Haydon and I were 
discussing. 

Mr. Freunp. That is correct. 

I am not saying that in the two examples, I have referred to herein 
that the rates necessarily should have been condemned. This is a 
matter to be resolved in formal litigation before the Commission, giv- 
ing due consideration to the appropriate provisions of the Inter- 
state Commerce Act and the national transportation policy. 

What I am saying, however, is that in both cases there was better 
than a prima facie heniab that if consideration was given to any 
factor other than cost as a ratemaking factor, they would have been 
suspended and set down for formal hearing. The Commission, since 
the enactment of section 15a(3), has said the cost of service factor 
alone is not the controlling factor in the detemination of whether or 
not a rate is just and reasonable and otherwise lawful. See Gaso- 
line and Fuel Oil, Friendship, N.C. to Virginia and West Virginia 

(299 I.C.C. 609), decision of the Commission by Division 3 in I. & 8. 
cane 7129, Freight, All Kinds—New York to Chicago—DL & W, 
mimeographed October 14, 1959, now reopened for rehearing, the 
Commission by Division 3 in I. & S. docket 7026, Fresh Meats from 
Kansas City to Oklahoma City, October 26, 1959, mimeographed; 
Demountable Truck Body case, supra, and the Tobacco case, supra. 

The board of suspension, like the Interstate Commerce Commis- 
sion, is a body of experts well versed in the law and the rules of rate- 
making; for such board to limit its considerations in the matter of 
the first instance solely to the question of out-of-pocket costs of a 
dubious nature, not available to the parties to the proceeding, does 
violence to the accepted principles of ratemaking and the national 
transportation policy. 

The result is that those rate adjustments which by accepted stand- 
ards of ratemaking and the national transportation policy should be 
suspended and investigated are permitted to become effective by a 
mere showing of perfunctory costs by the Suspension Board. Surely 
the act and the national transportation policy requires more consid- 
eration than the cost feature alone. 

The fact is that competition between the various modes of trans- 
ports ation has very effectively regulated the level of the rates. The 
Commission’s duty is to regulate the competition in accordance with 
the provisions of the act and the national tr ansportation policy. This 
it cannot do if it closes its eyes to the effect of reduced rates upon com- 
petition. Perhaps the best exposition of the change in the rule of the 
Commission is found in Hastern Central M. C. Asso. v. United States 
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(321 U.S. 194), which involves the interplay of competition between 
ohh and motor carriers, 

The U.S. Supreme Court there said: 

But with the evolution of other forms of carriage, particularly motor carriage, 
and the Commission’s acquisition of control over their rates and operations, a 
new situation arose. The Commission’s task no longer was merely the regulation 
of a single form of transport, to secure reasonable and nondiscriminatory rates 
and services. It became, not merely the regulator, but to some extent the 
coordinator of different modes of transportation. With the addition of motor 
and water carriage to its previous jurisdiction over rails, it was charged not 
only with seeing that the rates and services of each are reasonable and not 
unduly discriminatory, but that they are coordinated in accordance with the 
national transportation policy, as declared by the later legislation. Thus, 
while the new act intended to secure the lowest rates consistent with adequate 
and efficient service and to preserve within the limits of the policy the inherent 
advantages of each mode of transportation, at the same time it was designed 
to eliminate destructive competition not only within each form but also between 
or among the different forms of carriage. 

I thank you for the opportunity of appearing before you. 

Senator Maanuson, Thank you very much for your presentation, 
sir 

Mr. Freunp. Thank you, Mr. Chairman. 

Senator Magnuson. Mr. McWilliams, we shall not have time to 
question you today. However, if you wish you can submit your state- 
ment at this time so interested parties will have it available to read. 

Mr. McWuu1ams. Very well, sir. 

Senator Magnuson. You can come back to highlight certain points 
later. 

Mr. McWiuiams. Very well. 


STATEMENT OF JOHN C. McWILLIAMS, TRANSPORTATION 
CONSULTANT 


Mr. McWituiams. My name is John C. McWilliams. My address 
is 859 Warner Building, Washington, D.C., at which place I main- 
tain my office as a transportation consultant. I have been engaged in 
that profession for over 14 years. Prior to engaging in private prac- 
tice as a tre sporti ition consultant, I was employed for 644 years in 
the Bureau of Transport Economics and Statistics of the Interstate 
Commerce Commission. I was assigned to the Cost Finding Section 
within that Bureau when it was created. My principal duties con- 
sisted of participation in the drafting of formulas and the analysis 
of costs and other statistical studies introduced in cases before the 
Commission. At the time of leaving the Commission, I held the title 
of principal accountant. 

l appear here today for the American Trucking Association, Inc., a 
federation of State trucking associations, representing all forms of 
motor transport: ition of property. 

After leaving the Commission, I was employed for 3 years by the 
American Truc ‘king Associations, initially as director of research and 
later as chief economist. During the time in which I have been en- 
gaged in the practice of my profession, I have directed or conducted a 
large number of investigations into the costs, statistics, and economics 
or rail, water, and motor carrier operations, particularly in relation to 
the ascertainment of just and reasonable rates under the standards 
prescribed by the Interstate Commerce Act. In these cases, it has 
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become necessary for me to become conversant with economic thought 
and literature insofar as it pertains to transportation. 

The purpose of my testimony is to set forth certain criticisms of the 
significance which the Interstate Commerce Commission and its Board 
of Suspension have placed upon costs, to set forth briefly the nature 
of certain fundamental defects in the presently available cost data, 
and to suggest certain basic corrections. 

The principal problems which we face today may be summarized in 
three major categories: 

(1) The Commission’s Board of Suspension in deciding for or 
against the suspension of tariffs and the Commission itself in its de- 
cisions are placing an undue emphasis on and attributing an improper 
significance to costs; 

(2) The cost data relied upon by the Board of oe and, in 
many cases by the Commission itself, are seriously defective ; 

(3) The failure to make available to the parties cost memorandums 
furnished to the Board of Suspension by the Commission’s Cost Find- 
ing Section tends to perpetuate cost formula defects and to produce 
bad decisions in suspension matters. 


SUGGESTED REMEDIES 


(1) Any cost memorandums furnished to the Board of Suspension 
by the Commission’s Cost Finding Section should be publicly available 
to the interested parties. 

(2) If the Commission fails to suspend a rate, the protestants may 
file within 20 days a pleading to set forth errors either in such cost 
section memorandums or in cost data submitted by the proponent. If 
the Commission deems such petition has raised a substantial issue, it 
may set the matter for hearing, permitting the rate to remain effective 
but placing the burden of proof on the proponent of the rate. 

(3) An ex parte investigation should be instituted, either by the 
Interstate Commerce Commission itself or by a temporary agency 
created by the Congress, to review present cost-finding procedures in 
transportation. 

The deliberations of the Board of Suspension are not a matter of 
public record. There is a strong feeling, however, that its primary 
consideration in determining whether or not to suspend a tariff in- 
volving competitive rates has become the overly simplified question of 
whether or not the proposed rate is in excess of the out-of-pocket cost 
of handling the traffic involved. 

In 1955, the President’s Advisory Committee proposed a new rate- 
making rule which has come to be known as the “three shall nots” rule. 
In essence, it provided that the Commission, in considering the pro- 
priety or lawfulness of reduced rates or charges, “shall not consider”— 

(1) The effect of such charge on the traffic of any other mode 
of transportation ; or 

(2) Whether such charge is lower than necessary to meet the 
competition of any other mode of transportation ; or 

(3) The relation of such charge to that of any other mode of 
transportation. 

The “three shall nots” rule was specifically rejected by Congress, 
and indeed was repudiated by its author, the Secretary of Commerce. 
Instead, the Senate Committee on Interstate and Foreign Commerce 
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adopted the following rule of ratemaking which is now paragraph (3) 
of section 15(a) of the act: 

In a proceeding involving competition between carriers of different modes of 
transportation, subject to this Act, the Commission, in determining whether a 
rate is lower than a reasonable minimum rate, shall consider the facts and cir- 
cumstances attending the movement of traffic by the carrier or carriers to which 
the rate is applicable. Rates of a carrier shall not be held up to a particular 
level to protect the traffic of any other mode of transportation, giving due con- 
sideration to the objectives of the national transportation policy declared in this 
Act. 

If the Suspension Board, in considering proposed reduced rates, 
considers only the relationship between such proposed rates and the 
out-of-pocket costs of handling the traflic, it in effect is adopting the 
repudiated “three shall nots” rule and ignoring that portion of the 
new language of the act which says that the Commission “shall con- 
sider the facts and circumstances attending the movement of traffic 
by the carrier or carriers to which the rate is applicable.” Cost alone 
cannot be considered to embrace all the “facts and circumstances at- 
tending the movement of traffic.” 

Section 15a(3) becomes operative by its own language “in a pro- 
ceeding involving competition between carriers of different modes of 
transportation.” Thus, to invoke section 15a(3), it would seem neces- 
sary to demonstrate the nature of the competition which exists. Be- 
yond that certain other fundamental questions require resolution. 
Among the more important are these: 

(1) Is the proposed reduced rate lower than necessary to meet the 
competition put forward as its justification ? 

(2) Will the proposed reduction result in other reductions and 
hence cause a breakdown in an established and reasonable rate struc- 
ture or, in the alternative, create a discriminatory rate structure as 
between localities ? 

(3) Would the reduced rate cause a revenue loss greater than could 
be recovered from the traffic obtained as a result of the reduction ? 
This point has two facets, one, if the rate reduction is deemed to be 
limited to the traffic to which it applies and, on a much broader basis, 
if it would require comparable reductions in other rates. 

(4) Would the proposed reduction be likely to set off a downward 
spiral of rate cutting which would be the equivalent of a rate war? 
In other words, would the end result be a preservation of the exist- 
ing relationship of rates, but at a lower level for both agencies, with 
consequent dissipation of revenues ? 

What is the proper function of costs in consideration of these is- 
sues and in the proper determinations of the Board of Suspension ? 
Obviously, a proposed reduced rate which is below the properly com- 
puted out-of-pocket costs of handling the involved traffic is auto- 
matically subject to suspension. But what of those instances where 
a proposed reduced rate exceeds out-of-pocket costs? Does this con- 
stitute an automatic justification, before the Suspension Board, of 
the proposed rate reduction. I believe such a concept represents a 
fundamental misuse and misunderstanding of costs. 

Statement No. 2-59 of the Commission’s Cost. Finding Section, at 
page 22, sets forth that 72 percent of rail costs for the year 1957 were 
out of pocket and 28 percent constant. ‘Thus, on the average, the 
railroad freight traffic must produce revenues 40 percent in excess of 
out-of-pocket costs; that is, 28 percent divided by 72 percent. As an 
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illustration by extremes, the railroads could propose, in a series of 
tariffs, reduced rates, each of which produced only 20 percent above 
out-of-pocket costs but which would meet the overly simplified test 
of producing a contribution over out-of-pocket costs. The end re- 
sult, of course, would be bankruptcy. 

It is not contemplated that the railroads would make any such 
wholesale reduction in rates. However, as a principle, to the extent 
that railroad rates are reduced on the grounds that they exceed out-of.- 
pocket costs, without reasonable demonstration of the effect. of the 
carriers’ net revenue, there is a completely improper use of costs as a 
criterion. 

To the extent that one form of transportation diverts profitable 
traffic from another, the form which loses the traffic has been “injured.” 
Whether that “injury” is justified depends upon whether the “good” 
derived by the diverting form of transportation and by the public 
interest outweighs the “injury.” This requires certain distinct limi- 
tations on the use of out-of-pocket costs in determination of whether 
or not the proposed rate reduction is justified. 

Rates, reasonably, may be justified on the basis of contribution over 
out-of-pocket costs when designed to meet competition. THowever, 
when a form of transportation attempts to assert itself as the low-cost 
ageney in connection with particular traffic, that determination should 
not be limited to its out-of-pocket costs. In a later part of my testi- 
mony, I discuss some of the problems of dealing with fully dis stributed 
costs. I believe it is sufficient to point out here that the use of out-of. 
pocket costs alone as a criterion make it possible for a carrier who 
is the high-cost carrier on the basis of fully distributed costs to es- 
tablish rate structures in excess of its out-of-pocket costs, which would 
then require the low-cost carrier to publish rates below its fully distrib- 
uted costs to meet the competition. In the final analysis, judging the 
transportation system as a whole, this increases the difficulty of ob- 
taining the necessary earnings to protect both the out-of-pocket and 
the fixed costs of our transportation system. 

In the vast majority of cases, when the railroads reduce rates to 
divert traffic from the motor carriers, they themselves are already par- 
ticipating in such traffic. When they reduce rates to divert additional 
traffic, they necessarily reduce the revenue on the traffic which they 
have been handling. Thus, the break-even point of such a rate redue- 
tion is meaured by the comparison of loss of revenue on traffic pres- 
ently handled with the excess over properly computed out-of- pocket 
costs of the revenue from the additional traffic obtained. Obviously, 
if no traffic is diverted, the result of this equation is a showing that 
the net revenue of the railroads has been depleted. To the extent that 
traffic is diverted, either in quantities insufficient to offset the revenue 
loss on traffic : already handled or in such quantities as to merely hold 
even the railroad revenue net revenue position, the net revenue of 
competing forms of transportation has been depleted without a corre- 
sponding benefit to railroad transportation. 

The extent to which competing forms of transportation can meet 
railroad rate reductions is another element of significance. If the 
railroads reduce rates on particular traffic, and it is possible within the 
cost structure of the motor carriers to meet those reductions, all that 
has happened is that both forms of transportation suffer reduced net 
revenue. To the extent that those net revenues were necessary for the 
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pres servation of a sound transportation system, they must be recouped 
by increasing noncompetitive rates. 

For longer distances and heavier loadings, rail costs are generally 
lower than those of motor carriers. This in itself, however, does not 
justify the use of out-of- poc ket costs as a criterion on proposed rate 
reductions. The railroad is not the economic carrier of any given 
traflic unless its out-of- poe ‘ket costs are lower than motor carrier costs 
by an amount greater than the differential below motor carrier rates 
necessary to divert the traffic to the rails. 

As an illustration, let us assume a rate via motor carrier of $1.25 
per 100 pounds. Assume further, an out-of-pocket cost per hundred 
pounds of $1 for the motor carrier and 80.90 for the railroad. If the 
shipper requires rail rates 20 cents per 100 pounds below motor carrier 
rates to divert traffic to the railroads, the railroads are not the eco- 
nomic carrier, This follows, since the railroads, to establish a rate 
which would attract the traffic and _ lower than the motor carrier’s 
ability to compete, would have to publish a rate of less than 80 cents, 
which is below the railroad cost. 

To this point, I have dealt with the undue emphasis on costs and 
the improper significance attributed to such costs. Another serious 
problem arises in that the costs relied upon are subst: untially defec- 
tive. Because of problems of workload and budget limitations, the 
Commission’s Cost Finding Section has, over the years, found it neces- 
sary to attempt to fit its cost analysis work into a standard formula 
application. Attempts at such simplification have lead, in many 
phases of cost an: alysis, to an averaging out of circumstances 

It is almost axiomatic in cost finding that oversimplific ation of 
formulas tends to overstate the cost of handling traffic with low-cost 

characteristics and, conversely, to understate the cost of handling the 

high-cost traffic. In rail-cost finding as provided for in the Rail Form 
A “of the Interstate Commerce Commission’s Cost Finding Section; 
this oversimplification has resulted in an overstatement of the costs 
of handling low-grade traffic such as coal, coke, and iron ore and an 
understatement of the costs of handling high-grade traffic such as 
manufactures and miscellaneous traffic. 

Ironically, in its oversimplification of highway cost analysis, the 
Cost Finding Section’s procedures tend to understate the cost of han- 
dling less-than-truckload traffic and to overstate the cost of handling 
truckload traffic, which constitutes the principal rail-competitive 
traffic of the motor carriers. Thus, in the rail-motor competitive area, 
the Cost Finding Section’s procedures tend to understate rail costs and 
tc overstate motor carrier costs. When rate proposals of either form 
of transportation are compared with cost criteria available in the Cost 
Section’s cost compilations, there is substantial room for error. 

Undoubtedly, rail costs tend to become lower than those of motor 
carriers as distance and loading per car increase. But the present cost 
data of the Cost Finding Section exaggerate such differences. This 
is particularly true as to piggyback service. 


RAIL FORMULA DEFECTS 


Switching costs: With minor exception, rail form A attributes the 
same switc hing minutes and cost to every car given origin or destina- 
tion service in a particular region. The average switching cost is 
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necessarily lowered by the multiple-car handling of traffics such as 
coal and iron ore, both at origin and destination. But the favorable 
characteristics of these traflics , handled in gondola and hopper cars, 
produces an understated cost for traffic handled in boxcars. In the 
eastern district, the low-cost switching of coal and iron ore by the 
Bessemer & Lake Erie serves, through. the defects of the formula, to 
lower the switching costs of boxcar traffic handled by the New York, 
New Haven & Hartford. 

In the case of piggyback service, it may be possible for railroads, at 
a few locations, to experience a reduction in switching costs. These 
savings are more than offset, however, when the r ailroads perform 
pickup and delivery service and incur the cost of loading trailers on 
flatcars and unloading such trailers from flatears. In individual ¢ ases, 
the railroads have furnished spotty data as to these costs. 

However, to this date, the Cost Finding Section has not modified its 
formula to develop specific cost characteristics of the piggyback 
service. 

Gross ton-mile costs: rail form A provides for the determination 
of a uniform territorywide cost per gross ton-mile for those line-haul 
costs considered as variable with gross ton-miles. The only modifi- 
cation of this uniform cost lies in treating approximately one-third 
of such costs as influenced by the size of the train. This broad-brush 
treatment of line-haul costs ignores any distinction between the char- 
acteristics of the portion of the railroad plant which is concerned with 
the origination of heavy-moving traffics such as coal and iron ore and 
the portion which is devoted to traffic with a much lighter ton-mile 
density. Aside from modification for size of train, the Cost F inding 
Section’s procedure sattribute the same gross ton-mile costs to the mer- 
chandise traffic of the New York, New Haven & Hartford as to the 
coal and iron ore traffic of the Bessemer & Lake Erie. 

In the case of piggyback, this lack of refinement in the Cost Finding 
Section’s procedures is particularly damaging when such trains move 
in smaller than normal size trains and/or over routes with a higher 
than average maintenance cost per gross ton-mile. 

Territorial averages: rail form “A was originally drafted in 1940 
for use in docket 28300, Class Rate Investigation. Its primary pur- 
pose was to determine the difference in territorial cost levels and not 
to measure the cost of specific point to point movements. As presently 
used by the Cost Finding Section, the formula is applied to four terri- 
tories, eastern district, Po -ahontas region, southern region, and wes- 
tern district. 

In particular cases, the parties may submit applications of rail 
form A to iidieidiaad railroads or groups of railroads. However, 
proposed rates referred to the Cost Finding Section are compared 
with costs based on the broad territorial groupings shown above. 
Thus, exactly the same costs would be shown for a 40,000-pound 
boxcar movement of 500 miles west from Chie: ago as for a similar 
movement 500 miles south (or north) from San Francisco. 

“Out-of-pocket,” “constant,” and “full distributed costs”: From 
the standpoint of ‘the over rall economy, the full cost, including return, 
must be obtained by a carrier if it is to remain in business, and what 
is true of one carrier is true of the national transportation system 
of all carriers asa whole. Any failure to meet full cost will inevitably 
reflect itself in impaired or abandoned services. 
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In determining rail out-of-pocket costs, 80 percent of the rail 
freight operating expenses, rents, and taxes, including income taxes, 
are assumed by the Cost Section to be variable or out- of- pocket. Rail 
out-of-pocket costs are assumed also to include a 4-percent return 
upon the value of freight equipment, and a 2-percent return on value 
of other freight property, and related income taxes. This figure 

of 80 percent was developed by examination of the variation in indi- 
vidual expense groups w ith varying quantities of traffic over a period 
of time and is a composite average. The studies showed wide dif- 
ferences as between different carriers, different territories, and dif- 
ferent kinds of expense. 

These infirmities in the separation between out-of-pocket and other 
costs make it essential when dealing with the transportation economy 
of the country to deal with the entire costs and not with assumed 
portions of them. By full costs or total costs is not meant the figure 
designated “fully distributed costs” as used by, the Cost Section. 

The Cost Section’s “fully distributed cost” is made up of two 
elements: (a2) the so-called out-of- pocket costs, and (4) the so-called 
constant costs. The latter includes the remaining 20 percent of 
freight operating expenses, rent, and taxes, a return of 2 percent 
on the fixed freight property, and related income taxes. They also 
include the passenger and less-than-carload lot deficits. 

A basic defect in the so-called fully distributed costs is that in 
such costs the constant costs are arbitrarily apportioned between the 
several traflics, so far as terminal expenses are concerned, on the basis 
of tons carried and, so far as line expenses are concerned, upon the 
basis of ton-miles. Such a distribution has not been justified and 
cannot be logically or reasonably defended. 

The arbitrary distribution of the rail constant costs on a ton and 
ton-mile basis is sometimes defended on the ground that tons and 
ton-miles are the revenue units used in the pricing of rail transporta- 
tion. Thus, it is said that fully distributed costs reflecting this dis- 
tribution of constant costs measure only differences in out-of-pocket 
costs and reflect what rates would be if there were no value of the 
service differential pricing. 

The inherent fallacy in this contention is that it erroneously labels 
tons and ton-miles as the rail revenue units of transportation. Rail 
carload traflic comprises approximately 98 percent or more of total 
rail freight traffic. Although tariffs may be expressed in cents per 
100 pounds or per ton, this entire body of carload traffic reflects a 
system of minimum weights whereby the real price structure is per 
car or per car-mile. For example, while the rates per ton as between 
coal and automobiles are widely divergent, for the same length of 
haul, the revenues per car tend to come “much closer together. 

The use of contribution over out-of- pocket costs or ‘of arbitrarily 
constructed fully distributed costs may be a useful tool in rate cases 
affecting only one mode of transport ation. However, the use of 
arbitrarily determined “fully distributed costs” to decide which of 
two modes of transportation is truly the low-cost form of transporta- 
tion is self-defeating by definition. Logically it follows, therefore, 
that any attempt to develop “fully distributed costs” of a mode of 
transportation for a particular traffic must be predicated upon an 
analysis of the purposes for which the constant costs were incurred. 

604706023 
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Thus, it is completely unrealistic to determine the constant costs of 
yard facilities which were incurred to create a capacity for handling 
cars and distribute such costs on the basis of tons. Similarly, it is 
unrealistic to determine the constant costs which were incurred in 
road tracks for the purpose of providing capacity for train-miles, car- 
miles, and gross ton-miles and separate such constant costs on the 
basis of net revenue ton-miles. 

Before the introduction of the arbitrary distribution of the constant 
costs, cost analysts, including those of the Commission, without ex- 
ception distributed the constant costs in the same way as the out-of- 
pocket costs. This method is free from the effects which I have 
just cited as being inherent in the arbitrary distribution of the con- 
stant costs on the ton and ton-mile basis. 

This so-called burden is viewed by the Cost Section as part. of 
the cost of providing the service which should be assigned to the 
several categories of traffic upon a value of the service rather than 
upon a cost basis. No one can claim that the value of the service to 
the shipper of a ton of wheat, coal, or scrap iron is as great as the 
value of the service to the shipper of a ton of automobile or airplane 
parts or other high-grade articles. 

Despite this self-evident fact, in constructing the so-called fully 
distributed cost, the Cost Section has done so upon the ton and ton- 
mile basis as described above, frankly admitting that such an appor- 
tionment is wholly arbitrary. 

The low-cost carrier cannot be determined purely from theoretical 
and unproved out-of-pocket costs. 'These costs may be proper for and 
should be used exclusively for the determination of whether or not a 
given movement or traffic is compensatory, and even then due regard 
should be given to their infirmities. A much safer criterion is the 
one which was used by the Commission in general rate cases for more 
than 40 years, and that is, the total operating expenses, rents and taxes, 
plus a fair return upon the net investment. A still more accurate 
measure would be to treat the interest actually paid as a part of the 
cost, and to base the return upon the equity of the stockholders, con- 
sisting of capital stock and surplus. That is the criterion by which 
practically all other industrial corporations are judged. 


MOTOR CARRIER FORMULA DEFECTS 


Generally speaking, cost determination for specialized motor car- 
riers, such as petroleum carriers, does not present any serious com- 
plexities, except where a carrier has a diversified operation and costs 
are desired for a part of that operation which does not conform to the 
general nature of the carrier’s business. 

In the case of common carriers of general freight, however, there 
are serious problems in the analysis of costs. These arise principally 
from the fact that such carriers handle both less than truckload and 
truckload traffic. My comments here are limited to those which signi- 
ficantly affect the costs computed by the Cost Finding Section for the 
handling of truckload traffic. 

A motor carrier handling several thousand less than truckload ship- 
ments a week necessarily needs a large clerical force. Some of the 
activities of this force are specifically related to shipments as such and 
these the Cost Finding Section charges on the basis of shipments. 
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However, clerical functions which do not vary directly with number 
of shipments are charged to general overhead as well as the loss and 
damage expense of the carrier. Since the general overhead costs are 
then prorated back over all traffic, the end result is that a substantial 
amount of expense which is incurred on behalf of the less-than-truck- 
load traffic ends up as a charge against the truckload traffic. 

In the case of line-haul costs, the Cost Section whether dealing with 
an individual carrier or a group of carriers, develops a cost per vehicle- 
mile for line-haul service without any variation of that cost by length 
of haul. It provides a basis for modification of this average based on 
differences in speed expressed in miles per hour. Differences in speed 
would have little effect on the mileage costs and the effect on driver’s 
wages would depend upon the particular basis of compensation of the 
driver. Nor, under ordinary circumstances, would it seem that any 
memorandums submitted by the Cost Finding Section of the Suspen- 
sion Board would make such a modification since it would need specific 
data to justify such change. 

Further, this modification gives no effect to the fact that equipment 
used in longer haul operations has a much higher utilization than that 
used in short-haul operations with resultant reduction in unit costs. 

The most serious criticism of the present cost-finding methods, as 
applied to motor common carriers of general freight, lies in the 
apportionment of line-haul costs between less than truckload and 
truckload traflic. In its motor carrier cost finding, the Cost Finding 
Section considers the round-trip movement of equipment as a joint 
cost. Asa matter of cost principle, the Cost Finding Section typically 
uses weight as a distributing factor for any cost element which it 
designates as joint. 

This is done on the assumption that weight represents the proper 
measurement of output of transportation units. Thus, if a motor 
carrier handled 40,000 pounds of traffic in one direction which utilized 
the full weight-carrying capacity of its vehicle and handled 20,000 
pounds of less than truckload traffic in the reverse direction which 
occupied all the cubic capacity of the vehicle, the cost section pro- 
cedures would charge two-thirds of the round trip line-haul costs 
against the truckload traffic. If there were a significant difference 
in the cost per vehicle-mile because of the heavier load, there might 
be some justification for this treatment, but the Cost Section itself 
admits that the variations in load have little, if any, effect on the cost 
per vehicle-mile. 

In a recent publication, the Cost Section suggests the possibility 
of giving a 50 percent weight to density which in the illustration set 
forth above would charge approximately 60 percent of the round-trip 
costs to the truckload shipment. 

Curiously, the Cost Finding Section uses a different and contradic- 
tory approach in its determination of railroad costs. Thus, a railroad 
paralleling the motor carriers operation and operating without empty 
miles, would be given full credit for the more efficient loading of 
40,000 pounds. 

I have testified in a substantial number of cases where motor car- 
riers were attempting to prove that competitive truckload rates were 
compensatory. As a matter of good business, such rates are defended 


most vigorously when they move a direction which assists the balance 
of the motor carriers operation. 
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When the arbitrary distribution of round-trip costs as above de- 
scribed is used, the truckload shipment is charged with something 
more than the miles which it moved under load. ‘This can only mean 
that it is being charged with the cost of empty mileage. When the 
truckload traffic is mov ing in the proper direction, we have asked the 
Commission to tell us in what way it creates empty mileage, without 
success. This is not a back-haul theory of ratemaking. Rather, it 
merely follows the sound cost finding principle that traflic should be 
charged with the cost which it creates. 

My third criticism was that the cost memorandums furnished by 
the Cost Finding Section to the Suspension Board are not available 
to the parties. These memorandums are prepared under great. pres- 
sure of time and necessarily rely on cost data which, in my testimony 
here today, I have alleged is ser ‘lously defective. Making these memo- 

randums available to “the parties would serve a dual purpose. It 
would give the parties, in the particular proceeding, an opportunity 
to demonstrate any omissions, errors, or inapplicability of the cost 
figures furnished. Of even greater importance, over a period of time 
the criticisms and suggestions made in connection with such cost 
memorandums lead to more reliable information. 

At the beginning of my testimony I suggested an additional remedy 
which, presumably, would require legislative e action. Under present 
procedures, a tariff is filed with an effective date usually 30 days in 
the future. Any protest must be filed within 18 days or 12 ‘days 
before the effective date. While there is no specific requirement, the 
proponent ordinarily attempts to answer such protests within 6 days. 
The Suspension Board announces its decision to suspend or not to 
suspend 2 days before the effective date. If the Commission fails to 
suspend the rate, the protestants have 2 days in which to file an appeal 
to Division 2 of the Commission, without enlarging the record made 
before the Suspension Board. 

If such an appeal is denied, the protestant’s only recourse is to 
file a complaint or ask that an investigation be instituted. Under 
such circumstances, the proponent of the rate is relieved of the burden 
of proof. 

If the Commission suspends the rate, the proponent may file a 
pleading within 20 days to set aside the suspension. If my first 
suggestion were adopted, th: ut. the Cost Section’s cost. memor andums 
be made available to the parties, the proponents would be in a position 
in such a petition to set forth any alleged errors or deficiencies in 
such memorandums. 

It would seem that a similar opportunity should be available to 
protestants. If, because of the shortness of time it has to act, the 
Suspension Board or Division 2 of the Commission permits a rate 
to go into effect without suspension, and it later develops that there 
was really a probable justification for such suspension, there would 
seem to be no justification for placing the burden of proof on the 
protestants. 

The last of my recommendations was that an ex parte investigation, 
either by the Interstate Commerce Commission itself or by a tem- 
porary agency created by the Congress, be instituted to review the 
present cost finding procedures i in transport: ation. There appears to 
be substantial agreement in most quarters that a revision of the present 
procedures and techniques is desirable. The most effective way to 
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bring about such a modernization of the cost techniques would be to 
do it in an atmosphere where the purposes and exigencies of a particu- 
lar case did not influence the manner of cost present: ation. 

Senator Magnuson. Thank you. Now also at some future date the 
railroads and the Interstate Commerce Commission will testify. We 
will have to set the date depending on the conditions on the floor. 
We appreciate all of the testimony that has been given. There has 
been a lot of time and effort put into it, and I think that the testimony 
is very well put bearing upon this whole situation which the com- 
mittee is looking into. 

We thank you very much. 

Mr. Barron. Mr. Chairman, Mr. Moore of Erie & St. Lawrence 
Corp. telegraphed that he was unable to appear and would appreciate 
having his letter of March 9 placed in the record. 

Senator Magnuson. Ver y well, that may be done at this point. 

(The documents referred to are as follows:) 


New York, N.Y., March 29, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Washington, D.C.: 


Regret schedule will not permit my testifying tomorrow. Please accept my 
apologies. In lieu of testifying, would hope my ietter of March 9 to you could be 
placed in record. 

Harry N. Moore, 
Erie & St. Lawrence Corp. 


Erie & St. LAWRENCE CorpP., 
New York, N.Y., March 9, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Washington, D.C. 


DEAR SENATOR MAGNUSON: We have followed, with great interest, the hearings 
held by your subcommittee investigating the situation of coastwise and inter- 
coastal water carriers in the light of regulatory and ratemaking policies. 

We have viewed with deep concern the action of regulating agencies, following 
enactment of the Transportation Act of 1958, in approving what appears to be a 
policy of selective rate cutting embarked on by the railroad industry. On at 
least two recent occasions, such rates have been published by railroad carriers 
at levels substantially below corresponding water carrier rates. Although 
promptly and vigorously potested by affected steamship lines who called atten- 
tion to the fact that these rate actions eliminated the traditional and long- 
recognized differentials maintained between all-rail and water rates, the regulat- 
ing agencies refused to suspend such rates. They were permitted to become 
effective and have visited most serious consequences on the water carriers at 
whom the rate actions were directed. 

Our company is a water common carrier authorized to render coastwise service 
on the Atlantic seaboard. Through a wholly owned subsidiary, Containerships, 
Inc., we now have in an advanced state of construction, two new vessels which 
will be placed in our coastwise service. These are specially designed container- 
ships constructed to transport cargo in containers in a coordinated motor-water 
and rail-water service. These vessels represent an investment and financing 
of almost $12 million of which the Government of the United States, through 
the Maritime Administration, has guaranteed almost $7 million of the vessels’ 
mortgages. 

The vessels will be completed and ready for delivery in the summer of 1960. 
At this very moment, while physical construction of the vessels is proceeding on 
schedule, ratemaking practic es of the railroad carriers and the regulatory policies 
of the administrative agencies are projecting serious threats to the economic life 
of our enterprise. With all that has been said about the vital importance of 
domestic water transportation and the encouragement tendered to business enter- 
prise to participate in its rejuvenation, it seems unfortunate that such inimical 
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actions and policies would be permitted to continue without appropriate restrain. 
ing action by the Congress. 

There has been laid before your subcommittee the position of management and 
of labor representing the water carrier industry. This has been documented by 
factual testimony from leading figures identified with both management and 
labor. I feel it is my special duty to call your attention to our project and the 
very substantial investment which our Government and private investors have 
joined in making, in the endeavor to stimulate and restore coastwise shipping, 
The bills you have already introduced appear calculated to achieve important 
reforms in the regulatory law. I particularly stress the need for the type of 
relief provided in your bill requiring the Interstate Commerce Commission to 
suspend railroad rate publications which have the effect of eliminating or re. 
ducing the existing differentials with water rates. This is the minimum protec. 
tion which water carriers require if they are to be permitted to survive as trans. 
portation instrumentalities. Such a provision is, after all, not a determination 
of the ultimate issue of the reasonableness of railroad rate reductions. It is only 
a preventative of irreparable damage in the case where, after investigation by 
the regulating agency and hearing, the agency finds the railroad rate unlawful. 
Mandatory suspension in that case will have fulfilled its intended purpose with 
no conceivable harm to the railroad industry and with every assurance that the 
public interest will have been fully and fairly safeguarded. 

In radar school, deck officers are taught to make their move early and make it 
positive. I pray that Congress will do just that. 

Very truly yours, 
Harry N. Moore, President. 


Senator Magnuson. The committee will recess now until the call of 
the Chair. 

(Whereupon, at 12:05 p.m., the subcommittee adjourned subject to 
the call of the Chair.) 
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DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


TUESDAY, MAY 31, 1960 


U.S. SENATE, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
SUBCOMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10:35 a.m., in room 5110, 
New Senate Office Building, Hon. Clair Engle presiding. 

Senator Eneie. The Subcommittee on Merchant Marine and Fish- 
eries will be in order. 

The hearing today marks a resumption of the hearings on the de- 
cline of the coastwise and intercoastal shipping industry. 

In the hearings already held, witnesses have appeared on behalf of 
inland water carriers as well as the coastwise and intercoastal industry. 

In addition, there have been appearances on behalf of various ports 
and port organizations, a shipper, and the motor carrier industry. 

Following the testimony of the last motor carrier witness and other 
witnesses today, five witnesses for the railroads are scheduled to 
testify beginning tomorrow. The hearings are to be concluded by 
tetimony by witnesses for the Interstate Commerce Commission. 

The first witness today is Mr. John C. McWilliams, transportation 
consultant, Warner Building, Washington, D.C. 

Mr. McWilliams, I observe you have a prepared statement of some 
length. Do you desire to read the statement or would you prefer 
to have it appear in the record as if read and make a summary 
statement ? 

Mr. McWuu1aMs. My understanding, sir—at the conclusion of the 
last hearing before this committee, I was the tail-end witness and I 
believe Senator Magnuson provided that this would be copied into 
the record and I could come back this morning and merely give an 
oral summarization of it. 

Senator Enexe. That will be excellent. You may proceed. 


STATEMENT OF JOHN C. McWILLIAMS, TRANSPORTATION 
CONSULTANT, WASHINGTON, D.C. 


Mr. McWitut1aMs. Basically, my testimony here concerns the tech- 
nical question of cost finding and transportation. 

The gist of my testimony as presented here was to outline what ap- 
peared to me to be three principal problems we are faced with today. 

First, that the Interstate Commerce Commission is placing an un- 
due emphasis on costs in the determination of many matters presented 
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either before its Board of Suspension or in cases before the Commis- 
sion. 

Second, that the cost data presently prepared by the cost. finding 
section of the ICC is defective for the purposes for which it is being 
used. 

Third, the fact that the memorandums which the Cost Section fur- 
nishes to the Board of Suspension is not made available for public in- 
spection tends to perpetuate the first two defects. 

As a suggested remedy, the principal remedies which I suggested 
were, first, a revision of the procedures as they affect suspension, which 
basically would mean that the memorandums furnished by the Cost 
Section would be made available and if the protestant, after examina- 
tion of those memorandums, could make a prima facie showing the rate 
which had been permitted to go into effect in those circumstances 
would be subject to investigation with the burden of proof on the 
proponent. 

Today if the Commission allows a rate to go into effect without in- 
vestigation or suspension, the rehef of the protestant is to either file a 
complaint or a petition for investigation and under those circum- 
stances the burden is no longer on the proponent of the rate, it is on 
the complainant. 

The suggested remedy here is that if by revealing the memorandums 
as to the costs the protestant can make a prima facie showing then the 
burden of proof will remain, even though the rate is in effect, the 
burden of proof will remain with the proponent. 

As to the defective material in the cost data my suggested remedy 
was either an investigation substituted by the Commission or by a tem- 
porary commission established by the Congress, for the purpose of 
exploring the technical field of cost finding and obtaining recom- 
mendations from interested parties as to improvements in procedures, 

At page 4 of my testimony I listed some of the more important ques- 
tions which I felt should be answered in addition to a mere ae 
of cost in a determination whether a particular competitive rate ¢ 
between two different modes of transportation should be abipreled, 

The succeeding pages deal basically with those questions. First, 
there is a serious question involving overall revenue need. At page 5 
of my testimony | pointed out that overall railroad traffic needs to 
produce a contribution of about 40 percent over out-of-pocket costs to 
make the railroads hold on all of their costs and to return to them a 
profit. That with this margin it would be possible to show in con- 
nection with the vast majority of railroad traffic that a reduced rate 
made a contribution over out-of-pocket cost, but if the total contribu- 
tion did not provide this 40-percent coverage overall, then a series of 
competitive rates substituted on the basis | merely of a contribution 
over out-of-pocket costs could bankrupt the railroads rather than im- 
prove their financial condition. 

In that connection, aside from the costs themselves, another im- 
portant element and perhaps even more important, is what the effect 
of reductions on the rates on particular traffic will be on traffic already 
handled. 

Now, as a simple and homely example which is not in my prepared 
text, if a merchant is selling shoes for $12 which cost him $10 and has 
a present volume of 300 pairs of shoes, he has a profit of $600. If he 
reduces the selling price to $11, he has to double his volume to be 
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where he was when he was selling 300 pairs of shoes at $12. That 
same principle applies and in differing degree, depending upon the 
commodity, in the transportation rate structure. 

In testimony before another committee of the Congress 2 years past, 
I pointed out several cases in which the railroads had made substan- 
tial reductions in rates and because of the fact that it did not result 
in any significant diversion of traffic that all they had done was to 
cut the rates on the traflic they were presently handling without any 
offsetting revenue coming in. 

Another feature pointed out. in my testimony at page 6, another 
element of consideration, is whether the competing mode of trans- 
portation can meet the reduction in which case all that has happened 
has been that the rates of both forms of transportation have been 
reduced, their ability to meet their financial obligations has been les- 
sened, and no traffic has been diverted from one form to the other. 

It becomes, as I see it, an important element of consideration and 
logically, then, if the costs of both forms of transportation and their 
ability to meet each other’s competition are a factor, then an accurate 
measurement of the differences in costs between different forms of 
transportation is necessary and that accurate measurement is not 
available today, I may say that part of the reason why there is not an 
accurate measurement of rail costs versus motor costs today lies in 
the tremendous burdens which have been placed upon the Cost Find- 
ing Section of the ICC since its creation in November of 1939. 

There has been an increasing demand for information from that 
Cost Section, an increasing amount of work that it has had to do, and 
not a proportionate increase in the personnel available and that Section 
has had toseek for a simplification of its processes. 

In that simplification it has oversimplified and the combined effect 
of that oversimplification has been to understate the railroad costs 
of handling the lighter loading carload traffic and to overstate the 
cost of handling the lower grade traffic such as coal and coke and iron 
ore. 

In the case of the motor carriers the same thing has happened; the 
failure to accurately refine costs in the cost section studies has meant 
that the high-grade traffic of the motor carrier, its less than truckload 
traffic is understated in the cost studies, its low-grade traffic which for 
its truckload traffic has been overstated. 

Now, the traffic that has been understated in the case of the rails 
is the merchandise carload traffic which is in competition with the 
truckload traflic of the motor carriers with the overstatement of the 
costs has happened. 

Now, these have come about from the fact that the cost section 
has had to use, in the past at least, broad formulas. It does not as a 
regular part of its operations make individual studies of individual 
railroads or motor carriers. Its principal production of cost data 
consists of territorial studies. In the case of the railroads it produces 
studies for four territories, the eastern district, Pocahontas region, 
southern region and western district. And those terms are pretty 
descriptive of the area that is covered. 

Within each of those broad areas there is a substantial averaging of 
costs. 

I have pointed out in my testimony, and this is demonstrable—I 
recognize that it is technical and requires detailed explanation—but 
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the fact that the Bessemer & Erie Railroad switches gondola cars of 
coal and iron ore in trainload quantities serves to reduce the switch- 
ing costs of the New York, New Haven & Hartford Railroad in han- 
dling its boxcar traffic because of the fact that all of these figures are 
thrown into a common pot and the basic distinction between those costs 
is not shown. 

That leaves it in this position, that as far as data furnished by the 
cost section to the Board of Suspension, such data are based on these 
broad territorial studies. 

Now, if it suits the railroad’s purpose in a particular preceeding 
they can come in, because they have the information in their pos- 
session, and make modifications where they feel it justified to reduce 
those costs, but that information is not available to anyone else. 

The remainder of my statement, beginning at page 9, has to do with 
this problem of cost determination. 

In connection with that most fundamental defect, as I see it, of 
the use of broad territorial averages, there are a couple of years that 
highlight the nature and the type of treatment that I am talking 
about. The first one was I. & S. docket No. M—10510, and related cases, 
which was decided February 6, 1959, by Division 2. | 

The background of the case was that the motor carriers have rates 
on the particular commodity, licorice, from Baltimore and Camden 
to certain North Carolina points, about 2 cents higher than the rail 
rates, 

The rails attempted to widen that differential, the motor carriers 
attempted to meet that rate by maintaining the 2-cent differential. 

The initial motor carrier attempt was suspended because the average 
cost per vehicle mile of that carrier seemed to indicate that the rate 
was not compensatory. In the actual trial of the case the motor car- 
rier presented a detailed cost study in which the specific character- 
istic of handling the licorice traffic by that company between the 
points involved was demonstrated. 

In the case of the railroads, their justification was based on these 
broad territorial averages. They used eastern district costs for the 
portion of the movement in eastern district, Pocahontas costs for the 
portion moving in Pocahontas region and southern region costs for 
the portion of the movement in the southern region. 

The motor carrier in that case protested against the use of the terri- 
torial averages as not being specifically related to the circumstances 
of the traffic under consideration and as a secondary point, pointed 
out that the cost figures were not up to date. 

The examiner’s proposed report in the case made the same basic 
finding, that these costs had not been demonstrated to have any 
application to the specific movement under consideration, and also 
as a secondary consideration that they had not been brought up to 
date. 

In the decision by Division 2, it mentioned the fact that the protest 
had been made on both points, it then concluded that because the 
rates had been increased 1 cent by the railroads in the interim, that 
the rates were now compensatory, without ever discussing in what 
way the broad territorial costs were typical of the particular move- 
ment of that particular traffic. 

A second case was I. & S. docket 7060, involving sirup from 
Keokuk, Iowa, to Chicago, Ill. That was decided July 22, 1959, 
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by Division 3, and the petition for reconsideration was denied on 
December 7, 1959. 

The issue in that case involved a reduced rate, the proponent car- 
rier was the Wabash Railroad; there were two other carriers which 
also served the two points involved, the Burlington and the Rock 
Island Railroads. The railroads used western district costs cover- 
ing the entire area west of the Mississippi River, as a basis for com- 
puting the unit costs for the movement from Keokuk to Chicago. 

They applied those costs over the route of the Wabash Railroad 
because that was the only carrier that had handled any of this traffic. 
The Wabash Railroad was in the eastern district. In this case if you 
used the western district costs you would conclude the rate was 
compensatory. 

If you used the eastern district costs you would conclude the rate 
was not compensatory. The Commission used the route of the eastern 
carrier, the Wabash, the territorial costs of the western district, and 
concluded on the basis of those figures, that the specific movement 
from Keokuk to Chicago was compensatory. 

In the case of the motor carrier costs the basic tendency of the 
formula because it is an averaging out of certain circumstances, is to 
overstate the cost of truckload traftic. Some of those defects which 
are technical go to the separation of expenses between the various 
elements of service, pickup and delivery, line haul and so forth. But 
the most fundamental defect is the treatment of line haul costs which 
follows one principle in the case of rail cost finding and a different 
principle in the case of motor carrier cost finding. 

The cost section of the Commission has said that round-trip line 
haul costs are a joint cost and should be distributed on the basis of 
the traffic carried in both directions. 

In one particular case, I. & S. No. M-9648, decided June 4, 1959, 
by Division 2, and with the petition for reconsideration denied, the 
traffic involved was a movement of feeds from Nashville, Tenn., to 
Louisville, Ky. 

The particular traffic had been moving in private carriers. The 
testimony in that case was that this carrier for 18 years had had more 
traffic available, substantially more, about 3 to 1, more traffic avail- 
able southbound from Louisville to Nashville, than it has available on 
return movement. 

The rate proposed, based on the evidence of the record, would cover 
the pickup and the delivery of that traffic and the out-of-pocket cost 
of transporting it from Nashville to Louisville. 

Under this round-trip cost theory the weight of 36,000 pounds of 
feed was averaged out with the carrier’s system load of 25,000 pounds, 
with the result that empty miles were charged against the feed traffic. 
The Commission has just released a report this month, on May 11, 
involving a water carrier where it has done just about the same thing. 
This is Division 2, in docket No. 32408, and if I may be permitted, it 
is only two sentences—to bring them in the record, in discussing the 
treatment of the round-trip costs of these boats between the upper 
lake ports and the lower lake ports, the division stated that sheet 31 
of that report, which was released on May 11 of this year, moreover 
the running portion of the vessel costs should have given recognition 
to the joint nature of the round-trip movement of the vessels east- 
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bound with ore or grain and westbound with coal or empty. The 
costs associated with the empty movement should be absorbed by 
the ton-miles of the loaded movements in both directions. 

Now, what that means is that under the actual circumstances that 
were developed in this record that the principal business of these 
boats is carrying the ore and the grain from the upper lake ports to 
the lower lake ports, that coal traffic which they move northbound 
should be charged with empty mileage in the same direction that the 
coal is moving. 

I do not believe that to be sound cost finding and actually, in the 
field of railroad cost finding, the cost finding section does not follow 
that principle. 

In its development of rail form A, which is its rail formula that it 
uses, it analyzes the less-than-carload traffic of the railroads and 
charges it with empty mileage only where that empty mileage is 
created by the less-than-carload traffic; wherever the less-than-carload 
traffic moves in a direction opposite to the heavy flow of boxcar car- 
load traffic, no empty miles are charged. 

As a result, and I am using average figures here, the empty ratio 
on less-than-carload traffic is held at about 5 to 7 percent, depending on 
the territory, whereas the empty ratio in the case of carload boxcar 
traffic is between 35 and 40 percent. The result obtained is by follow- 
ing a principle which is diametrically contradictory to what they 
did in the two cases I cited. 

As a simple illustration: If a motor carrier ran between points 
A and B and handled a 40,000-pound truckload shipment in one direc- 
tion and 20,000 pounds of less-than-truckload traffic which fully 
loaded the vehicle to capacity in the opposite direction the procedures 
of the cost section as used today would be to take the two items of 
weight, the 40 and the 20, and since the 40,000 pounds would be two- 
thirds of that total weight the traffic would be charged with two-thirds 
of the round-trip line haul cost and the 20,000 pounds of less-than- 
truckload traffic which had utilized the full cubic capacity in the 
opposite direction would be charged with only one-third. 

Now, in the case of their treatment of rail costs, if you had a rail- 
road running between the same two points and it had a 40,000-pound 
‘arload shipment in one direction and a 20,000-pound less-than-carload 
assemblage of shipment in the opposite direction in the car, as far as 
the car-mile costs of the railroad are concerned, the 40,000-pound 
shipment would be charged only with half of the round-trip costs as 
compared with two-thirds of the round-trip costs in the case of the 
motor carrier. 

J believe that completes my summarization, sir. 

Senator Eneie. Thank you very much for your excellent statement, 
Mr. McWilliams. 

Our next witness is Mr. J. Lucian Gilbert, traffic director, Board 
of Commissioners, port of New Orleans, 2 Canal Street, New Orleans, 
La. 

Mr. Gilbert, do you have a prepared statement ? 

Mr. Girpert. Yes, sir. I sent some up at the end of the week, I 
have some other copies of it here. 

Senator Eneie. We are very glad to have you here, Mr. Gilbert. 
You may proceed with your statement. 
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STATEMENT OF J. LUCIAN GILBERT, TRAFFIC DIRECTOR, BOARD 
OF COMMISSIONERS, PORT OF NEW ORLEANS, NEW ORLEANS, 
LA. 


Mr. Guert. My name is J. Lucian Gilbert. I am the traffic man- 
ager of the Board of Commissioners of the Port of New Orleans, 
2 Canal Street, New Orleans, La. My purpose in appearing here 
today is to make available to the committee the views of the port 
authority at New Orleans concerning the gradual decline in coast- 
wise and intercoastal shipping. 

The Board of Commissioners of the Port of New Orleans is an 
agency of the State of Louisiana, created by an act of the Louisiana 
State Legislature in 1896. By statute it is charged with the regula- 
tion of the commerce and traffic of the port and harbor of New Orleans 
in such manner as may, in its judgment, be best for the maintenance 
and development thereof. 

Under this legislative commission the board is vitally concerned 
with the transportation services available in the port area. As the 
financial status of the port itself, and to a great measure the index 
of business in the contiguous metropolitan area, is dependent upon 
the transportation activity within the port limits, any change in the 
traffic pattern can have serious consequences, 

The volume of coastwise and intercoastal tonnage passing through 
the port of New Orleans is substantial. As a matter of fact, it repre- 
sents approximately one-fifth of the port’s total tonnage. The official 
figures for the year 1958 (the latest available from U.S. Army Corps of 
Engineer compilations) list the coastwise-intercoastal portion at 
10,726,516 short tons of a total of 51,711,671 short tons of waterborne 
commerce handled through the port. During the 9-year period 1950 
through 1958 an average of 9,125,511 short tons of coastwise and inter- 
coastal commerce moved through the port of New Orleans each year. 

The board has viewed with alarm the discontinuance on March 18 
of this year of intercoastal service to and from New Orleans by Sea- 
Land Service, Inc. (formerly known as Pan Atlantic Steamship 
Corp.). 

This loss of service, coupled with the recent threat of curtailment 
in Seatrain’s operations, has made our port authority apprehensive 
about the future of this segment of our national transportation system. 
We at New Orleans are seriously concerned about the continuance of 
a water service which handles such a substantial percentage of our 
waterborne commerce. 

The consequences of further restriction in this service, or even possi- 
ble permanent loss of all coastwise and intercoastal waterborne com- 
merce would be grave. Particularly, would this be true in a port 
area such as New Orleans where the port operation and its related 
activities so pervade the economy of the city and its surrounding 
area that they are interdependent. An estimated 70 cents of every 
dollar in circulation in the New Orleans metropolitan area is derived 
directly or indirectly from activities of the port. 

In addition, we feel that coastwise and intercoastal water services 
are necessary to preserve transportation competition and thus make 
available to the national economy the great benefits of low cost water 
transport on coastwise and intercoastal commerce. 
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Discontinuance or deterioration of this service would be contrary to 
the stated national transportation policy of the Congress to preserve 
a national transportation service by water, highway, or rail, adequate 
to meet the needs of the commerce of the United States, of the postal 
service, and of the national defense. It is our opinion that such coast- 
wise and intercoastal water service would be vital to our national de- 
fense in time of war or national emergency. 

From the foregoing it is obvious that the coastwise and intercoastal 
water services are vital to the continuing growth and economy of our 
region. For this reason, the Board of Commissioners of the Port of 
New Orleans desired to pr esent its views in this matter to the commit- 
tee, and to respectfully urge that its study and report take full cogni- 
zance of the possible effects which might result from the loss of this 
essential transportation service. 

In conclusion we ask that the committee and the Congress do all in 
their power to prevent further deterioration of our coastwise and 
intercoastal waterborne services, and to seek the means of revitalizing 
this important segment of our national transportation system. 

Senator Encie. Would you you like to make any specific suggestions 

as to how we can do that, Mr. Gilbert ? 

Mr. Guzertr. No, sir; I have no specific suggestions on it. The 
purpose of my presentation was merely to point out to the committee 
the serious effects that the discontinuance of such service could have 
on the New Orleans port area. 

Senator Ener. We recognize that, we would like to have some sug- 
gestions as to how you can fix it. 

Thank you very much, Mr. Gilbert, for your statement, and we ap- 
preciate your appearance. 

Mr. Giipert. Thank you. 

Senator Enere. Is Mr. William H. Ott here—the president of the 
National Industrial Traffic League, 711 14th Street NW ? 

Mr. Ott, do you have a prepared statement / 

Mr. Orr. Yes, sir; I do. 

Senator Enetx. Do you desire to read the statement or do you pre- 
fer to have it placed in the record as if read and then make a summary 
statement ? 

Mr. Orr. The statement, sir, is as short and concise as I can make 
it. I would like to read it. 

Senator Eneitre. You may proceed. 


STATEMENT OF WILLIAM H. OTT, PRESIDENT, NATIONAL 
INDUSTRIAL TRAFFIC LEAGUE, WASHINGTON, D.C. 


Mr. Orr. Mr. Chairman, my name is William H. Ott. My occupa- 
tion is general traffic manager of Kraft Foods, a division of National 
Dairy Products Corp.; my ‘office is in Chicago, Ill. 

I appear today in my capacity as president of the National Indus- 
trial Traffic League, 711 14th Street NW, Washington, of which my 
company is a member and in which I have been active for many years 
in various positions prior to my election as president in 1958. 

The league disagrees with the testimony of certain witnesses who 
testified at earlier sessions—particularly the inland water carriers and 
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motor carriers—with the proposals advanced by them for amendments 
to the Interstate Commerce Act, and with certain bills—S. 1881, 5. 
3047, and S. 3048—mentioned and supported by them in the course of 
that testimony. 

The league supports the Interstate Commerce Commission generally 
in its administration of the law, urging that the Commission has not 

ne too far in allowing greater freedom in competitive ratemaking 
under the Transportation Act of 1958. 

The league is a nationwide organization of shippers. It includes no 
carrier membership. Its membership numbers over 1,700 and includes 
numerous chambers of commerce and traffic associations which in turn 
represent many members of their own. League membership is the 
shipping public, users of all forms of transportation—rail, motor, 
water, air, and pipeline. 

The league is not “railroad minded” or “truck minded” or slanted in 
any way other than to foster sound economic transportation. To that 
end the league cooperates with regulatory bodies and attempts to 
acquaint the legislatures with the needs of shipping interests. It is 
gravely concerned here lest the numerous complaints of the highway 
and waterway carriers be taken as justifying—by legislative enactment 
or by policies of administration—added obstacles to competitive rate- 
making by the railroads. 

As the committee knows, these hearings began February 17, 1960, 
as an inquiry into the decline of intercoastal and coastwise shipping, 
and have included reference to the above bills which contain various 
measures or devices for insuring that rail rates are held differentially 
higher than the rates applicable over competing water routes. 

Most of the witnesses at the first session represented coastwise or 
intercoastal lines, port interests, and union labor. However, at sub- 
sequent sessions beginning March 28, your committee heard numerous 
witnesses for inland water carrier and highway carrier interests. 
Their testimony condemned selective rate reductions made by the rail- 
roads as “predatory” or “destructive competition”; the witnesses 
sharply criticized the Commission for “aiding and abetting” the rail- 
roads by failing to suspend and prohibit such rate competition. Var- 
ious proposals were offered for amendatory legislation, all patently 
designed to hobble railroad rate revisions. 

This present controversy is nothing new; it is the same situation that 
the Congress thoroughly investigated and wisely legislated with re- 
spect to, in the Transportation Act of 1958. 

Among other measures contained in that act was an amendment of 
the so-called rule of ratemaking in section 15a of the Interstate Com- 
merce Act; this was amended by the addition of paragraph (3) pro- 
hibiting the rates of one type of carrier being held up to protect an- 
other type of carrier. 

Truthfully, this amendment was intended to mean that rail rates 
should not be held up to protect water or motor carriers—it is only 
the water and motor carriers who now seek legislation against rate 
reductions. Consequently, the testimony heard here in February and 
March is nothing but a renewed attempt to gain an advantage over 
the railroads that was properly denied in 1958. The league hopes 
the Congress will not take such a backward step; we strongly urge, 
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as the Commission has held under the law, that the public is entitled 
within reasonable limits to the benefits of competition in both rates 
and service. Selective rate reductions by the railroads are a necessary 
and proper means to that end, and should be encouraged to a greater 
extent than the Commission has yet allowed. 

Our opponents are the water and motor carriers whose aim is to 
prevent reductions in rail rates that are made selectively; that is, on 
particular commodities and particular movements, made to attract 
traffic moving over competitive routes. 

By the motor and water carriers such reductions are termed 
“unfair,” “predatory,” “destructive,” whether or not the traffic was 
once railroad traffic which was diverted to highway or water, and 
whether or not the net revenues of the railroads will be improved by 
such competitive rates. 

As to the destructive nature of the competition, it is always true, in 
transportation as in any other business, that one competitor is hurt 
when another is able to attract some of his business by greater econ- 
omy—lower rates—or better service. 

However, the only sound prohibition against destructive competi- 
tion must be directed to competition which tends to destroy without 
any justifying benefit to the competitor. Such questions the Commis- 
sion is continually and impartially deciding on all the facts of the 
individual case, just as it does in cases presenting questions of “unfair” 
competition or “unjust” discrimination. 

Selective rate reductions are not per se unfair or destructive; they 
are needed to modernize an outmoded rail-rate structure and to reflect 
the inherent advantage of rail transportation, which is low unit cost 
for high volume of traffic. The truth of these statements is revealed 
byac ritical review of recent histor ‘2 

The railroad-rate structure of the past—and to a large extent the 
present—is heavily weighted by the value of service, or ad valorem 
principle of making rates according to what the traffic will bear 
Thus the higher valued articles of commerce—including many of the 
manufactures and miscellaneous classification—take higher rates for 
the same physical transportation service as compared with less valu- 
able raw materials. Asa result, specialized motor carriers could and 
did profitably divert the traffic in the high-rated categories by pat- 
terning their rates after those of the railroads and offeri ing a superior 
service. Unless the railroads can revise the rate structure to give 
greater weight to their cost advantage, they may not be able to stay in 
this part of the transportation business. 

The railroad rate structure traditionally has also reflected a lower 
rate per mile for long hauls than for short hauls, on the pioneer theory 
that long haul—especially transcontinental—traffic needed encourage- 
ment. Since the motor carrier operates predominantly and most 
economically in the short haul, the railroads are vulnerable in this 
respect. 

Ever since World War II, skyrocketing costs and inflation have re- 
sulted in steadily increasing revenue needs for all types of carrier. 
These needs have been met ‘by the railroads by means of a series of 
general increases, which were customarily followed by their competi- 
tors. Such increases were usually constructed as percentage increases 
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across the board with only partial, crude adjustments on commodi- 
ties particularly suscept ible to competition. 

The history of these increases has been attended by consequent large 
diversion of some traffic to both water and motor service; as to other 
traflic the railroads have simply held their own while the traffic via 
other modes has increased. 

The league generally supported the railroads in the various ex parte 
proceedings seeking needed revenue increases. At the same time it 
warned with growing concern that the railroads were pricing them- 
selves out of the market. Finally, in Ex parte 206 the league opposed 
the proposed percentage increase as self-defeating. The evidence 
showed that the railroad share of traflic in manufacturers and miscel- 
laneous—which constituted 71 percent of the total contribution to 
overhead—was steadily declining. In that case the Commission wisely 
allowed only part of the increase and admonished the railroads to con- 
sider necessary revisions of their rate structure. 

The water and highway carriers have been complaining ever since 
against the reductions which the shipping public and the Commission 
have seen as necessary. We believe their complaint is without merit as 
a general proposition that selective rate cutting is bad; it is bad only 
for competing carriers who do not like to lose the windfall which is 
presented by an outmoded value of service rate structure successively 
increased out of all proportion to cost of service on competitive traffic. 

It is in that context that one must consider the argument of the 
motor carriers’ Mr. Haydon that value-of-service principles should 
be followed, and of their Mr. McWilliams that the Commission gives 
“gndue emphasis” to costs. From a motor carrier point of view those 
arguments may be right. From a public point of view they want rail 
rates held up to a relatively high value of service level in order to 
permit motor carriers to divert the traffic on a profitable basis. 

In this they are squarely opposed to the public interest in low-cost 
transportation. Mr. Ames for the water carriers reflected a similar 
desire for preservation of a competitive advantage, through restraint 
on railroad competitive adjustment of rates. 

It has been testified that the Commission has a formula by which 
it refuses to suspend any rail rates that are made in competition with 
other modes of carriage if they are no lower than out-of-pocket costs. 
I do not know whether the statement is true; if it is not true it should 
be. 

But when it comes to litigated cases, it is unfortunately true that 
some divisions of the Commission have continued to condemn rates 
that exceeded out-of-pocket costs; and they have done so even since 
the Transportation Act of 1958. 

I. & S. 6867, Zobacco—N.C. to Central Territory (Division 2, Jan. 
11, 1960). In other cases, the entire Commission has approved rail 
rates that were objected to by competing motor carriers although they 
were based on out-of-pocket costs plus a contribution to overhead. 
lL & S. 7027, Paint and Related Articles—Official Territory (Aug, 
27,1959). If anything, the Commission is still too restrictive in con- 
demning rail rates that are above cost. 

Water interests propose that the rule of ratemaking be amended 
so as to allow approval of rail rates only “provided they recover the: 

60470—60 24 
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fully distributed cost of performing the particular service.” The real 
purpose of that proposal is to deny to the railroads their biggest 
inherent advantage of low-unit cost for large volume trattic. 

Studies by the Commission reveal that railroad costs are about 79 
percent directly assignable, in other words out-of-pocket costs that 

vary with the volume of traffic. Overhead accounts for the other 30 
percent. In the case of motor and water carriers, however, the pro- 
portion of direct costs is 90 percent or more. Plainly, therefore, the 

railroads are more likely to have a cost advantage on the out-of- -pocket 
basis and their competitors consequently w ant rail rates held to the 
level of full costs. 

So far as costs are concerned, fairness demands approval of any 
competitive rail rate that meets direct, or out-of-pocket costs. Such 

rates do not burden other tratflic; they do not constitute a “fighting 
ship” nor take advantage of a backlog of other revenues to injure a 
smaller competitor. And to the extent that the rates contribute some- 
thing to overhead, they tend in the long run to narrow the spread 
between the levels of out-of-pocket and full costs. 

On the other hand, if such rates are condemned even though they 
result in a net revenue gain to the railroad, the inevitable result is to 
widen the gap between such cost levels. Continued adherence to a 
fully distributed cost criterion could only produce ever-increasing 

rates with ever-diminishing traffic. That has been the trend for too 
long, and it is not yet certain whether it has been sufficiently arrested 
to save the railroads. 

There is a widespread belief that water carriers are the low-cost 
agency, at least on a full-cost comparison. Often this is true, but the 
water route does not always represent the most economical movement. 

In one recent case of a railroad reduction to which the Seatrain 
Lines objected in these hearings, it has now been finally determined 
that the water route was not the low-cost route; the cost of service for 
movement over the all-rail route was lower. Docket 33257, Georgia 
Public Service Commission v. Bush Terminal Railroad Co. (Apr. 
19, 1960). 

The Commission could not but refuse, therefore, to prescribe over 
the rail-water-rail route rates made differentially lower than those 
via the all-rail route. 

The cited case demonstrated a fatal unsoundness in the proposed 
bills. S. 1881 would amend section 4 of the act so as to deny fourth 
section relief to the railroads on rates which do not “reflect an ade- 
quate differential over the rates of the competing water carriers.” 

That bill is also bad in that it condemns a rail rate that “deprives 
said water carriers from reasonable participation in the traffic.” 
S. 3047 would require the Commission, upon complaint of a water 
carrier, to suspend rates— 
where it appears said schedule will result in the elimination or lessening of 
a differential or differentials between all-rail rates and rates via water, rail- 
water, water-rail, or rail-water-rail routes in which the complainant partici- 
pates. 

The last bill, S. 3048, would compel differentials in favor of water 
and joint water and rail routes by amendments to sections 1(4), 15, 
15a, 305(b), and 307(d) of the act. 
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It is the position of the league on behalf of shippers that whenever 
differentials are used as a device for stating rates of different types of 
carriers, such differentials should represent a formula for expressing 
the dispar ity in circumstances, in service, and in cost, as between dif- 
ferent routes of movement, so as to preserve for the shippers the bene- 
fit of the inherent advantage of each mode of transportation and 
rovide fair and impartial treatment of all forms of transportation. 

Furthermore the league believes that the Interstate Commerce Act 
should be amended by striking all of the last sentence of section 305 (c) 
now reading as follows: 
Differences in the classifications, rates, fares, charges, rules, regulations, and 
practices of a water carrier in respect of water transportation from those in 
effect by rail carrier with respect to rail transportation shall not be deemed to 
constitute unjust discrimination, prejudice, or disadvantage, or an unfair or 
destructive competitive practice, within the meaning of any provision of this 
Act. 


and all of the second sentence of section 307 (d) reading as follows: 


In the case of a through route, where one of the carriers is a common carrier 
by water, the Commission shall prescribe such reasonable differentials as it may 
find to be justified between all-rail rates and the joint rates in connection with 
such common carrier by water. 

Aside from the fallacious views of the water carriers as to differen- 
tial rates, it should also be noted that their S. 3047—would per- 
vert the use of the suspension power. That extraordinary remedy 
was designed for the protection of shippers and has only recently 
been widely misused to hold up needed rate reductions at the protest 
of high rate proponents among the carriers. 

It is my personal opinion that suspension should be rarely, if ever, 

ordered upon complaint of a carrier. But in any case, it has been 
the position of the league since 1955 that in suspension matters the 
burden of proof be kept upon the proponent carrier publishing the 
rate, except where the protestant or complainant is also a carrier or 
organization of carriers; in such case the clause dealing with burden 
of | proof as it deals with carriers or organizations of carriers as com- 
plainants should read— 





unless the complainant is also a carrier or organization of carriers and in that 
event the burden of proof shall be upon the carrier or organization of carriers 
complaining. 

Senator Enair. Why? 

Mr. Orr. Because in my opinion a suspension clause was intended 
to protect shippers from rate increases. It was never intended for a 
suspension or reduced rates on the basis it is going to take some busi- 
ness from a competing carrier. 

It is my belief that the proponent should bear the burden of justify- 
ing a reduction when a shipper complains. But when a competing 
carrier comes in and seeks to keep any carrier from making a reduc- 
tion, whether that be water, rail, or motor, it is a completely different 
philosophy. The carrier has the know ledge and should be required to 
assume the burden, or when one of his competitors seeks to have that 
rate held up usually as an umbrella for his own rate, he should have 
the burden of showing there is something wrong with the reduction. 

Under the ICC Act, carriers have alw: ays been permitted to meet 
their competition where they find it, without thereby putting them- 
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selves in the position of having to reduce rates everywhere else and in 
the absence of competition. 

Some astute water carriers label this as “geographic price discrimi- 
nation” and propose an amendment to section 3 as to prohibit it and 
thus make railroad competition practically nonexistent. 

In so doing they would revolutionize sound transportation law and 
practice because they would require the railroads either to so con- 
struct their rates as to equalize the natural geographical advantage 
of waterway location or to forgo traflic which competitive rates are 
necessary to attract. The proposal is to amend section 3 of the act 
by adding the following language: 

When any common carrier subject to this part maintains rates, charges, or 
practices in competition with another mode of transportation which cause, make, 
or give any discrimination, preference, or advantage which would be undue or 
unreasonable in the absence of such competition, such discrimination, preference, 
or advantage shall be unlawful where the effect thereof may be substantially 
to lessen competition, or tend to create a monopoly in any line of commerce, 
or to injure, destroy, or prevent competition with said carrier. In comparing 
rates, due consideration shall be given to all factors affecting the relative desir. 
ability of the services offered. No discrimination in rates shall be held to be 
unlawful which makes only due allowance for differences in the costs of provid- 
ing transportation, services, or facilities, or which is made to establish uniform 
group rates reasonably calculated to preserve competition between shippers 
similarly situated. 

The league unqualifiedly opposes this proposal. There is no desire 
among shippers to deny to those who locate along water routes the full 
advantage of their geographic location, whether it accrues via water 
carriage or through reduced rail rates in competition therewith. And 
the shippers on the waterways are protected—as are the water lines 
themselves—against unwarranted or destructive rail rate reductions 
by the present provisions of the act. 

In particular, section 4 provides that no rate reduced to meet water 
competition shall thereafter be increased except upon a finding after 
hearing that the proposed increase rests upon changed conditions other 
than the elimination of water competition. 

On behalf of the shipping public, the league petitions the Congress 
not to undo the beginnings toward a sound rate structure which were 
first made possible by the Transportation Act of 1958. Where the de- 
cline of intercoastal shipping is due to competition it is fair competi- 
tion that such shipping cannot meet without subsidy. 

Thank you, gentlemen. 

Senator Enote. Do you believe, Mr. Ott, that a carrier, a railroad, 
should be able to selectively cut a rate below his out-of-pocket cost! 

Mr. Orr. No, sir; I do not believe any rate cut by any carrier should 
be below out-of-pocket cost. 

Senator Eneiz. Do you believe that a railroad ought to be able to 
selectively cut his rate below a compensatory level which I would de- 
fine as a level which contained all of the distributive costs ? 

Mr. Orr. Meaning by full cost as distinguished from out-of-pocket 
cost, I think that a railroad or another type of carrier—I do not have 
a different philosophy for one agency than another—should on occasion 
be allowed to go below full cost down to out-of-pocket cost as a bottom 
for competitive purposes. 

Senator Enctr. Well, doesn’t that just stick the fellow who does not 
have any competition ? 

Mr. Orr. You mean the shipper or the carrier ? 
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Senator Enerx. It will stick the shipper who has to ship but who has 
no competitive transportation service available, won’t it ? 

Somebody will have to make up the difference. 

Mr. Orr. If that situation ever existed, it would be true, but if you 
are talking about the same type of commodity, for example, a shipper 
of iron and steel or a shipper of food produc ts as compared to another 
shipper of the same commodities, that situation does not exist if the 
competition is absent. 

It can be found. 

Senator Encore. If I am sitting out in the middle of Wyoming some 
place and all I have is a railroad and I am making a long-haul delivery 
of goods, it seems to me that I might be paying more because the rail- 
roads cut prices on a coastal or inland waterw ay in order to take the 
business away from a coastwise carrier. 

Mr. Orr. If the shipper without the competition complains about 
the fact that a rate was reduced by a railroad for some other shipper, 
that being to meet competition in that case, he is not injured, sir. Be- 
cause if the railroad does not make that difference the competitor 
with the lower rate gets it. 

If the railroad meets that competition, gets something more than 
out-of-pocket costs, increases its revenues, its overall revenues are 
increased. He benefits by it. He pays—the railroad overall needs 
are met in part by the traffic which moves under the reduced rate, 
as long as that reduced rate is over out-of-pocket costs, thereby, the 
man without the competition benefits also. 

Senator Eneie. I am afraid the fellow sitting out in the middle 
of Wyoming would be paying more for shipping his cattle. I just 
do not see how he could help but pay more because somebody has to 
pay it. If the cost charged in another area is out-of-pocket cost and 
the railroad obviously has to pick up enough revenue to meet its fully 
distributed costs, then somebody is going to get stuck for the difference, 

it seems to me. It seems to me the sound rule would be a rule that 
would require a compensatory charge no matter where it was made 
and everybody has to abide by that rate. Then, it seems to me, that 
you would still get competition and you would obtain the lowest cost 
you could get 

Mr. Ort. Sir, may I give a rather crude example—the figures of 
which are w holly hy pothet ical. 

If this man in Nebraska 

Senator Enere. I put him in Wyoming; I have got him further 
out, it looks an awful long ways out there sometimes. 

Mr. Orr. He has a certain rate for the shipment of cattle. Back 
East there is some rate on, say, iron and steel, moving down the Ohio 
River which might move by barge or rail, and the 1 ‘ail reduces its rate 
on the iron and steel to meet that barge competition but reduces it to 
a point over its out-of-pocket costs and takes in a million dollars of 
net revenue over and above out-of-pocket cost, which it otherwise 
would not take in. 

That million dollars contributes to the overall of the railroad sys- 
tem and to that extent lowers the level of the rate which that cattle 
shipper has to pay. Without that those shippers might have to 
pay a higher rate. 

Senator Enerr. Asa practical matter, who is going to hustle around 
and examine that ? 
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Mr. Orr. The ICC has been given that job by the Congress. 

Senator Eneie. They probably won’t get around to it for another 
20 years. 

Thank you very much for your statement, Mr. Ott. 

Mr. Orr. Thank you, sir. 

Senator Enexe. | appreciate it. 

Mr. Barton has some questions. 

Mr. Barton. Mr. Ott, on page 7 of your statement you say, so far 
as costs are concerned, fairness demands approval of any competitive 
rate that meets direct or out-of-pocket costs. 

Is your statement unqualified and would it apply regardless of the 
effect on the railroad that is making the rate, regardless of the effect 
on the railroads’ competitors, regi ardless of the effect on shippers who 
do not get this competitive rate ? 

Mr. Orr. I would not say that that is a hundred percent true. | 
would not attempt to take away the discretion of the Commission en- 
tirely by that short two-line statement. I think in general it is true, 
usually it should not be true, perhaps in some instance the Commis- 
sion might find there were circumstances which would require a 
somewhat different disposition of the case, but I think that the vast 
majority of cases that is true and it should be the general rule. 

Mr. Barron. It is true is it not, that if a railroad set out to follow 
such a general rule on the preponderance of its traffic it could put 
itself in bankr uptcy ? 

Mr. Orr. It depends on the alternatives involved. If it was nec- 
essary that the railroads do this on the vast majority of their traffic 
or lost the traffic they would go into bankruptcy more quickly if they 
did not do so. 

I don’t argue that they should do it capriciously or without reason. 

Mr. Barron. Under what circumstances would you not let them do 
it? 

Mr. Orr. Assuming that the rate proposed is out of pocket or higher, 
I don’t know particularly what circumstances I would let them do it. 

I know that there are some circumstances where the Commission 
has said they should not do it and there is one that I think the Com- 
mission was wrong in doing it. 

Mr. Barton. Thank you. 

Senator Enate. Thank you. 

Is Mr. Loring R. Hoover of 21 East 27th Street, New York, N.Y, 
in the audience ? 

Without objection, Mr. Hoover will be permitted to file his state- 
ment. 

The document is as follows: 


STATEMENT OF LORING R. Hoover RELATING TO COASTAL AND INTERCOASTAL SHIP- 
PING WHICH CAN SECURE INCREASED CONSTRUCTION AND OPERATION OF AMERI- 
CAN-FLAG VESSELS ” 


Substantial increase of the U.S. merchant marine can be obtained most eco- 
nomically by legislation needed to enable profitable operation of coastal and inter- 
coastal shipping. Construction of ships for such operation by experienced man- 





? Submitted to Hon. Warren G. Magnuson, chairman, Senate Committee on Interstate 
and Foreign Commerce and its Subcommittee on Surface Transportation. Submitted by 
Loring R. Hoover, who, for over 20 years was an active member of the board of directors 


and Executive Committee of American-Hawaiian Steamship Co., and at one time, was the 
third largest stockholder. 
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agement and personnel is urgently required for national defense, safety, and 
security. However, this should not be accomplished at the expense of the rail- 
roads, general shippers, and the public. Hereinafter set forth are suggestions as 
to how it can be done in an equitable and effective manner. ; 

(1) Decline in intercoastal operations: American-Hawaiian Steamship Co. 
and Luckenbach were the two largest carriers of general cargo with regular 
scheduled intercoastal service before and after World War II. Both resumed 
this service in 1947. American-Hawaiian reluctantly was forced to discontinye 
such service early in 1953, and even after American-Hawaiian’s withdrawal, 
Luckenbach has greatly reduced its tonnage so employed and services provided, 
pecause of large operating losses. These losses occurred prior to the 1958 amend- 
ment of the Interstate Commerce Act. ; 

(2) Change in the standards as applied by the ICC in adjudicating competi- 
tive rate cases involving water carriers and other modes of transportation can- 
not alone make the construction of new ships for intercoastal operations eco- 
nomically feasible and will not serve the public good, but might seriously injure 
poth shippers and the railroads. Protection required for both shippers and rail- 
roads will be lost if rates are increased merely in order to permit profitable inter- 
coastal shipping. No proper changes in such standards will result in an increase 
of ship tonnage in the intercoastal trade. 

(3) Certificates of convenience and necessity: Large numbers of such certifi- 
eates are now outstanding and unused. 

For 5 years the threat in 1955 of American-Hawaiian’s new management resum- 
ing intercoastal operations by means of the construction of a proposed fleet of 
vastly larger tonnage than experience would indicate the traffic could support, 
slowed up other companies operating under their certificates, from building ad- 
ditional ships, for fear that there would not be sufficient cargoes to support all 
vessel capacity. 

Companies now operating with fully organized and existing administrative, 
operating, and traffic personnel (experienced in U.S. flag ship coastal and inter- 
coastal operations) should be protected from the threat of new direct competi- 
tion in order to enable them to obtain private capital for ship construction in 
American yards and to justify, on a sound economic basis, the additional invest- 
ment required. 

(4) Legislation: (a) All certificates outstanding held by nonoperating com- 
panies or by companies not operating under same should be canceled by legisla- 
tion. The present law appears to be uncertain whether such certificates can be 
canceled. 

(b) The Maritime Administration or the ICC should be authorized to limit 
the aggregate tonnage which can be operated under each certificate—those now 
outstanding and to be issued hereafter—without additional authorization. 

(c) Preference should be required to be given first to holders of certificates at 
the time operating thereunder and then to present holders of certificates, with 
proper exceptions. 

Present operating companies require and should have protection by legislation 
as they logically are entitled to this so long as they can provide the service re- 
quired by the traffic and shippers. 

(5) Additional legislation, subsidies, funds to provide for: The sound way 
to increase the tonnage of privately owned U.S.-flag fleets built in American 
shipyards and operated with American crews (thus materially adding to na- 
tional defense and security) is to take such measures as will attract and justify 
the provision of the necessary private capital only obtainable if economically 
sound operation will produce an adequate return without reliance upon increase 
in rail rates. 

This might be accomplished by subsidies sufficient to permit the operating com- 
panies to make a fair return on their invested capital at tariffs competitive with 
such rail rates as are authorized by the Interstate Commerce Commission. Ob- 
viously, the granting of such subsidies would be protected by safeguards to pro- 
tect against mismanagement. 

(6) Funds for subsidies : Could not a fund be set up for the purpose of paying 
such subsidies out of a Federal tax which would be assessed against American 
companies which build, own, and/or charter vessels registered under foreign 
flags? Such tax might well be based upon either the amount of gross tonnage 
built, owned, operated and/or chartered, or upon the difference between the cost 
and/or income therefrom and the cost and/or income from like American-flag 
ships. Safeguard provisions would obviously be required, and vessels so built 
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in foreign yards, operated under foreign registry either by the owner or charterer, 
could not be sold except to American citizens or American corporations without 
subjecting the purchaser thereof to liability for the tax. 

I submit that report of the National Academy of Sciences National Research 
Council, “Project Walrus,” on the subject of the role of U.S. merchant marine in 
national security, points out that the continued availability of U.S.-owned ships 
registered under the flags of Liberia, Panama, and Honduras for defense pur- 
poses is seriously threatened and that a substantial percentage of all ships 
owned, operated, and/or chartered by American companies are registered under 
the flags of Panama, Liberia, and Honduras. This report states that tankers 
represented about 7 million deadweight tons of the U.S.-owned portion of such 
registered American-owned tonnage. Those American companies upon whom 
such a tax would be imposed, are receiving substantial financial advantages by 
building ships in foreign yards, owning, operating, and/or chartering such ships 
registered with foreign registry and for the most part are transporting cargoes 
for American shippers. 

I urge your committee to have the above suggestions studied by appropriate 
Government agencies. 

(7) The Little report, American-Hawaiian Steamship Co.: On April 20, 1959, 
American-Hawaiian filed its application for mortgage insurance with the Mari- 
time Administration, which is referred to by S. H. Moerman, chairman of its 
board, in a letter dated April 14, 1960, addressed to the Chairman and all 
members of the Interstate Commerce Commission, with copy to you and the 
Honorable Herbert C. Bonner and the Honorable Clarence G. Morse. 

This letter fails to disclose facts hereinafter stated, which should have been 
included therein. The company’s present application was for a construction 
loan of $50 million and a mortgage loan of $91 miilion for four vessels; speed, 
24 knots; type: Lift-on, lift-off (container ship). 

Prior to its present application, American-Hawaiian (D. K. Ludwig man- 
agement) in 1955 applied for mortgage insurance for the construction of 10 
vessels (18 knots) of the roll-on, roll-off type and after wasting substantial 
assets of the company in building a prototype and studying that program for a 
period of 2 years and 5 months, finally announced to its stockholders on October 
23, 1957, as follows: “* * * it was concluded, under the circumstances and 
conditions presently existing and reasonably foreseeable in the future, that the 
company could not see its way clear to undertake the construction of the 18- 
knot ships.” The company reaffirmed a previous announcement to the effect 
that it would not construct a fleet of 25-knot ships. Immediately thereafter the 
D. K. Ludwig management of American-Hawaiian proceeded to resume the 
purchase of its own stock. 

Mr. Moerman’s letter above referred to refers to the Little report. Maritime 
Administrator Morse, having an application for ship mortgage insurance from 
American-Hawaiian and from another company which was and is actively 
presently engaged in coastwise shipping under a certificate, concluded that he 
should obtain a report on the economic feasibility of the proposed operations from 
an independent consultant. The consultant chosen was Arthur D. Little, Inc.,, 
which made the study and the report. 

It is my understanding that the Little report did not limit its opinion that 
serious questions as to the economic feasibility of the proposed intercoastal 
operations arose merely because of competition in the form of selective rate 
cutting by railroads. 

in Moerman’s letter, he states that American-Hawaiian suspended its inter- 
coastal operations in 1953 because it concluded that war-built vessels of the 
break-bulk type were obsolete for the trade. That, however, is but a part of the 
story. It was not due to competitive rail rates. It was due to high labor and 
operating costs and losses from labor stoppages and strikes. The company spent 
substantial sums prior to 1950 in exploring the possible construction of other 
types of ships, but concluded that they would not solve the problem. American- 
Hawaiian then had an experienced operating organization which had operated 
one of the largest fleets in the intercoastal trade for more than 50 years. No 
part of this organization is with the company now. Upon its resumption of 
this service in 1947, first with ships chartered from the Government and then 
in 1950 or 1951 with purchased C-—4's, the company was unable to make a profit 
and discontinued the service, losing the value of the goodwill it had built up 
and the traffic that it had competitively secured with a large efficient operating 
organization over a period of 50 years of service. During most of that time it 
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was one of the two largest carriers of general cargo between Pacific and Atlantic 
ports on a regular schedule of sailings and furnishing superior service. 

That was prior to the passage of the Transportation Act of 1958. 

The following quotations are taken from American-Hawaiian’s annual reports: 

“In 1947 the company reestablished the intercoastal service which it had 
operated for 50 years, except for the period of the two World Wars, The com- 
pany first chartered and then bought from the Government five vessels of 
the C-4 type (a design developed by the company especially for the inter- 
coastal service and built by the Government) and one victory-type vessel. * * *” 

“When the company’s intercoastal service was resumed, it seemed reasonable 
to assume that the increase in maritime labor costs would not be significantly out 
of line with those of the industry’s principal competitor, the railroads. Unfor- 
tunately, this has not been the case, and the suspension of the service was 
announced on February 27, 19538. The company deeply regrets that this action 
requires a substantial reduction in its loyal and efficient operating staff. 
Separation allowances are being made to those whose services are no longer 
required.” 

“The company’s intercoastal operations during the year (1951) were not 
satisfactory because freight rate increases did not absorb increased costs.” 

The company’s 1957 report to the Interstate Commerce Commission states that 
during the year the company had on the average 15 employees consisting of 5 
officers and 10 clerks and that it had no traffic, port, line vessel, or other operat- 
ing personnel. In 1955 the average number of employees totaled 330, of whom 
200 were line vessel employees. 

“On December 31, 1951, there were 436 officers and employees on the monthly 
shoreside payroll and 952 officers and men aboard the ships operated by the 
company” (54th annual report for 1952, dated March 27, 1953). 

The company’s December 31, 1959, annual report stated that in October 1959 
it had obtained the patent rights to a lubricating device for railroad journals 
at a cost of $2,150,000 and in February 1960 had purchased 200 acres of real 
estate in San Diego for development at a price of $1,211,000, that the company’s 
stock (which had been listed on the New York Stock Exchange since 1929) 
was delisted on December 18, 1959; and its consolidated balancesheet, December 
31, 1959, among its assets showed no investment in shipping other than an 
item for property and equipment of $54,514. 

D. K. Ludwig, 100-percent owner of National Bulk Carriers, reported as own- 
ing one of the three largest fleets of tankers and bulk carriers in the world and 
reported as being personally worth over $250 million, owns principally tankers 
and bulk carriers built in Japanese shipyards, registered under foreign flags, 
operated with foreign crews, and principally chartered to American companies. 
Neither Ludwig nor his companies have ever operated general cargo vessels on 
a scheduled service in the intercoastal trade nor, because of the character of his 
operations, has he ever had any extensive traffic solicitation organization. 

On February 9, 1955, National Bulk Carriers, Inc. (D. K. Ludwig 100-percent 
owner) obtained absolute control of American-Hawaiian through the reduction 
of the number of board members from 9 to 5 and the election of 4 new board 
members (shortly thereafter the 50) who had never been stockholders althougb 
at that time it owned less than 30 percent of the stock of the company. 

On February 9, 1955, the company issued a press release as follows: 

“Mr. Edward P. Farley, chairman of the board of American-Hawaiian Steam- 
ship Co., today announced the resignation of Messrs. Arthur A. Ballantine, 
James Bruce, Ellsworth Bunker, Andrew Fletcher, James 8S. Rockefeller, and 
Knight Woolley as directors of the company and the election of Messrs. Willard 
W. Keith and Hal A. Kroeger as new directors. 

“The board now consists of Messrs. Edward P. Farley, Willard W. Keith, Hal 
A. Kroeger, Samuel H. Moerman, of LaRoe, Winn & Moerman, Washington, D.C., 
and James P. Patterson, formerly vice president of American Oil Co.” 

The resigning directors had been directors of the company respectively since 
1940-41, 1950, 1953 and 1954. The new directors had never prior thereto been 
stockholders of the company and all had been designated by D. K. Ludwig. By 
the end of 1955 not a single former officer of the company, except A. J. Coyle, vice 
president and treasurer, remained. None of the officers or organization which 
had built up the company’s service over a period of 50 years remain with the 
company. 

Thereafter, through the company’s purchase of its own shares in May and 
June 1955 at a cost of $7,727,000, thereby giving Ludwig over 50 percent stock 
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ownership, and additional shares in 1957 and 1958, a total of 116,189 shares in an 
aggregate cost of about $8,192,000, D. K. Ludwig became the beneficial owner of 
approximately 77 percent of its outstanding stock. 

It appears that Ludwig was enabled to cause stockholders to sell their stock 
to American-Hawaiian on its tender offer made in May 1955 by reason of the 
new management’s announcement that it was studying the question of return. 
ing to the intercoastal trade (this it has not yet done) and by announcing that 
the company might discontinue dividends except out of operating earnings. Lud- 
wig’s management has paid no dividends since June 30, 1955, although Hawaiian 
had paid regular quarterly dividends for more than the 25 preceding years. At 
the time of the announcement in June 1955 of the suspension of dividends, the 
company had no operating earnings and has had none since, although it has since 
1955 earned from dividends, interest, capital gains, and recovery on its “just 
compensation claims” for use and title and loss of ships requisitioned during 
World War II, an amount in excess of $60 a share. Dividends paid by the com- 
pany after resumption of its intercoastal service for the 7 years from 1948 to 
1953 were paid primarily out of interest, dividends, and capital gains from 
securities owned by it. 

In November 1958, the Securities and Exchange Commission filed an action in 
the Federal District Court, Southern District of New York, against the company, 
seeking the appointment of a trustee to liquidate same unless the company regis- 
tered under the Investment Company Act, alleging that the company had been 
operating as an investment company unlawfully for a considerable period of time 
theretofore. The writer moved to intervene on the ground that the company 
had no corporate power to operate or register as an investment company. The 
company then secured a stipulation from the SEC to dismiss this action, agreeing 
to register. It filed a notification of registration on February 24, 1959. It 
then, however, invited stockholders for tenders and purchased in excess of 
50,000 of the then approximately 100,000 minority shares outstanding, and 
thereafter called a special meeting of stockholders to amend its charter to 
permit it to register as an investment company, which has been done. In Feb- 
ruary 1959, a derivative stockholders’ action was brought by me (later joined by 
other stockholders) in the Federal court, southern district of New York, seeking 
the liquidation of the company and for damages for the company against certain 
of its officers, directors and D. K. Ludwig, the beneficial owner of at that time 
149,990 shares of the company’s stock. To the amended supplemental complaint 
in this action the company and D. K. Ludwig have filed answers and unsuccess- 
fully endeavored to prevent the trial of the case on its merits. The pretrial 
deposition of D. K. Ludwig began on May 25, 1960, and will continue on June 7. 

The foregoing statement regarding American-Hawaiian Steamship Co., Na- 
tional Bulk Carriers, and D. K. Ludwig are included to fully and correctly inform 
your committee of facts you should have in the consideration of the pending ques- 
tion before it, and Mr. Moerman’s letter above referred to. 


Senator Enete. Is Mr. McWilliams here? 

Did he leave ? 

Voice. He has gone, sir. 

Senator Enete. Very well. 

The committee will stand in recess until 2:30 tomorrow afternoon, 
when the railroad witnesses will have an opportunity to make their 
statement. 

(Whereupon, at 11:35 a.m., the committee was adjourned, to re- 
convene at 2:30 p.m., Wednesday, June 1, 1960.) 
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DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


WEDNESDAY, JUNE 1, 1960 


U.S. SENATE, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
SUBCOMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D.C. 


The subcommittee was called to order at 2:30 p.m., in room 5110, 
New Senate Office Building, Hon. E. L. Bartlett presiding. 

Senator Bartierr. The committee will be in order. 

The first witness is Mr. Samuel H. Moerman, chairman of the board, 
Amercan-Hawaiian Steamship Co. 

Mr. Moerman, we welcome you. 


STATEMENT OF SAMUEL H. MOERMAN, CHAIRMAN OF THE BOARD, 
AMERICAN-HAWAIIAN STEAMSHIP CO., NEW YORK, N.Y.; AC- 
COMPANIED BY HARRY J. COYLE, VICE PRESIDENT AND TREAS- 
URER, AMERICAN-HAWAIIAN STEAMSHIP CO. 


Mr. Moerman. Thank you, Mr. Chairman. 

I am accompanied by Mr. Harry J. Coyle, vice president and treas- 
urer of the American-Hawaiian Steamship Co., an employee for 35 
years. I myself have been chairman of the board for approximately 
5 years. 

y am here today, Mr. Chairman, on the assumption that this Gov- 
ernment is interested in a domestic merchant marine for the commerce 
of the United States and for its national defense. If I am in error 
about that, I might as well stop right here. 

Senator BartTLett. Presued 

Mr. Moerman. American-Hawaiian Steamship Co. and the pred- 
ecessor company have been in business since shortly after the Civil 
War. American-Hawaiian was a pioneer in the intercoastal trade 
and was forced in 1953, Mr. Chairman, to suspend its service because 
ships full and down were not paying their way. In 1955 the company 
changed hands, at least control did, and control was assumed by one 
of the largest ship operating concerns in the world owned by the 
citizens of the United States. 

Those people have shipyards abroad. They have in recent years 
constructed dry cargo and tankers up to in excess of 100,000 tons, so I 
might say that the company and the people who control it have good 
qualifications and know what they are about. 

In 1935 it was concluded that the way to go about the business of 
reviving the intercoastal trade was to build large, fast, modern vessels. 
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Accordingly, in the fall of 1955 the company filed with the Maritime 
Administration an application for the construction of a new inter- 
coastal fleet. 

The history, Mr. Chairman, of what has happened since that time 
. . ” . . x’ 
is incorporated in a letter which I wrote to the Interstate Commerce 
Commission, copy to members of this committee, dated April 14, 1960, 
I should like to have that included in the record, with your permission, 

Senator Barrierr. The letter will be included. 

Mr. Moerman. Following that letter, a reply was sent to the Inter- 
state Commerce Commission and copies to this committee and a copy 
to me by the president of the Association of American Railroads, 
dated May 5, 1960. May I have permission to have that in the record? 

Senator Bartierr. That will be included likewise. 

(The letters follow :) 

AMERICAN-HAWAIIAN STEAMSHIP Co., 
New York, N.Y., April 14, 1960. 
Re American-Hawaiian Steamship Co. Construction of New Intercoastal Fleet. 
Hon. Joun H. WINCHELL, Chairman. 
Hon. Howarp G, FREAsS. 
Hon. ABE McGREGoR GOFF. 
Hon. EVERETT HUTCHINSON. 
Hon. DoNALD P. MCPHERSON. 
Hon. RicHArp F. MITcHELL. 
Hon. RuPert L. MurPHY. 
Hon. KENNETH H. TUGGLE. 
Hon. LAURENCE K. WALRATH. 
Hon. CHARLES A. WEBB. 


GENTLEMEN: The future of American-Hawaiian Steamship Co. as an inter- 
coastal carrier may well rest in the hands of the Interstate Commerce Com- 
mission, as evidenced by developments hereinafter recited. 

American-Hawaiian, a pioneer in intercoastal trade since 1899, was forced 
in 1953 to suspend its service with vessels operating at near capacity. It had 
concluded that war-built vessels of the break-bulk type were obsolete for the 
trade. 

Prior to suspension of service in 1953, American-Hawaiian operated in the 
intercoastal trade for more than half a century, interrupted only by two World 
Wars. In those wars, the company contributed approximately 60 ships, sup- 
ported by an experienced, efficient organization afloat and ashore. The ships 
-arried millions of tons of military supplies and cargo to the Allied forces, and 
as troop transports after World War I brought many thousands of soldiers home 
from the war. 

After World War II, during which 22 of our fleet of 32 vessels were lost or 
requisitioned for title by the Government, we purchased a number of war-built 
vessels of various types, such as Liberties, Victories, and C—4’s. The best of 
these vessels the C-—4’s fastest and largest of the war-built vessels, could not 
operate profitably in the intercoastal trade. The company sold the last of its 
vessels in 1956. 

In 1954, National Bulk Carriers, Inc., acquired a stock interest in American- 
Hawaiian and today approximately 77 percent of American-Hawaiian’s out- 
standing stock is owned by National Bulk Carriers and affiliates. National Bulk 
Carriers is a U.S. corporation engaged in operating one of the largest fleets in 
the world, with vessels up to and exceed 100,000 tons deadweight. Since 1955, 
with the assistance of National Bulk’s engineering and other technical person- 
nel, American-Hawaiian management has been diligently planning resumption 
of its intercoastal service with new, large, fast container or trailer ships. 

On April 20, 1959, the company filed application with the Maritime Adminis- 
tration for mortgage insurance for the ships planned. Capital cost of the pro- 
posed ships and equipment exceeds $100 million. The company has a net worth 
of approximately $27 million and assets of over $32 million, including nearly 
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$12 million in construction reserve funds under section 511 of the Merchant 
Marine Act of 1936. 

Faced with a proposal of this magnitude from our company, and a somewhat 
similar proposal from another operator, Maritime Administrator Morse con- 
cluded that he should obtain a report on economic feasibility of the proposed 
operations from an independent consultant. The operator-applicants agreed to 
defray the $35,000 cost of the study and the job was awarded to Arthur D. 
Little, Inc. 

In the Little report, it was their opinion that competition in the form of 

selective rate cutting by railroads aggressively seeking to hold present traffic 
and gain additional traffic, creates risks sufficient to raise serious questions as 
to the economic feasibility of the proposed intercoastal containership operations. 
In this connection, on February 19, 1960, the Hon. Clarence G. Morse, Maritime 
Administrator, appeared before the Subcommittee on Surface Transportation of 
the Senate Committee on Interstate and Foreign Commerce, engaged in investi- 
gating the serious situation in and the rapid decline of the coastwise and inter- 
coastal trades of the United States. Mr. Morse testified that while reappraisal 
of the Arthur D. Little, Inc., report is now being made in consideration of certain 
factors not incorporated initially, “I believe that the major conclusions arrived 
at are of such significance as to bear quoting to this committee.” He quoted 
as follows: 
“# * * it is * * * [the] opinion that competition in the form of selective rate 
cutting by railroads aggressively seeking to hold present traffic and gain addi- 
tional traffic creates risks sufficient to raise serious questions as to the economic 
feasibility of the proposed intercoastal container-ship operations. 

“One source of the difficulty is the Transportation Act of 1958, which states 
that rates of one carrier shall not be held up to a particular level to protect the 
traffic of any other mode of transportation. This reversed the previously exist- 
ing national transportation policy under which the Interstate Commerce Com- 
mission had to take into account the effect on other carriers of a proposed 
rate reduction if the other carriers entered an objection to the reduction. How- 
ever, following the passage of the Transportation Act of 1958, the railroads have 
instituted several hundred rate reductions on selected commodities to divert 
traffic from other carriers, and many of the reductions have been approved by 
the ICC.” 

There is no question in our minds as to the economic feasibility of the fleet 
designed by American-Hawaiian. It can cover its full costs, earn a reasonable 
return, and give the shipping public efficient, low-cost transportation between 
the east and west coasts. What worries the Maritime Administrator, his eco- 
nomic consultants, lending institutions who would hold mortgages on the ves- 
sels, and officers and directors of American-Hawaiian is: Will the Interstate 
Commerce Commission permit a competitor with a higher cost to cut below 
American-Hawaiian’s published rates in the struggle for traffic? 

Careful studies made by American-Hawaiian of its proposed new intercoastal 
service indicate that we can pick up and deliver freight (door to door) at sea- 
board and nearby communities at full or total cost of $10 to $20 per net ton 
less than railroad full or total cost for transcontinental service between the 
same points. 

Our proposed operation contemplates weekly sailings. Our maximum weight 
per container would be 40,000 pounds. As the railroads build larger and larger 
cars and raise their carload minimum weights, with per car minimums between 
75,000 and 100,000 pounds not uncommon at the present time, the smaller ship- 
pers find their transportation costs getting out of line. We have had numerous 
appeals from shippers urging that we inaugurate our service at an early date 
so that they may have efficient, low-cost, and dependable transportation service 
between the east and west coasts of the United States. 

Our company is anxious to commence construction of a new fleet. For nearly 
5 years we have devoted ourselves to plans looking to resumption of intercoastal 
service. The new vessels would be among the largest, fastest general cargo 
vessels afloat. They would serve the needs of shippers and the commerce of the 
Nation and be available in time of emergeney as a most worthy addition to our 
defense fleet. The latter point has the enthusiastic endorsement of officials of 
the Defense Department. 
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In all the above circumstances, it seems quite necessary that the Commission 
publicly reaffirm the proposition that a low-cost water carrier will not be forced 
out of business by a high-cost competing mode of transportation, but will be 
permitted to recover its full costs and a reasonable return. You will all ap. 
preciate the difficulty of making an investment in the order of $100 million, and 
obtaining financing therefor, unless regulatory policy, beyond any doubt, will 
protect the low-cost carrier from destruction by unfair competitive tactics of 
higher cost but more powerful competitors. It should be made clear also, be 
yond any doubt, that the costs to be considered in determining the low-cost 
carrier are full costs and not “out of pocket” or “long term marginal” costs, 

Fortunately, opportunity for the reaffirmance suggested may be available in 
the announcement on February 18, 1960, by Chairman Magnuson of the Sep- 
ate subcommittee referred to above, that the Interstate Commerce Commission 
would be invited to make a presentation on the subject of the declining coast- 
wise and intercoastal trades. 

At the moment, our plans for new construction and resumption of service are 
being impeded seriously because of what we believe to be confusion in the 
minds of the public, as well illustrated by the Arthur D. Little, Inc., report 
regarding the meaning of the 1958 amendment to the Interstate Commerce 
Act. Great uncertainty exists, generally, as to the regulatory scheme follow- 
ing the legislation referred to. We urge, therefore, that the Commission seize 
the opportunity presented by the current Senate subcommittee investigation to 
reaffirm the standards to be applied in adjudicating competitive rate cases in- 
volving water carriers and other modes of transportation under the Commis- 
sion’s jurisdiction. 

We understand that the standards to be applied are those outlined in the 
testimony of then-Chairman Howard G. Freas, speaking for the Interstate Com- 
merce Commission before the Subcommittee on Surface Transportation of 
the Committee on Interstate and Foreign Commerce on March 28, 1958, i.e.: 

“Tt is the Commission’s endeavor so to perform its ratemaking functions as 
to protect the public interest in conformity with the policy laid down by the 
Congress. In so doing we try to accord to each mode of transportation every 
advantage to which the characteristics of its operation entitle it. We undertake 
to construct rates so as to encourage the flow of traffic via the most economical 
form of transportation. 

“The most economical form of transportation is that form which, if rates 
reflected costs, would tend to be favored by shippers. For the purpose of as- 
certaining the most economical form of carriage, full costs should be the test. 
It is full costs that must be returned to the carriers if the transportation indus- 
try is to be kept healthy and vigorous. 

* + * * + * + 


“Since transportation costs are of two kinds, viz, direct and indirect, it is often 
to a carrier’s advantage to haul goods at less than full costs but above direct 
or out-of-pocket costs, rather than to forgo the traffic. In order to permit a 
reasonable play of competition, carriers whose full costs are higher than those 
of the most economical form should, within reasonable limits, be permitted 
to meet the rates of the low-cost carrier. They should not be permitted to go 
below those of the latter.” 

If the Commission will unequivocally reaffirm the foregoing policy, we are 
confident that we will be able to further our plans and that the revitalization 
of the intercoastal service of the United States can be achieved in the very 
near future. 

We are prepared to confer with the Commission or any of its representa- 
tives and to furnish any and all information that might be useful to the Com- 
mission in connection with its consideration of the foregoing request. 

Very truly yours, 
S. H. MoERMAN, 
Chairman of the Board. 
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ASSOCIATION OF AMERICAN RAILROADS, 
Washington, D.C., May 5, 1960. 
Hon. Jonn H. WINCHELL, Chairman. 
Hon. Howarp G. FREAs. 
Hon. ABE McGreGoR GOFF. 
Hon. Everett HUTCHINSON. 
Hon. DonALtp P. MCPHERSON. 
Hon. RrcHARD F. MITCHELL. 
Hon. Rupert L. MurpPuy. 
Hon. KENNETH H. TUGGLE. 
Hon. LAURENCE K. WALRATH. 
Hon. CHARLES A. WEBB. 

GENTLEMEN: In the Traffic World of April 23, 1960, at pages 45 and 46, there 
was published the text of a letter addressed to the Interstate Commerce Com- 
mission by the chairman of the board of American-Hawaiian Steamship Co. 
The letter requests the Commission to “unequivoenlly reaffirm” as the Commis- 
sion’s present policy on competitive ratemaking a statement by one of its mem- 
bers regarding the policy it followed prior to the passage of section 15a(3) in 
the Transportation Act of 1958. 

There is no warrant in the law for the Interstate Commerce Commission to 
render advisory opinions based upon a request in an informal letter. Section 
15a(3) of the Interstate Commerce Act, added by the Transportation Act of 
1958, is being interpreted and given effect in cases decided by the Commission 
after full hearing and argument by all parties with a legitimate interest in the 
proceedings. Furthermore, there are numerous cases pending before the Com- 
mission involving the interpretation of section 15a(3) and a pronouncement of 
the kind sought would amount to a prejudgment of the main issue of these 
cases. 

While copies of the letter in question were sent to the Chairman of the Mari- 
time Administration and to the chairman of two congressional committees, there 
is no indication that the parties to any of these pending proceedings received 
notice of the communication except through the press on a delayed basis. It 
would seem to me the letter is in effect an ex parte Communication in each of 
these pending cases. 

The chairman of the board of American-Hawaiian Steamship Co. seems to 
feel that his request is justified because of a contemplated investment of $100 
million on the part of his company. It would not seem amiss to point out that 
compliance by the Commission with his request would put in jeopardy a far 
greater investment already made by the railroads. 

Under the circumstances, I have no concern that the Commission will comply 
with the request made. However, I do wish it to be a matter of record that in 
my judgment the request as made is wholly inappropriate. 

Copies of this letter will go to the chairman of the board of American-Hawaiian 
Steamship Co., to those named as recipients of copies of his letter, and also 
to Mr. Oren Harris, chairman of the House Committee on Interstate and Foreign 
Commerce. In view of the publicity given to the letter of the chairman of the 
board of American-Hawaiian Steamship Co., copies of this letter are being 
released to the press. 

Respectfully yours, 


DANIEL P. Loomis, President. 

Senator Bartietr. You are, Mr. Moerman, I hope, at least give us 
the highlights of what those letters contain. 

Mr. Morrman. Y es, sir. Itis precisely what I am going to do. 

In my letter of April 14, I set forth the fact that since 1955 our 
company had been trying to conclude a negotiation with the Maritime 
Administration for the construction of ships for the intercoastal trade. 
These ships would be the largest, fastest cargo ships in the world. 


They would probably cost in sum total in the neighborhood of $100 
million. 
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After many years of negotiation with the Maritime Administr: ation, 
the Administrator concluded that. the proposal we had before him 
was so vast in magnitude that he had better get some outside advice 
as to economic feasibility, and so at our expense and at the expense 
of another applicant who is seeking to do the same thing, a consultant’s 
report was purchased and that consultant’s report delivered last De- 
cember said that although the American-Hawanian ships checked out 
all right as an engineering proposition, they did not see their way 
clear to finding that our proposal was economically feasible because 
of regulation by the Interstate Commerce Commission. 

Frankly, that is where we now stand. 

Now, the diffic ulty in which we find ourselves is that after spending 
a million and one-half dollars in planning these ships, and after 
determining that these vessels can carry traffic between the east and the 
west coasts of the United States at $10 to $20 a ton under the costs of 
our best competitor, we still are not in the clear and cannot go ahead 
with the construction of these vessels. 

Senator Bartierr. May I ask you if the report went into any detail 
regarding the nature of ICC regulation which in the opinion of those 
who drew the report apparently would be harmful ? 

Mr. Morrman. Yes, sir; it went into this detail. It said that rail- 
roads make rates on the basis of out-of- pocket costs and that although 
American-Hawaiian, under its proposal can do a mighty fine economi- 

cal job, a serious question remains whether it could exist in the face 
of railroad competition with rates made on the basis of out-of-pocket 
costs. 

Now, I am not here to quarrel about railroad out-of-pocket costs. 
I have been 25 years in this work as a transportation lawyer. I know 
what out-of-pocket costs means; I know what the historical need for 
out-of-pocket costs is. I simply say that American-Hawaiian, its 
board of directors and the stockholders want to know whether or not 
with an ability to carry traffic between the east and the west coasts 
at $10 to $20 a ton under the nearest competitor’s costs, it has a place 
in the economic and transportation scheme of this country, and if not 
we will, of course, retire from the field and go into some other busi- 
ness. 

In that connection, I would like to submit for the record our latest 
balance sheet showing net assets practically liquid and cash in excess 
of $32 million. 

Senator Bartietr. That will be accepted. 

(Document follows :) 

NEw York, N.Y., February 16, 1960. 
To the Stockholders and Board of Directors, American-Hawaiian Steamship 
Co.: 

We have examined the consolidated balance sheet of American-Hawaiian 
Steamship Co. (a New Jersey corporation) and its subsidiary companies as of 
December 31, 1959, and the related consolidated statements of income and earned 


surplus for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included confirmation of 
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securities from the custodian banks and such tests of the accounting records and 
such other auditing procedures as we considered necesesary in the circumstances. 
In our opinion, the accompanying consolidated financial statements present 
fairly the financial position of American-Hawaiian Steamship Co. and its sub- 
sidiary companies as of December 31, 1959, and the results of their operations 
for the year then ended, and were prepared in conformity with generally ac- 
cepted accounting principles applied on a basis consistent with that of the preced- 
ear. 
_ ARTHUR ANDERSEN & Co. 


AMERICAN-HAWAIIAN STEAMSHIP Co. 
Consolidated balance sheet, Dee. 31, 1959 


ASSETS 
Current assets: 


Oa acid ua adage acannon aetna $2, 048, 426 
U.S. Government, State, and municipal securities, etc., at cost 

(market oF fair value, St,224 508) oi cs cic ceesmaben 7, 984, 959 
Other marketable securties, at cost (market value, $7,859,057 ) — 3, 665, 720 
DRED. ONO Nii sc nics sss Seca ancl dal aaa ae aca 389, 316 
Refund of prior year’s Federal income taxes____------_-----~- 330, 632 
Accrued interest and dividends receivable________-_--__------ 241, 546 
I ci cal acnsoaechtc arael  g  e o 88, 566 

anes cases ecclesia nemesis beanie arena 14, 749, 165 


Construction reserve fund, consisting of cash of $50,619 and market- 
able securties at cost of $11,626,853 (market or fair value, $11,- 





Snes) HOGG Of oconoces oo awc ek =u aos ae eae eee 11, 677, 472 
Property and equipment, less accumulated depreciation of $91,852- 54, 514 
Patents, at cost, less accumulated amortization of $107,500__----_-- 2, 042, 500 

CN css cea amma ad oa te ge eee canlani sane ases eigen eee 28, 523, 651 


Accounts payable and accrued liabilities__._........_._._._...__-- 574, 689 
Due under patent acquisition agreement____--_-_--__--__--_-- 1, 550, OOO 
Estimated Federal and State taxes on income________--_--__- 1, 226, 833 








DON i thd icin h ae nctha ate bminicthi dima bean a manatees 3, 351, 522 


Reserve for deferred Federal taxes on construction reserve fund 
RII TB ch shecsca <: a sccinea ta au ann cticicordcacaiaidstbea outa teannia temas aeeamae ae 2, 428, 708 


Gapital stock and surplus: 
Capital stock, authorized and issued 500,000 shares at $10 par 


WN Eas thithns pce bi dacdcatiseede Renee aces pia eednana ccna saa anes eek een mes 5, 000, 000 
Earned surplus, Dec. 31, 1959, ($17,318,430 restricted represent- 

ing acquisition cost of treasury stock) ~-.-______________- 35, 061, 851 
Less 303,568 shares of treasury stock, at cost-__.........___-_ 17, 318, 430 

OUI. A... crninaiiecs pieces ocd ease ae eee 22, 743, 421 

ROU TANOIR ES sca ne oe ener ee hc kaa 28, 523, 651 


The accompanying notes to financial statements are an integral part of this 
statement. 


60470 --60 -25 
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CONSOLIDATED STATEMENT OF INCOME FOR THE YEAR ENDED DEC. 31, 1959 


Income: 
Interest (including $93,770 on mixed claims awards— 
POU Lk). Ss Se Us eT ee sel e . Scie $666, 441 
Renee ho Bie i ee ee ee ee sd 298, 568 
Net profit, before Federal income taxes, of the Journa- 
pak Corp., a wholly owned subsidiary____________ 332, 618 
————_ $1, 202, 627 
Expenses: 
Legal and other professional services and expenses__ 157, 140 
OMEN ae keke Ea ee So, 102, 034 
Taxes, other than Federal income taxes____________ 32, 552 
TLESPATCH Bnd Cevedpmieit.. f2C8 eo alee 24, 616 
RR ere a A ee at I Ne oes a 87, 693 
—_——— 404, 035 
PN i an Nip ata ac ca al 888, 592 
Provision for Federal income taxes (note 2)_-__-_______________ 200, 000 
Past ieee 6a 2016 es a ea Jae oe eee ae 688, 592 


CONSOLIDATED STATEMENT OF EARNED SURPLUS FOR THE YEAR ENDED 
DEC. 31, 1959 


en em RON CO A I cl ae emp eames ene eem $33, 208, 550 
Net income for the year ended Dec. 31, 1959____-________________- 688, 592 
Realized gain on investments for the year ended Dec. 31, 1959: 

Net gain on sale of marketable securities___.__..___ 1, 5AS, 709 

Federal income taxes applicable thereto___________~_ 384, 000 





Earned surplus, Dec. 31, 1959 ($17,318,430 restricted representing 
Beamnson COnL OL Treasury SIOCK) oo eeci ecco kos 35, 061, 851 


1, 164, 709 


The accompanying notes to financial statements are an integral part of these 
statements. 


Senator Eneie. Thank you very much for your excellent statement, 

Mr. Moerman. That represents all of the assets of American-Ha- 
wailan Steamship Co. which have been faithfully held in trust by the 
board of directors for the last 5 years, carefully reserved for a steam- 
ship program, of which $11 million is blocked, marked “construction 
reserve money,” on which a $2,500,000 tax bill will be due if we do not 
go ahead with ship construction. 

Now, this money, as I have said, belongs to hundreds of stockholders, 
Mr. Chairman, we don’t want to use it improvidently and we are only 
willing to go ahead with our steamship proposal if in the opinion of 
this committee and in the opinion of the Interstate Commerce Commis- 
sion, with the economics which we can afford, we can survive and 
prosper. 

I can say this to you, that we can give the shippers of the United 
States lower cost transportation between the east coast and the west 
coast than any other type of land transportation agency. 

Senator Bartierr. If I may, in the light of what you say about your 
ability to carry freight between the coasts cheaper than any other form 
of transport, I am wondering if pressure is placed upon you by 
shippers to proceed with your program ? 

Mr. Moerman. We made a survey, Mr. Chairman, to determine 
whether there was any need for our service. We collected literally 
thousands of replies on the questionaire, some of which are quite 
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pathetic. They are mostly from the small shipper, and they say: 
“We cannot reach the west coast under present rates. Your operation 
would be a godsend to us. When are you going in the business?” 

And from day to day we get these inquiries. 

Senator Barrierr. Do any of the big shippers participate more 
actively, come to see you, and that sort of thing? 

Mr. Moerman. I want to say that it is a sad commentary, Mr. Chair- 
man, on the state of the domestic merchant marine that in the 5 years 
which Mr. Coyle and I have been working on this program, that 
virtually nobody has come to see us. The large shippers do not seem 
to be very much interested. Agencies of the Government do their best, 
but they are busy, of course. Shipbuilders come to see us. They 
would like to build the ships, but it is a very curious thine that here 
is something that will give the shipping public low cost speedy trans- 
portation and contribute big, fast ships to the national defense and 
the commerce of our country, and we wallow around in the largest 
area of disinterest it has every been my experience to be in. I simply 
cannot understand it. 

Senator Barriterr. American-Hawaiian doesn’t operate at all? 

Mr. Moerman. We sold our last ship in 1955. 

Senator Bartterr. How many ships did you propose to build ? 

Mr. Moerman. Initially, 10; but in order to stay within our means 
and because we redesigned the ships and made bigger ones, our present 
proposal is 4 large ships. 

Senator Barrterr. What would their capacity be and how fast 
would they be? 

Mr. Moerman. Capacity would be slightly under 20,000 tons and 
they would make Los Angeles in 9 days. 

Senator Bartietr. Nine days? 

Mr. Morrman. Yes, sir. 

Senator Bartierr. Would there be any passenger accommodations 
at all ? 

Mr. Morrman. None, sir. 

Senator Bartierr. You say that the interest expressed is only gen- 
eral in nature ¢ 

Mr. Moerman. Very general] in nature. Ata time we see pathetic 
types of things: we see operators going abroad to order midbodies, to 
bring back to this country, to put into the middle of old World War 
II vessels. There hasn’t been a new ship in the intercoastal trade, a 
cargo ship, since World War II, and the prospect is that there isn’t 
going to be any. 

Nobody has the proposal on the board. Nobody has the money. 
Here is $32 million in cash, carefully guarded for the purpose of an 
intercoastal steamship proposal and there are no takers. 

Senator Barrierr. You mention national defense. These ships 
would be usable, I take it, for national defense purposes when and if 
required ? 

Mr. Moerman. The office of the Chief of Naval Operations, Mr. 
Chairman, is highly enthusiastic about these vessels and Admiral Wil- 
son, who appeared here, and I have conferred many times about the 
utility of these ships. In addition, I should like to offer for the record 
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a letter from the Director of the Office of Civilian and Defense Mo- 
bilization in connection with vessels of this type. 

Senator Barrierr. The letter will be accepted for the record. 

(Document follows :) 

EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF CIVIL AND DEFENSE MOBILIZATION, 
Washington, D.C., May 25, 1960. 
Mr. SAMUEL H. MoERMAN, 
Chairman of the Board, 
American Hawaiian Steamship Co. 
New York, N.Y. 

DEAR Mr. MoERMAN: This is in reply to your letter of May 10, 1960, in which 
you asked that I appear before the Senate Interstate and Foreign Commerce 
Committee for the purpose of testifying as to the need for a revitalized domestic 
deep sea shipping industry. 

The Office of Civil and Defense Mobilization has always regarded the existence 
of a strong domestic merchant marine as a necessary part of our national 
strength. During and following an attack upon this country, these ships would 
be able to perform many of the services necessary to the conduct of the war. In 
addition to their historical role in supporting the military effort, coastwise ships 
are ideally suited to provide assistance to the survival and recovery efforts of 
the civilian population. 

I regret that prior commitments during the period of May 31 through June 1 
will not permit me to appear before the Senate Interstate and Foreign Commerce 
Committee as you request. 

Sincerely, 
Leo A. Hogan, Director, 

Senator Bartierr. What does it say, in brief? 

Mr. Moerman. One paragraph says— 
the Office of Civil and Defense Mobilization has always regarded the existence of 
a strong domestic merchant marine as a necessary part of our national strength. 
During and following an attack on this country these ships would be able to 
perform many of the services necessary to the conduct of the war. In addition 
to their historical role in supporting the military effort, coastwise ships are 
ideally suited to provide assistance to the survival and recovery efforts of the 
civilian population. 

Why, these big, fast ships could supply any town on the coast. 
Evacuate, supply food, drink, and water. We could move faster than 
any ship afloat. 

During the war I served on LST 95 which went across the Atlantic 
at 9 knots. These ships will do just under 25 knots. There is noth- 
ing like them in the world and there will be nothing like them unless 
there is some interest aroused in this Government and stimulated suf- 
ficiently to take our hand and lead us through to the point where we 
have mortgage insurance. 

Why, if 1 get mortgage insurance on these vessels and the proper as- 
surances as to regulatory policy, I can order working plans and con- 
tract specifications ; I can have them in 6 weeks. I can put these ships 
out to bid in 6 weeks. After that I can have them in the shipyards and 
being worked in within 6 months, and the first ship will be ready in 
about 28 months. 

Senator Larrterr. You may have covered this already in testi- 
mony ; if so, say so. 

After this adverse on, was issued, did you say what the Mari- 
time conclusion was? Did it accept the report at face value and de- 
cline the insurance, or just keep the matter in abeyance? 


= 


ich 
ree 
tie 


nce 
nal 
uld 


ips 
of 


el 
ree 


2 of 
zth. 
» to 
tion 
are 
the 


ist. 
an 


itic 
th- 
less 
uf- 


we 


as- 
‘on- 
\ips 
and 
y in 


»stl- 


ari- 


de- 


DECLINE OF COASTAL SHIPPING INDUSTRY 383 


Mr. Moerman. I talked with them today about it, Mr. Chairman. 
Here is the situation: The report of the economic consultant in the 
main was an engineering report which was all right. Where it fell 
down and fell down badly was in connection with a study of so-called 
costs. They estimated, for example, that transcontinental out-of- 

ocket costs of the railroads were $18 a ton and, in a very recent case 
before the Interstate Commerce Commission involving transconti- 
nental canned goods, the Southern Pacific itself came in and showed 
that its transcontinental costs were $26 a ton, you see, so that the 
economic consultant made a very substantial and grave error. 

Now I have been dickering with Maritime to get them to re-do their 
work. This morning I consulted with Maritime and advised that a 
new contract has been signed at our expense to have these economic 
consultants restudy their figures which are very obviously wrong. 

But the $64 question, and the one we need solved in this case, and the 
one which if solved will permit us to go ahead, is a very simple one, 
and that is: If we can handle traffic as the lowest cost carrier between 
the east and the west coasts, will we be permitted to recover our full 
cost at a modest public utility profit as a going shipping concern? 

Senator Barritetr. Your statement leads me, then, to ask this ques- 
tion: Assume the Maritime Administration ruled affirmatively and 
you went ahead and built the ships and started to operate them. 
Would you be fearful of subsequent ICC actions in respect to rates? 

Mr. Moerman. Yes, Mr. Chairman, for a very simple reason: In 
1958, under the sponsorship of your committee, the Interstate Com- 
merce Act was amended. I was busily engaged with American- 
Hawaiian and planning this intercoastal operation and I thought that 
in time the smoke would clear. The President signed the amending 
legislation on August 12, 1958. 

Months went by and almost 2 years have gone by, and some months 
ago in an ICC proceeding, Commissioner Webb said—this is the 
famous Paint case, ICC docket, I. and S. docket No. 7027. He wrote 
a concurring opinion in which he said: 


The transportation world has regarded this proceeding as bringing squarely 
into issue the legislative purpose and effect of section 15(a)3 of the Inter- 
state Commerce Act. Counsel for respondent— 


that is, the railroads— 


said in the oral argument: “Frankly, I would rather lose this case than to get 


a decision which allows the rates to go in but under conditions which still leave 
us up in the air.” 


Counsel for the National Industrial Traffic League expressed the hope that 
the Commission’s decision would be explained in such a way that the railroads 
will know, the shipping public will know and other methods of transportation 


will know where the Commission stands and where transportation stands in 
pricing its services. 


He continued: 


I do not see how this report sheds any light on the meaning of the law. 


Now that is where we are today. Since August 12, 1958, I think 
very few people—I must say to you that after 25 years before the 
Commission’s bar I don’t know what the amendment means. I am 
uncertain, Mr. Chairman, and with that uncertainty it is difficult to 
expect me to recommend to my board to ask our stockholders to em- 
bark on a $100 million shipping venture. 
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So you see, Mr. Chairman, at this moment really nobody knows 
what the law means. 

Before the 1958 amendment a water carrier could have the assur- 
ance, because it was a water carrier, it could have a rate differential, 
It was assumed before August 12, 1958, that a water carrier had an 
inherent disability which entitled it to a differential. 

I am not making that argument here at all. I say that American- 
Hawaiian, if the ships were built, would be, Mr. Chairman, the low 
cost carrier. 

Now in that connection I have had handed to me a letter to editors 
and commentators dated May 24, 1960, signed by Mr. J. Handley 
Wright, vice president of the Association of American Railroads, 
There is in this material something with which I agree 100 percent. 
One sentence. May I read it? 

Senator Bartierr. Surely. 

Mr. Moerman. It says: 

In briefest form the railroad position with respect to rate competition is that 
the carriers with the lowest costs should be able to quote the lowest prices. 
Now if by lowest costs the gent who wrote this means costs as normally 
recognized i in commercial dealing, you know, all the costs that go into 
making up a service, I couldn’t agree with him more. If he says “out- 
of-pocket costs,” then there is no place for me here. There is no hope 
for the domestic merchant marine, and I think we had just better for- 
get about having a domestic shipping service, shipyards, seamen, or 
ports, because while I do not insist at all, it would be absurd to insist 
that in all cases railroads charge rates reflecting fully distributed 
costs, but I do think that you have to have some kind of a test and one 
of the tests to determine who is the low cost carrier has got to be a 
test measured by what it costs to render the service. 

Now, if you apply that test to our proposal, we are the low cost 
carrier. We can handle canned goods between the west coast and the 
east coast, door-to-door, pickup and delivery, at $30 a ton. It costs 
the railroads in 75,000-pound lots in the area of $40 a ton. Their 
present rates are $34.80. 

I don’t criticize the present rate of $34.80; I don’t have any quarrel 
with it. I just say if we go in the business and it costs us $30 a ton to 
pick up and deliver traffic and we want to charge a rate of $31 to make 
a little profit, I think as the lowest cost carrier we ought to be pro- 
tected against rates which are lower than our full cost plus a profit, 
and if you don’t put that rule into effect, if it is not observed, if we are 
not in the near future given assurance that, as beyond question the 
low cost carrier, we can go into business and make a decent living, we 
are simply going to retire from the field. And when we do, there goes 
the last best hope of the intercoastal trade, and there goes, in my 
judgment, the entire coastwise and domestic shipping business. 

Senator Bartrterr. Mr. Moerman, do you have any evidence or in- 
formation concerning the reaction of other elements of the maritime 
industry to your proposal to reenter the intercoastal trade in this 
manner ? 

Mr. Moerman. Yes, sir. The shipyards would love to have the 
business. The maritime unions have come in here and have made a 
statement to this committee that they desparately need work for their 
seamen. Many of them are on the beach. 
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More I don’t think I can say. 

Senator Barrierr. As you realize, there are many members of this 
committee. Circumstances made it impossible for the other members 
of the subcommittee to be here today, but other members have an in- 
terest, of course, and I have been requested to ask you three ques- 
tions here, which I shall do, with the preamble statement that they 
do not originate with me. 

Mr. Moerman. Yes, sir. 

Senator Bartierr. Do you think it is entirely proper for the man- 
agement of any carrier to write to the Interstate Commerce Commis- 
sion and ask for assurance in advance that it will be given umbrella 
rates and protection ? 

Mr. Moerman. Yes; I can answer that question. The same word 
“ymbrella” appears on a page of Railway Age, in a recent week, and 
I want to say in answer to it that the Interstate Commerce Commis- 
sion was notified that it would be invited to appear before this com- 
mittee. In those circumstances, I think it entirely proper to make a 
representation to the Commission in connection with its position here. 

So far as umbrella rates are concerned in my case, the umbrella is 
held in the hands of the railroads because we would be the low-cost 
carrier. With costs $10 to $20 a ton below the railroad costs, ow 
umbrella would be constructed to permit railroads to compete wit 
us and would not be an umbrella of American-Hawaiian. 

Senator Barrierr. Second question: Do you consider it is ethical to 
make an ex parte communication to the ICC about rate protection 
when many, many rate protests are pending before the Commission ? 

Mr. Morrman. Yes; I think it is ethical to make a representation to 
the Commission in the same way that many lawyers and many others 
make representations to the Commission in connection with pending 
issues of grave public importance. 

There is no case involving American-Hawaiian before the Commis- 
sion and the railroads are here today urging certain things on the Com- 
mission. I urge certain things on the Commission. 

Recently there was an annual meeting of the Practitioners Associa- 
tion at which Commissioners were present and points of view were 
espoused by rail carriers, motor vehicles, water carriers, and others. 
Commissioners made speeches. To urge upon the Commission in con- 
nection with its responsibility under the national transportation ean 
to foster and protect a well-rounded system of transportation by rail, 
water, and motor, I think is in the highest public interest, and Com- 
missioners, no less than other people in this country, have a basic duty 
to the United States to see to it that there is a well-rounded system of 
transportation, and if the Commission is set up and procedures are 
such that the viewpoint of a major company like American-Hawaiian, 
and not engaged in litigation before the Commission, can be made only 
by open correspondence, that it is more than entirely proper. 

We have a duty to dothis. We hold a certificate from the Interstate 
Commerce Commission which requires us, authorizes us, to engage in 
intercoastal transportation. Should we die quietly, Mr. Chairman? 
Isthat what people want us to do, go away and die quietly ? 

Senator Bartierr. Then the third and final question in the list be- 
fore me can be answered either “No” or “Yes,” but if you care to go 
further than that, you are welcome to do so. 











386 DECLINE OF COASTAL SHIPPING INDUSTRY 


Are you not the chairman of the Ethics Committee of the Inter- 
state Commerce Practitioners Association ¢ 

Mr. Moerman. That question, I will say unequivocably, with some 
resentment, though it is not your question, is a low blow. Yes; I was 
chairman of the ethics committee and I still regard myself as a mem- 
ber of the Interstate Commerce Commission bar and I say that that 
question is comparable with the scoundrel who wraps himself with 
patriotism when he has a cause that isn’t defensible. 

I come before you and say American-Hawaiian and its stockholders 
will invest $32 million and build the biggest, finest cargo ships this 
Nation has ever seen, and I am met with questions regarding ethics, 
And I say that I deeply resent the questions. I think they are unfair. 
I think we are engaged here in a struggle to determine whether or not 
the domestic merchant marine of this Nation shall survive, and I 
think that it is symptomatic of the complete disinterest in the con- 
tinuance of the merchant marine that questions involving ethical con- 
siderations are put to me, with apologies to you, Mr. Chairman, but I 
just feel that way. 

Senator Barrierr. I think you are entitled to make any kind of an 
answer you want. 

Mr. Moerman. I should like to go on and say what gives rise to 
these ethical questions is the fact that this company, if permitted to 
build its ships, could take the rates, transcontinental, published by 
the forwarders of $4 a hundred and immediately cut them 25 percent. 
Weare scaring the pants off competition. 

That is why ethical questions are being put tome. Small shippers 
in this country are not getting the freight rates they can get. The 
freight rates of this country in the main are so-called class rates. The 
larger shippers are given consideration. Their tonnage is important. 
The small shipper cannot come in and raise his voice. He has great 
difficulty. 

I have represented railroads; I have worked in the railroad world. 
I think there are many railroad men who would agree with me that 
probably a 10- to 20-percent across-the-board cut in the class rates 
of this country might stimulate the movement of traffic by railroad. 
I must concede it would probably terribly hurt the trucking lines. 

Senator Barrierr. If you had these four cargo ships in operation, 
each having, as I recall your having said, a capacity of about 20,000 
tons, do you have any offhand notion of what percentage of the traffic 
between the east and west coasts would be taken by the ships if they 
were filled on every voyage ? 

Mr. Moerman. Mr. Chairman, before the war we handled a million 
and one-half tons. We had 30 vessels in operation, all of which were 
given up to the war. Luckenbach handled a million and one-half 
tons. Our study shows that today of the merchandise type of traffic 
which we could handle, there is approximately—Mr. Chairman, I 
think there is about 5 million tons moving between the coasts. A 

reat deal of that is lumber. I think if you boiled it down, you would 

nd about 214 million tons of the type of traffic susceptible to move- 
ment in our type of vessel of which we could accommodate approxi- 
mately a million tons. 

Senator Bartrierr. With these four new ships? 
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Mr. Morrman. Yes,sir. We could handle more. We could handle 
more. We would want, I think, probably a million and a half, and 
I think we could get it without much trouble; and I must concede 
that substantial—a very substantial tonnage would be diverted from 
the railroads, and I am not here saying that I have got to build these 
ships. I am not here denying that tonnage would be diverted from 
railroads and from others such as steamship lines. Tonnage would 
be diverted from certain trucklines. Their transcontinental rates, 
Mr. Chairman, are $80 a ton. Certainly, traffic will have to come 
from railroads. 

What I am asking you to do is to settle a corporate problem for 
us. To build or not to build, that is the question. 

Now, we can go away and die quietly, or perhaps make some more 
money in some other endeavor. ‘The company has been in business 
100 years. The question is, Do you, does the Congress, want a domestic 
merchant marine? Do you want new, fast, fine ships? If you don’t 
want them, I should be most happy to be told that and end this 5 
years of struggle. If you do want them, with your permission I will 
continue to do what I can to put this proposal across. 

I haven’t got any argument with anybody. I just say to you that, 
if you want “the ships, what we have to do is we have to have some 
clarity or rate regulation. You must dispel the fog. We have to 
know whether or not the low-cost carrier will be entitled to recover 
its costs. That isall Lask. 

Senator Barriterr. How long will this revised report be in the 
making ? 

Mr. Morna, AN. Within 60 days. 

Senator Barrierr. Do you have any questions, Mr. Barton? 

Mr. Barron. Yes, Mr. Chairman. 

Mr. Moerman, in view of this substantial diversion of traffic from 
railroads that you mention is in the offing, what is wrong with having 
them keep or regain this traflic by publishing rates that cover their 
out-of-pocket costs and make some contribution to overhead costs? 

Mr. Moerman. Nothing, but we can’t live under it. Nothing at all 
wrong. 

Mr. Barron. As a matter of national policy, do you think it makes 
any difference to the shipper whether his traffic moves by rail or 
water ? 

Mr. Morrman. I don’t think he gives a darn. All he wants to do is 
have it transported in the cheapest way. 

Mr. Barron. Do I understand your general position to be that, 
where you are the low-cost carrier on a “fully distributed cost basis 
as compared with railroads, the railroads should not be allowed 
to undercut you by publishing rates on an out-of-pocket-plus-some- 
contributions-to-overhead basis? 

Mr. Moerman. I don’t know on what basis, but I say, if I am the 
low-cost carrier, I want at least recovery on my full costs so that I 
don’t go bankrupt. 

Mr. Barron. Would you have a policy to allow the railroads to meet 
your rates ? 

Mr. Moerman. I don’t think that we would get a pound of traffic 
if the railroads meet our rates, on the assumption, mind you, that we 
are the low-cost carrier. Water carriers are not always the low-cost 
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carrier, for this reason: our ships would sail once a week; there are 
interruptions to shipping. The maritime trades are afflicted with a 
great many work stoppages. No.2, we could not make the time. Rail- 
road service on some traffic between the coasts is excellent. I under- 
stand it is up to fifth or sixth morning delivery. The railroads move 
every day. We would have an inferior service and we could not hope, 
in my judgment, at equal rates, to command a pound of traffic. 

Mr. Barron. What sort of differential would be necessary to give 
your company what you might term a fair share of the traffic / 

Mr. Moerman. Well, at the present time, there is a $4-a-ton differ- 
ence water versus rail on canned goods. I don’t think I would be 
interested in building these ships if 1 thought that difference was go- 
ing to narrow. It used to be $8, you know. 

Mr. Barron. In favor of the shipping company ? 

Mr. Moerman. Water rates are $30.80 a ton and rail rates are 
$34.80. If I thought that difference were going to narrow, I would 
recommend to the board that we discontinue our effort to get in the 
shipping business. 

Mr. Barron. 24 cents a hundred. 

Mr. Moerman. About 20 cents a hundred. 

Now, I am not talking about maintaining the rates at that level. It 
may be with heavier loadings, the rates could and ought to come down. 
We would go down, too. What I say is that to give the shipper an 
incentive to ship by water you would have to recognize what I consider 
to be the disabilities of the water service, once-a-week sailings, the 
work stoppages, and the perils of the sea, things like that. 

Mr. Barton. Thank you. 

Mr. Bourson. Would your ships be fully automatic? 

Mr. Moerman. No, sir; we have come back to the type of ships being 
operated by Grace, Matson, and Sea-Land, lift-on, lift-off. 

Mr. Bourson. Would the ships use containers ? 

Mr. Moerman. Yes, sir; containers. 

I am anxious to leave an impression with this committee to this 
effect. This is a proposal being made by the American-Hawaiian 
Steamship Co. We are not espousing a cause. I am not fighting for 
anything. The company is willing to go back into the shipping 
business if there is some reasonable assurance that it can operate suc- 
cessfully. While we are accompanied with adventure capital, I don’t 
want to be foolish about it and the board doesn’t want to be foolish 
about it. We would be accountable to the stockholders. We are 
interested only in going into the business and providing a very bril- 
liant additional service only if it is a good business proposition and if 
the Government of the United States, particularly the Congress, is 
interested in it. 

Naturally, in competition, traffic will have to come from the sources 
to which it went when it gave up its ships. In the interplay of 
competitive forces, traffic moves here and moves there. 

I am espousing no particular cause; I simply hold out a bright hope 
for the end to the decline in the intercoastal shipping and revitaliza- 
tion of that trade, if you can make clear what the guiding principles 
of regulation are to be, and it was for that reason that I made my 
public appeal to the Interstate Commerce Commission and I make my 
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public appeal to the Congress of the United States. And if it is not 
answered within the year, we will retire from the steamship business. 

Senator Bartierr. Specifically, Mr. Moerman, how would you rec- 
ommend this committee and the Congress to proceed to carry out your 
recommendations ¢ 

Mr. Moerman. The Interstate Commerce Commission has been in- 
vited to appear. It has appeared since the enactment of the 1958 
amendment. Senator Smathers and others have queried the Commis- 
sion with respect to progress under the amendment, how things have 
been going, how the cases have been interpreted. — 

It seems to me, I would urge the Commission in due course, without 
in any way interfering with its processes, because I am sensitive to the 
fact that it is a quasi-judicial agency, to bring about an expression of 
policy that is so clear, that he who runs may reap. 

Senator Bartrierr. You will be content with that a of pol- 
icy even though realizing that it would not necessarily bind a Com- 
mission of some years hence with different composition as to member- 
ship? 

Mr. Moerman. Mr. Chairman, there are many risks one has to take 
in life and that is one of the risks I guess we have to take. 

Senator Barrietr. Thank you, Mr. Moerman, for a very stimulating 
and useful statement. We appreciate your having come here. 

Mr. Morrman. Thank you for letting me appear. 

Senator Barrierr. We are glad to hear you, Mr. Langdon. 


STATEMENT OF JERVIS LANGDON, JR., REPRESENTING THE 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Lanepon. Mr. Chairman, my name is Jervis Langdon, Jr., vice 
president and general counsel of the Baltimore & Ohio Railroad Co., 
with headquarters at Baltimore, Md. I am appearing at this hearing, 
however, as a witness for the Association of American Railroads. 

In the testimony tendered at prior hearings of this subcommittee by 
representatives of all forms of water carriage and highway transporta- 
tion, there has been a general attack upon the refusal of the Interstate 
Commerce Commission to suspend certain recently reduced railroad 
rates, and these competitors of the railroads have argued: 

First, that the Interstate Commerce Commission (ICC), in allow- 
ing these reduced railroad rates to become effective in the first place, 
has falsely assumed that the Congress intended to change the law 
when it included section 15a(3) as a part of the Transportation Act 
of 1958; and 

Second, that in any event the reductions constitute unfair or de- 
structive competitive practices which the Congress should instruct the 
Commission to disallow under the national transportation policy. 

In presenting this statement it is my purpose to answer the argu- 
ments of the water carrier and trucking interests and to show that, on 
principle, the ICC has been acting fairly and correctly in refusing to 
suspend the railroad rate reductions complained of. An outline of the 
material in this statement follows: 

(1) Section 15a(3) required a change in the administration of the 
Interstate Commerce Act, and the ICC has been fully justified in re- 
fusing to suspend the rate reductions complained of. 
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(2) Competitive railroad rates that exceed out-of-pocket costs, in- 
stead of being “unfair or destructive” competition, are economically 
sound. A right to make such rates is an absolute necessity if the rail- 
roads are to have a chance to survive in private ownership and control. 

(a) The “specialty” carrier on the waterways or highways cannot 
immunize itself from railroad competition. 

(6) In competing with the “specialty” carrier, the railroad has no 
“war chest” of monopolized traflic to draw upon. 

(c) The use of long-term variable or out-of-pocket costs as a floor 
for railroad ratemaking is fundamental. 

(zd) The quest of water carriers for artificially and automatically 
higher rail rates betrays unsound economics and cannot succeed. 

(e) Contrary to water carrier arguments, the concept of Robinson- 
Patman Act, even is applicable, would introduce no change in railroad 
ratemaking. 

(f) Transportation that cannot survive peacetime competition, if 
needed for national defense, should be stockpiled at the expense of all 
taxpayers. It should not be made the beneficiary of a subsidy at rail- 
road expense. 

(3) The plight of the coastwise, intercoastal, and Great Lakes com- 
mon carrier is attributable to many causes other than railroad rate 
reductions. 

(4) The truckers’ attack upon rail piggyback rates has no possible 
validity and cannot be taken seriously. 

I proceed now to the first argument pressed upon this subcommittee 
by these water and highway competitors. 

(1) Section 15a(3) required a change in the administration of the 
Interstate Commerce Act, and the ICC has been fully justified in 
refusing to suspend the rate reductions complained of. 

To understand the change brought about by section 15a(3), the 
situation that existed prior to its enactment should be understood. 

When the Motor Carrier Act of 1935 went into effect and the rates 
of common carrier trucks had to be published, it soon became evident 
that the trucks had in large part adopted the railroad rate struc- 
ture. This structure, built on the proposition that high-valued goods 
could afford to pay, and thus should pay, higher rates suited the 
trucks admirably. For it was their plan to concentrate on the manu- 
factured products with the higher rail rates—higher, it should be 
added, with the express and repeated approval of the ICC. In that 
way, they would be able to cover their higher unit costs, although 
reducing their rates below the rail level whenever necessary to get 
the business. Ever since, rail and truck rates have remained close 
together—on the whole. In individual situations, it is true, spreads 
developed where truck rates included loading and unloading and rail- 
road rates did not, or truck service was so obviously superior as to 
justify a higher level, or railroads moved ahead of trucks in obtaining 
a general rate increase. But truck rates have always been based on 
rail rates, and both have reflected the old concept of the value of the 
service. 

Water carrier rates have also been based on railroad rates, but 
with a somewhat different approach. They have been put at a level 
which, after adding the other costs that shippers incur in using water 
service, would stil] provide through water service that was cheaper 
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than rail. But again, railroad rates have been the basis, and the 
water carriers have used them to establish their differentials. 

This general approach to ratemaking inevitably produced a system 
under which competitive railroad rates were made in relation to truck 
rates and the costs to the shipper of using water service, and truck 
and water rates were made in relation to rail rates. In other words, 
competitive railroad rates were geared to the rates of competitors 
whose operating conditions were wholly different, and the rates of 
these competing forms, instead of reflecting their respective operating 
conditions, were tied to the railroad form of transportation. 

Regulation, quite naturally, adopted the same concept, and the ICC 
took on the burden of judging the rate proposals of the railroads and 
regulated motor carriers in the light of their effect upon the other 
mode, and it did likewise when railroad rates were designed to meet 
water carrier competition. Water carrier rates were immune from 
this type of review because of the preferential provisions of section 
305(c) which were construed in effect as exempting water carriers 
from an obligation to make their rates in relation to rail rates, Cot- 
ton from Memphis and Helena to New Orleans (273 I.C.C. 337, at 
361, 365). 

The actual mechanics of the ICC review included an analysis of the 
spread that would exist between the rates proposed and those in effect: 
over the competing mode and a finding as to whether such a spread 
would properly reflect the difference in value of the competing services 
or whether, being lower than necessary to meet the competition of 
the competing mode, the proposed rates would gain more than a 
“fair share” of the traffic or disrupt “an equal competitive oppor- 
tunity” on the part of the competitors. 

The devastating effect upon the railroads of this approach to 
competitive ratemaking can readily be appreciated. In the first place, 
all railroad rates were subject to restraint, while water carrier rates 
were generally free and so were those of two-thirds of the intercity 
trucks. And secondly, it was the railroads’ competitive advantage 
of lower costs vis-a-vis the motor carrier that was subject to control 
while the trucks’ competitive advantage of faster and more flexible 
service could be exploited without regard to the ICC, or anyone else. 

In 1955 the time came when a change could no longer be postponed. 
Railroad ton-miles were continuing to decline in relation to the coun- 
try’s total. Trucks and barges were rapidly eating into the traffic 
volume that was necessary to sustain the railroads in private owner- 
ship and control. The railroads simply had to have the right to make 
rates based on railroad conditions and without regard to the rates of 
competing modes, and if the effect of such rates was to hurt the com- 
petition, that was an unavoidable consequence of competition itself. 
Certainly the railroads were being swamped by their competition— 
competition against which there was for the most part no recourse 
because it was exempt or private or the beneficiary of preferential 
regulation, and much of it was heavily subsidized. 

Various methods to accomplish the breakup of this ratemaking con- 
cept were suggested. There were the “shall nots” originally incorpo- 
rated in the legislation proposed to implement the Cabinet Committee 
Report of 1955. There were other later proposals. The proposal that 
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the Congress adopted as part of the Transportation Act of 1958 is the 
main subject of this inquiry, section 15a(3) of the Interstate Com- 
merce Act, reading as follows: 

In a proceeding involving competition between carriers of different modes of 
transportation subject to this act, the Commission, in determining whether a rate 
is lower than a reasonable minimum rate, shall consider the facts and circum- 
stances attending the movement of the traffic by the carrier or carriers to which 
the rate is applicable. Rates of a carrier shall not be held up to a particular 
level to protect the traffic of any other mode of transportation, giving due con- 
sideration to the objectives of the national transportation policy declared in this 
act. 

In enacting this section, the Congress obviously intended a change in 
the ICC’s administration of the Interstate Commerce Act. If this 
were not so, why did the Congress act ? 

The change took the form of an admonition to the ICC to get back 
on the track that the Congress had laid out in 1940 and the ICC had 
used when in 1945 it made the following basic finding in the New 
Automobile case (259 I.C.C. at 538) : 


As Congress—in the Transportation Act of 1940—enacted separately stated 
ratemaking rules for each transport agency, it obviously intended that the rates 
of each such agency should be determined by us in each case according to the 
facts and circumstances attending the movement of the traffic by that agency. 
In other words, there appears no warrant for believing that rail rates, for 
example, should be help up to a particular level to preserve a motor rate struc- 
ture, or vice versa. 

In appendix A there will be found the documentation of this intent 
on the part of the Congress in 1958. 

In practical effect, therefore, section 15a(3) enables each form to 
make rates based on its own operating conditions, and it is no longer 
necessary, in order to escape a finding of “unfair or destructive prac- 
tices,” to relate rail rates to truck or water rates or truck rates to rail 
rates in the interest of maintaining an artificial competitive balance 
between the two competing modes. Under this section which puts into 
statutory form the reaffirmed rule of the Vew .Lutomobiles case it is 
enough if the competitive rail or truck rates are compensatory and not 

“unfair or destructive” in contemplation of law. In this connection 
the only protection that a form of transportation is entitled to is pro- 
tection against predatory ratemaking by other forms, and certainly 
rates that promise to improve its net revenues and are published for 
that purpose cannot be so regarded. If we are to continue to have the 
free enterprise system in this country, it is vital to make a distinction 
between the effect of rates upon the competitive process and the effect 
upon individual competitors. We cannot arrest the former for the 
purpose of preserving all of the latter, including the less efficient. 

We pass now to another contention of these water carrier and truck- 
ing competitors to the effect that reduced railroad rates, using out-of- 
pocket costs as the basis, are by nature “unfair or destructive” and if 
they are allowed by section 15a(3), that section should be repealed or 
modified. 

(2) Competitive railroad rates that exceed out-of-pocket costs, in- 
stead of being “unfair or destructive” competition, are economically 
sound and required in the interest of the competitive process. 

The case that the water carriers and trucking interests have tried to 
make against the competitive ratemaking of the railroads exhibits a 
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faulty understanding of the basic economic principles that apply in 
the railroad industry and must continue to apply if its nationalization 
is to be avoided. 

But before I come to the main point in this attack, it is important to 
clear up the side arguments that accompany it. 

(a) The “specialty” carrier on the waterways or highways cannot 
immunize itself from railroad competition: The water and motor car- 
riers assert that it is destructive competition for the railroads, han- 
dling all types of traffic, to make rate reductions on the particular com- 
modities mm which they “specialize,” and thus endeavor to get back 
some of the good business these other carriers took from the railroads. 
Their argument is that, unlike the railroads, water and motor carriers 
have nothing else to fall back on, and in any event, the ICC should 
recognize that once their competition is eliminated, the railroads will 
restore the rates to “normal” levels. 

In dealing with this argument it is necessary to understand that, 
in a very real sense, practically all of the competition that the rail- 
roads encounter from water and motor carriers is in the form of 
specialty carriage. There is no such thing as true common carriage 
on either the waterways or highways. This does not mean that these 
other forms provide only limited competition. On the contrary, they 
have different specialties, and in the aggregate they cover the entire 
range of items moving in commerce—except for the light and bulky 
commodities that no one wants. The different water carriers concen- 
trate on the different bulk commodities, and the different motor car- 
riers concentrate on the different types of high-value manufactured 
goods. There are specialized automobile carriers, specialized iron and 
steel haulers, specialized petroleum carriers, specialized vegetable oil 
carriers, and so on indefinitely. Contract carriers are even more 
specialized. 

Consequently, the inference in the presentation of the water carriers 
and eendleors that, being specialty carriers with limited resources, they 
should be exempt from railroad competition is simply another way of 
saying that the railroads should not be allowed to meet their competi- 
tion. The railroads are not responsible for the specialization of their 
competitors. The specialties were chosen by the carriers themselves, 
doubtless because they promised the greatest profit margins and per- 
mitted the burdens of overall common carriage to be avoided. It is 
understandable, perhaps, simply as a selfish business proposition, that 
a motor carrier Spetialiciny in hauling some heavy loading and high 
rated commodity does not want to hold out to haul straw hats or lamp 
shades, but there is no reason in public policy or elementary fair deal- 
ing why the railroads should be hamstrung in meeting such selective 
competition. 

Certainly public policy should not allow the specialty carrier to 
escape the competition of the only form of overall common carriage 
that exists in the country. The specialty carriers concentrate on the 
most profitable and best traffic, and to deny the railroads an oppor- 
tunity to compete for these specialties would limit them to the traffic 
that 1s left. Obviously the traffic that is left cannot support a railroad 
system of the character that this country needs and demands. 

The attempt on the part of the specialty carrier to protect itself by 
insisting that once it becomes a victim of railroad competition, the 
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railroad would increase its rates is hardly worth mentioning. Spe- 
cialty carriers on the highways have no investment in the rights-of- 
way they use, and almost all of their costs are directly variable with 
operations. Moreover, as to more than two-thirds of them, there is 
no control over their entry into business. Specialty carriers on the 
inland waterways, most of them exempt from regulation or engaged in 
private transportation and paying no user charge despite the millions 
invested by the taxpayers in the facilities they employ, are in the same 
position. The right of entry isalwaysopen. In any event, subsequent 
rate increases of the type anticipated by the motor and water carriers 
would have to be passed on by the ICC, and it is obvious that that 
body would properly call for special justification. 

The water and motor carriers that press this argument are appar- 
ently unmindful of the fact that, following World War II, it took a 
special intervention on the part of the Maritime Administration and 
series of proceedings before the ICC to force the railroads into increas- 
ing rates that had been reduced to meet water competition—competi- 
tion that had long since disappeared. This subject is referred to later 
herein. 

(b) In competing with the “specialty” carrier, the railroad has no 
“war chest”? of monopolized traffic to draw upon. We come next toa 
related side argument of the water carriers and trucking interests to 
the effect that, in meeting the competition of individual specialty car- 
riers, the railroads “lead from great strength” and draw upon a “war 
chest” of noncompetitive traffic. A specialty water carrier, encounter- 
ing railroad competition, regards all traffic other than its specialty as 
monopolized by the railroads. A specialty trucker has the same view. 
Water carriers, in the aggregate, are blind to the truck competition 
encountered by the railroads; and truck carriers, in the aggregate, in- 
variably regard the bulk commodities in which they are not interested 
as monopolized by the railroads, 

The position taken by these competitors of the railroads is altogether 
unrealistic. 

It is no exaggeration to say that every item of traffic that can be 
moved by rail can be moved by some other means of transportation 
or is subject to some form of competition that does not employ rail 
service. The competition along the Atlantic seaboard of bituminous 
coal with dumped residual oil imported from overseas is an example 
of the latter. 

Moreover, let us look critically at the true nature of the “war chest” 
which the railroads have to rely upon in their struggle to survive in 
this day of competitive transportation, most of which is unregulated 
and at least partially subsidized. 

Since the war the average rate of return on the depreciated property 
investment of the Nation’s railroads has been grossly insufficient, and 
in more recent years it has been: 


Percent Percent 
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el ee 3. 33 


It is still dropping. 

In other words, if the full cost of railroad operations be regarded 
as including a fair rate of return on investment, as it must be re- 
garded, the railroads have not recovered their full costs of operation 
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in any year since World War II. And as we shall presently see, this 
deficiency would have been much greater if the railroads had re- 
frained from making the competitive rates which are the subject of 
the water and motor carrier complaints. 

As indicating the strength of the monopoly possessed by the rail- 
road industry, it is significant to observe that, since the war and dur- 
ing the greatest period of industry and economic growth that this 
Nation has ever experienced, railroad freight traffic levels have re- 
mained largely stagnant and passenger traffic has declined sharply. 
The figures follow: 


Railroad revenue ton-miles of freight 











| | 
Amount Percent Amount Percent 
(thousands) of inter- | (thousands) of inter- 
city total city total 
pean ——|- | ea ee 
A sia td ait ee deci ehahesonnialla | 591, 982, 472 | 66.0 || Wiles wianincn edekaceotan 605, 813, 437 51. ( 
db alent thnacahcn eommitindass 654, 728, 304 65.3 | MUR AE Sc psivcecatinaincauteakatt 549, 258, 800 | 49.5 
as | 637,916, 742 | CEST eth 623, 614, 866 | 49.4 
RN se Pre Ce 526, 500, 360 | sad 1068 647, 077, 041 48. 2 
Dit cich buns eel 588, 577, 756 56. 2 | SU b ctbeemncddde Seance | 618, 193, 517 47.2 
i eas tacit ei cite oc 646, 620, 439 | 55. 6 MES so dkkcdk dae ntmeneind | 551, 667, 857 | 46.3 
6.6 TM skis ndhennses | 575,439,149 | 145.6 


speach wide kot ae | 614, 753, 676 


1 And still dropping. 
Railroad revenue passenger miles 














Amount | Percent || Amount | Percent 

(thousands) | of inter- (thousands) | of inter- 

| city total |} city total 

DU iri ates nde ania ; 66, 238, 000 | eet Ret att asnintenendacass 32, 261, 000 | 5. 54 

PE seaiGunecccwe deka el 47, 066, 000 | 13. 36 | 29, 467, 000 | 4.71 

Be agp biikvonet ge ny 41, 894, 000 11. 28, 695, 000 | 4. 32 

ae er ae 35, 718, 000 | te 28, 541, 000 4.08 

Seis da bitienttddasce tes 32, 481, 000 | 8. 26, 251, 000 | 3. 65 

fds. <-.<- ‘e | 35, 306, 000 | zs 23, 605, 000 | 3. 20 
PR rch citen sacmnd 34, 710, 000 7. 2 9 | 1) () 
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1 Not available. 


This showing, of course, is in sharp contrast to the tremendous 
growth, during the same period, of the same competing forms of trans- 
portation that are complaining before this subcommittee of unfair or 
destructive competition from the railroads. The inland barge opera- 
tors have almost tripled their share of the Nation’s ton-miles, and the 
trucking industry has doubled its share. 

Indeed, in no year since 1950 has the regulated water carrier indus- 
try earned less than a 6-percent return on stockholders’ equity, and 
that return reached a peak of 13 percent in 1955. So far as the truck- 
ing industry is concerned, it never misses an opportunity to complain 
of railroad competition in any form—even in the form of improved 
service through railroad piggyback. 

It is true that those common carrier water operations in the coast- 
wise and intercoastal trades as well as on the Gould Lakes have, like 
the railroads, began going downhill, but as will be emphasized by 
another railroad witness to follow me, Mr. Hicks, their decline can 
hardly be attributed to railroad rate reductions. 
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To argue that in making competitive rates the railroads are leading 
from a monopolisti ic position of great strength merely reveals gross 
ignorance of the present-day facts ; of life. 

(c) The use of long-term variable (or out-of-pocket costs) as a floor 
for railroad ratemaking is fundamental: We come now to the heart 
of the matter. 

Bad as the railroad picture is, it would be a lot worse if the railroads 
had been restrained from making the rate reductions that the water 
and motor carriers complain of. And looking to the future, nothing 
would operate more effectively to paralyze the railroads and assure 
their takeover by the Government than an inability to continue to 
make competitive rates wherever and whenever they promise, through 
added traffic volume, to lower unit costs, and to increase net revenues, 
If the railroads are to be disabled from helping themselves in this 
manner, they might as well throw in the sponge right now. 

It is import: int at the outset to spike a persistent notion that the 

rater and motor carriers spend so much time cultivating, and this is 
the notion that railroad traffic moving at rates below the so-called 
full cost level necessarily constitutes a burden on other commodities 
and operates to reduce overall net income. The theory is that full 
costs must be met, and to the extent specific traffic fails to cover its 
proportionate part, other traffic is necessarily called upon to make up 
the deficiency. 

This motion is just as false as it can be. It is time tu set the record 
straight. 

In the pricing of railroad services, the objective is to obtain the 
best rate of return on investment that the competitive situation will 
allow. Every pound of traffic that moves at rates above the out-of- 
pocket cost level produces a better rate of return than would be the 
case if the traffic did not move by rail. In none of the statements of 
the complaining water and truck carriers is there even a suggestion 
that the traffic they lost would have moved by rail at higher rates than 
those named. 

Let us take an example and see how this works in the hypothetical 
case of railroad A. 


RRS EEE CINE DINO os cnnk trip miieneuabiaadmmmtasins $50, 000, 000 
I ON li $10, 000, 000 
Railroad variable costs (exclusive of return) _--_-_-__-_____________ $6, 000, 000 


Railroad constant costs (exclusive of return) —-_--________________ $3, 000, 000 
es Tevemues avaliable for Teturn sais ee cli dsc tesenis ian $1, 000, 000 
Rate of return on investment—percent______-___-______-___-____ 2 
I 1, 000, 000, 000 


The concept of out-of-pocket or variable costs as used by the ICC 
and the railroads for rate determinations contemplates long-term out- 
of-pocket costs and includes a rate of return. In the case of railroad 
A, I have separated the net revenues available for return on investment 
to show the effect of differential pricing on no return. 

Railroad A receives revenues at the rate of 1 cent per ton-mile ($10 
million divided by 1 billion ton-miles) and operates at an out-of- 
pocket cost of 6 mills a ton-mile ($6 million divided by 1 billion ton- 
miles from water transportation at a rate level 10 percent. above the 
the variable costs at the rate of 6 mills a ton-mile but would not affect 
the constant costs. Rates for additional traffic set at the 6 mills per 
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ton-mile level would increase revenues only by the amount of the in- 
creased costs, but rates in excess of 6 mills would increase revenues 
reater than the increase in costs. 

Now let us assume that railroad A has an opportunity to increase 
its traflic volume to 1.25 billion ton-miles by diverting 250 million ton- 
miles from water transportattion at a rate level 10 percent above the 
long-term added cost of moving the diverted traffic. How would this 
affect the earnings in the above table? 

The figures would then be: 


NL SIIVORTIIOTG INNO oo 55S Sk cee eens Unchanged 
PeerGs LOIN. TOV ONUCR CS 8 ac eta eee anneal $11, 650, 000 
Railroad variable costs (exclusive of return) —~---------_--_---- $7, 500, 000 
Railroad constant costs (exclusive of return) —~---------__--~-- Unchanged 
Tas FOVETNES AVOURUIG TOP TORE. ooo a eek ew $1, 150, 000 
Rate of return on investment—percent___._._----.---.-.---~--- 2.3 
NIN, CONTIN ciate cece egncieonan set tpetaanibanpengaiann tie Selena lit 1, 250, 000, 000 


Here we have a return of only 2 percent under the original figures, 
with 1 billion ton-miles producing revenues that are 6624 percent above 
variable costs, but we are able to improve that return by 15 percent by 
adding 250 million ton-miles of traffic at revenues only 10 percent 
above variable costs. 

Thus, instead of reducing the railroad’s net earnings, added traffic 
that contributes something above the variable cost line operates to im- 
prove them. This is inevitably the result when the choice lies between 
moving the added traffic at lower rates or not moving it at all. 

We repeat that at no point in their complaints against specific rail- 
road rates do the water or motor carriers allege that the traffic would 
have moved by rail at higher rates. 

It follows that by publishing the competitive rates which the water 
and motor carriers describe as “destructive” the rail lines help them- 
selves and produce better earnings—inadequate though they have con- 
sistently been—than otherwise would have been the case. This is the 
only way the railroad can hope to live in the present competitive era. 
It may be that an adequate rate of return for the railroads is un- 
obtainable under the chaotic conditions that presently obtain in the 
transportation world, but this inadequate return would rapidly be- 
come no return at all if the railroads were forced to forgo the added 
traffic they can attract at rates above their variable costs. 

If, in short, the railroads were precluded from attracting added 
traffic under the circumstances complained of by competing water and 
motor carriers, the economic advantages of the railroad form of trans- 
portation—which can live only on volume—would slowly disappear. 
Denied the opportunity to spread their heavy constant expenses over 
as much traffic as possible, such expenses would necessarily be higher 
aa traffic unit than otherwise obtainable. Higher expenses would 

orce higher rates, and these higher rates in turn would repel more 
traffic, and the cycle would slowly continue to the point where the 
advantages of railroad service would have evaporated. 

To make this point clear, let us assume in the case of railroad A 
that 200 million ton-miles of low-grade traffic are diverted, traffic 
that while moving by rail was paying only 10 percent more than out- 
of-pocket costs. How is the 2-percent rate of return affected ? 
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Retingadinvesimeonts bARP sno ssw neste cn esadeesnccus Unchanged 
eames a tae TR IN a eS * $8, 680, 000 
Pen OU IEE ce ee a ee etanee * $4, 800, 000 
Railroad constant costs (exclusive of return) ~----_------------~- Unchanged 
Oral evenaes GVH le Bbr retiths eh ou hee cue $880, 000 
Bate of cetenn On Inwesement. on sess issn ecko keds percent__ 1. 76 
a rs 800, 000, 000 


2 $10,000,000 minus 200,000,000 ton-miles at 0.0066 cent per ton-mile. 
2 $6,000,000 minus 200,000,000 ton-miles at 0.0066 cent per ton-mile. 


This is what happens when the railroad loses that part of its busi- 
ness that is lowest paying—by covering its variable costs by only 10 
percent. 

The loss of this low-grade traffic reduces the net revenues by 12 
percent, despite the fact that all of the remaining traffic is better 
paying tratflic. 

Railroad ratemaking of the kind the water and motor carriers 
would have the Congress or the Commission suppress has long been 
recognized as valid and altogether lawful. Indeed, it was specifically 
considered and upheld in the Commission’s decision in the Vew Auto- 
mobiles case, the decision that the Congress emphatically approved, as 
noted above, when enacting section 15a(3 ) as part of the Tr: ansporta- 
tion Act of 1958. There, ‘competitive rail rates were upheld against 
the protests of truckers alleging destructive competition, and out-of- 
pocket costs were the exclusive measuring stick. The Commission 
defined this term in the following way : 

A “reasonably compensatory rate” is one which is remunerative; i.e., covers 
the out-of-pocket costs, as hereinbefore defined of handling the particular traffic 
under consideration including a proper return on investment. 

The Commission’s choice of out-of-pocket costs to serve this purpose 
was deliberate. It was made against the contention of the Southern 
Railway— 
that there should be a showing of costs at capacity to produce, rather than out- 
of-pocket costs (259 1.C.C. at 525). 

Such full costs at capacity would, of course, be much lower than 
the full costs—at less than capacity—at which the water and motor 
carriers would have the ICC measure railroad rates. Nevertheless, 
the argument of the Southern Railway was found “not well founded,” 
and the Commission held (259 I.C.C, at 525-526) : 


Where a carrier is operating far below its existing capacity to handle traffic, 
the probable effect on unit costs of an increased traffic volume, should, of course, 
be recognized. On the other hand, capacity to produce is an illusory concept, 
That of the railroads has been subject to continuous change over several dec- 
ades. * * * The concept of cost at capacity to produce cannot be substituted 
for the out-of-pocket basis in determining the compensatory character of rates 
under normal conditions. 

This finding in the New Automobiles case cannot be brushed aside 
as one that was made some 14 years ago under conditions that prob- 
ably were different. I repeat that only 2 years ago—as set forth in 
— in appendix A hereto—did the Congress, by enacting section 

15a(3), make it crystal clear that the New Automobiles case correctly 
represented its underlying intention in the regulation of competi- 
tion between different forms of transportation ‘under the Interstate 
Commerce Act. Moreover, adhering to the principle of the New 
Automobiles case, the C ommission’ ’s Cost Section has in the meantime 
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consistently warned against the use of full costs in competitive rate- 
making. In its statement No. 4! 54, dated November 1954, at pages 20- 
91, it said : 

Prices are never based on an arbitrary apportionment of the constant or 
fixed expenses. Indirect expenses never burden all traffic proportionately, ton 
for ton, irrespective of the ability of the traffic to pay. Such an approach, in 
deed, would be contrary to the principle that low-unit contributions to the con- 
stant costs may yield increased aggregate contributions as a result of added 
volume. [Emphasis supplied. ] 

Again in its later statement No. 5-57, dated November 1957, the Cost 
Section said, at page 2: 

In respect to these fully distributed costs a word of caution is necessary con- 
cerning their use in ratemaking. Rates based solely on fully distributed costs 
shown herein would ignore one of the greatest principles of ratemaking, i.e., 
that of differential charging. * * * Revision of rates to the basis of fully dis- 
tributed costs, a completely undesirable approach to ratemaking, would tend to 
eause volume traffic to move in smaller amounts with a consequent reduction 
in the contribution to burden which it now furnishes. Thereby an increase in 
rates rather than a reduction would be placed against the higher rated traffic. 
{Emphasis supplied. ] 

To conclude about the use of out-of-pocket costs : 

It is important to realize that under the out-of-pocket costs nor- 

mally used by the railroads to measure competitive 1 ‘ates, return on 
investment after an allowance for income taxes is included. 

In other words, these costs are those occasioned by the movement 
of the traffic over the long term. In no sense are they of the char- 
acter imagined by several of the water and motor carrier witnesses.’ 

(d) The quest of water carriers for artificially and automatically 
higher rail rates betrays unsound economics and cannot succeed: We 
come now to the claim of the water carriers that they can only be 
protected from “unfair or destructive” railroad competition by rail- 
road rates that carry differentials over the full costs to the shipper of 
using water service. The water carriers justify such differentials on 
the ground that water service is slower and thus inferior, and in any 
event, has the inherent advantage of lower costs. 

For many years now the public has been told that water transporta- 
tion is invariably lower cost and less valuable and, consequently, 
should be protected by differentially higher rail rates. 

The ICC has generally been in agreement, and in hundreds of pro- 
ceedings before that body the only issue has been the amount of the 
differential. In one important proceeding the Commission went so 
far as to insist that the rail rates be higher even though it was ex- 
pressly found that the rail service was less costly and more efficient. 
Its rationale was that otherwise the inferior and more costly water 
service would get no competitive business. 

There can be no valid objection to differentially higher rail rates 
in those instances where water transportation costs are in fact lower 
than rail costs and the advantage of such lower costs has in fact been 
passed on to the shipping public. In that situation the water carrier 





Other witnesses keep referring to “full costs plus a profit” as a better yardstick for 
measuring railroad rates. In the case of public service companies like the railroads, the 
da ‘profits’ if any take the form of a return on investment, and such a return is 
ady incorporated as an element of cost in the out-of-pocket cost level, with the full- 
cost level taking up the small part of the return not so included. In the railroad business 
the term “full cost plus a profit” is not meaningful. 
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provides its own differential. The railroad, with its higher cost level, 
is unable to follow. Its rates to be compensatory must be higher. 

But the railroads do object to any requirement that their rates be 
higher simply for the purpose of protecting inferior water service 
or enabling the water carriers to charge higher rates than otherwise 
would be the case. 

Water service, when competitive with rail, has been in the habit 
of shading the rail rates only enough to attract the business, with the 
result that the shipping public has not always enjoyed the so-called 
inherent advantage of lower water costs. How else is it possible to 
explain the rates of return that the bargelines have been able to 
earn in the last few years? The figures of the ICC follow: 


Regulated (ICC) water carriers 





Rate of return— 




















On net property invest- On net worth (stock- 
Year ment holders’ equity) 
Including Excluding Including Excluding 
Great Lakes | Great Lakes | Great Lakes | Great Lakes 
icsah-cipapsteitssiatetassisinetl caaiegiaacniaiasistliggiiaeeed aid eaaiion 
Seis 
Rene ee a a eet ae eee 6.29 | 6.42 8.17 | 7.76 
Bi adds schoucshudeekes ibn Jeet baaeg dad 6. 61 6.36 | 9.04 8. 50 
CN a ce 8. 29 | 8.01 10.39 9. 89 
Par casa imwaser seek ekekbasaake twat se 6. 72 6. 64 | 8.28 | 8. 26 
Bes di cdtabech widatin apenas do ciieb angen acene | 9. 43 9. 36 12. 93 13. 40 
eer oe Surat ane nce na ee 9. 65 9.50 12.07 12.43 
tithes > an nglackdelh tas akehteeeskab bases | 8.13 8. 20 8. 68 | 9.79 
ae ie eee eee tian bene aa ced 5.77 6. 33 6.21 | 7.40 
PP ecdadcecinukcotcndichbiwngscscssdesbadddas (1) () () () 








1 Not available. 


It must be remembered that these rates of return were earned by the 
water carriers during a period of time when, according to their prop- 
aganda, they were being destroyed by destructive railroad rate cutting. 

There is, 1n short, no room in present-day regulation for differentials 
to protect water carriage unless such carriage is low-cost in fact and 
the public is actually sharing in the advantage in the form of lower 
rates. Then, as stated, the water carrier provides its own differential 
because the higher cost forms of transportation, being restricted to 
compensatory rates, cannot follow. 

It is at this point that certain theorists advance the argument that 
rates should be so adjusted as to funnel competitive traffic to the low- 
cost form of transportation and that such low-cost form should be 
protected in the recovery of its full costs. 

There is no agreement as to the yardstick to use in determining the 
low-cost form. Some would say that this is the form that the shipper 
would choose if the rates of each reflected full costs. 

Under this approach if the railroad is moving traffic at its full cost 
of $7 per ton, because of faster service, it is the low-cost form even 
though the bargeline can haul the same traffic for $4. 

At some time in the future when there is no such thing as subsidy 
for some transportation forms but none for others, and when there is 
uniform regulation—with no exemptions on the highways or water- 
ways—or uniform exemptions, it may be appropriate to develop and 
apply certain principles that would operate, so far as competitive 
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ratemaking is concerned, to protect the low-cost form of transporta- 
tion in the recovery of its full costs—all in the interest of an efficient 
overall transportation system for the country. 

Until that time comes, however, attempts to deal with the subject 
are premature and can only result in grossly unfair treatment of the 
railroads that enjoy neither subsidies nor exemptions from economic 
regulation. A consistent national transportation policy can hardly 
rest on a situation where one-half the carriers are subsidized and 
the other half are not and one-half are regulated and the other half 
are not. 

(e) Contrary to water carrier arguments, the concept of Robinson- 
Patman Act, even if applicable, would introduce no change in rail- 
road ratemaking: The burden of this argument is that the water car- 
rier is subjected to a type of competition that would be disallowed 
in industry generally. What is meant is that the railroads, to be 
competitive, often charge lower rates between points served by water 
carriers than they do on the traflic of “landlocked shippers,” and it 
is argued that this practice amounts to “geographic price discrimina- 
tion” which “is illegal under the antitrust laws.” 

The invalidity of this argument is pointed up in a separate memo- 
randum of law that is attached hereto as nppences C. 

In resisting railroad competition the bargeline is always eager to 
embrace the complaint of discrimination which it assumes the “land- 
locked” shipper must have. If there is such a complaint, the shipper in 
question is always free to present it. The fact that there are so few of 
these complaints may well indicate that the “landlocked” shippers 
realize the advantage to them of having the railroad increase its con- 
tributions to net revenues from the handling of competitive traffic. 
Otherwise, the “landlocked” shipper might have to assume a greater 
burden so far as rail transportation is concerned, and this would induce 
him to look to other means of land transportation, or of reducing his 
need for the same. In either event the railroad is further hurt. 

It is to be remembered that the water carrier is responsible for the 
lower rate in the first place and is itself the cause of such discrimina- 
tion as exists. When the railroad publishes a competitive rate, it 
creates no discrimination; it is simply endeavoring to participate in a 
situation over which it has no control. And when the railroad can 
do so at a profit, it necessarily puts itself in a better position to shoul- 
der its overall transportation burden. 

(f) Transportation that cannot survive peacetime competition, if 
needed for national defense, should be stockpiled at the expense of all 
taxpayers. It should not be made the beneficiary of a subsidy at the 
expense of the railroads: Here the stock argument is that in the event 
of war every agency of transportation is required, and the Nation 
can ill afford to let any of them—even the most marginal operations— 
go by the board in peacetime. It follows, according to the water car- 
riers and trucking interests, that railroad competition should be 
curbed because otherwise they will not be available for service when 
needed by the country. 

But why is it necessary to have the railroads subsidize these marginal 
operations ? 

Certainly, the Government has not protected marginal railroad op- 
erations from the consequences of competition with other forms of 
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transportation, and yet the railroads handled over 90 percent of the 
rnilitary load during the last war.” 

If standby facilities are needed, let the issue be faced squarely and 
let the standby facilities be provided as such by the Government.’ 

If war comes, greater industrial capacity will also be needed, but it 
is not understood that, in the meantime, industries, presently operat- 
ing are being forced to sell at a price which will enable less efficient 
operators to keep their heads above water. If there is to be competi- 
tion in transportation, we must be prepared to accept some of the con- 
sequences of competition, and no one has ever pointed out how a nation 
strengthens itself for war by trying to defy the basic principles of eco- 
nomics in peacetime. 

The plight of the coastwise, intercoastal, and Great Lakes common 
carrier is attributable to many causes other than railroad rate reduc- 
tions: Certain coastwise, intercoastal, and Great Lakes carriers point 
to railroad rate reductions as the cause of their difficulties. They say 
that these reductions are “destructive” because they are being de- 
stroyed. 

In this respect their complaints differ from those of inland barge 
operators and the trucking people who, except in isolated situations, 
are constantly expanding in their participation in the Nation’s ton 
mileage and making money at it. While everyone complains of “de- 
structive” railroad competition, only the regulated water carriers 
operating on the ocean and Great Lakes appear to be slipping. The 
other competitors seem to thrive on “destructive” competition from 
railroads. 


Nothing could be more misleading or unfair than to try to pin on the 
railroads the plight of the coastwise, intercoastal, and Great Lakes 
common carriers. 

There is a certain irony in the fact that Seatrain should put itself 
in the lead-off position as a complainant. Back in 1940 that carrier 


2Report of the Chief of Transportation, Army Service Forces, World War II, War 
Department, Nov. 30, 1945, at 20, 25. 

*The Secretary of Defense, Mr. Charles E. Wilson, in supporting the recommendations 
of the Presidential Advisory Committee before a subcommittee of the House Committee 
on Interstate and Foreign Commerce, at a hearing Sept. 19, 1955, testified on the subject 
of transportation facilities required for purpose of national defense. Extracts from 
the testimony follow: 

“Chairman PRIEST. * * * The question which presented itself to me in my earlier con- 
sideration of the report was to what degree we should require excess capacity of common 
earriers and who, in effect, would pay for that excess capacity. In other words, should 
the excess capacity of the common carrier be charged in rates to the shipper to support 
whatever excess capacity we might require in order to meet the problems of defense, par- 
ticularly the logistics problems? I wonder if you, Mr. Secretary, or any members of the 
committee, have given any thought to that degree of excess capacity and actually who 
would pay for it? 

“Secretary WILSON. I, myself, have thought about it quite a bit and have had experience 
with in World War II. The national policy has been to encourage the railroads particu- 
larly to modernize their equipment. They gave them the stepped-up depreciation, and 
the modernization of the railroads has been a good thing for the country. It has been a 
good thing for everybody. It does not mean that anybody is going to have directly to 
pay any more for services or handle it in any special way. * * * So I do not think any 
special arrangement has to be made with any transportation company or concern, either 
trucks or any ‘green’ form of transportation or the railroads, other than has been done by 
encouraging them to modernize and expand to the degree that they think is sound. 

“Chairman PRIEST. Just one more question, Mr. Secretary. I think you answered rather 
satisfactorily and gave a very clear explanation of what, in your mind, the question of 
excess capacity might mean. I will simply ask this question: It would not be your opinion 
that any common carrier, in its application for a rate or in its approval of a rate, might 
include a certain cost to provide excess capacity as needed? 

“Secretary WILSON. No, I would not think so. I would not be for that myself. 

“Chairman Priest. I would not, either, and that is why I wanted that point clear. I 
think you have cleared it very well in your other statement.” 

(Unrevised stenographic transcript of hearings before the House Committee on Interstate 
1 98 8) Commerce, 84th Cong., 1st sess., Washington, D.C., Sept. 19, 1955, at 94, 95, 
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insisted upon publishing the same rates with rail connections as were 
applicable in connection with break-bulk water carriers, and it did so 
over the vigorous protests of the break-bulk lines whose services were 
admittedly less desirable and “could not long compete with Seatrain 
at an equality of rates” (Seatrain Lines, Inc. v. A.C. & Y. Ry. Co., 226 
LC.C. 7, 24; 243 L.C.C. 199 (1940)). 

The Commission approved these parity rates in an opinion by Com- 
missioner Eastman who, in referring to the argument that Seatrain 
rates should be higher because of the greater value of its service, 

ointed out that “it is * * * necessary to take account of the motives 
of those who have raised the issue of value of service” (243 1.C.C. at 
212). 

And he went on to emphasize that these motives were purely sel fish— 
the break-bulk lines desired higher Seatrain rates in order to keep the 
traffic themselves (248 I.C.C. at 215). 

Commissioner Eastman was also moved by the fact that Seatrain’s 
costs were less, and there was thus no possible reason for rates higher 
than those of the less valuable and more costly break-bulk lines. It 
may be noted parenthetically that among the break-bulk carriers to 
complain of Seatrain’s lower rates was Pan-Atlantic Steamship Co., 
the predecessor company of another complainant before this subcom- 
mittee. 

Although the railroads joined the break-bulk water carriers in 
protesting Seatrain’s lower rates, there can now be no question as to 
the correctness of the Commission’s decision. In fact, when the 
Congress enacted section 15(a)(3), the principal purpose was to 
insure that the Commission would consistently apply the same rule 
(as in the Seatrain and New Automobiles cases) to the competitive 
rates of all forms of transportation. 

But Seatrain could have been only a small contributor to the subse- 
quent troubles of the break-bulk form of water common carrier in the 
coastal and intercoastal trades. 

All of these ships were taken over by the Government during World 
War II of course, and when it was over, the U.S. Maritime Commis- 
sion and War Shipping Administration filed a joint petition dated 
March 21, 1946, calling upon the ICC to take action in regard to 
“unduly depressed rail rates” in order that these water services might 
have help in reestablishing service. And the ICC acted. It required 
the restoration to “normal” levels of many rail rates that had been 
reduced to meet water competition. In doing so, the ICC was careful 
to point out that its responsibility ran not only to the several forms 
of transportation but also to the public as a whole, and that it could 
go only so far in considering the interests of the water carriers alone. 
(See 62d I.C.C. Ann. Rept. (1948) at p. 50 et seq.) 
ore special upward adjustments and several overall increases 
in rail rate levels, the water carriers still were not satisfied. The 
breaking point soon came when it was discovered that regulated water 
transportation of this character, instead of being low cost, was now 
high cost as compared with rail, and the ICC refused to go further 
in those instances where the ship loading cost alone was greater than 
the rail rate for the entire transportation (A// Rail Commodity Rates 
Between California, Oregon, and Washington, 277 I.C.C. 511). 
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As described in the ICC’s annual report for 1950, at page 52: 


We further found that as to most of the traffic along the Pacific coast the 
rail lines, rather than the water lines, are the low-cost operators; and that 
the situation of the Pacific coast coastwise water lines is due primarily to high 
terminal and accessorial costs incident to water service, which frequently equal 
and sometimes exceed the entire cost of the competing rail service. 


The postwar experience of coastwise service between the North 
Atlantic and gulf ports also demonstrates that the difficulties of the 
break-bulk lines cannot be attributed to competitive railroad rates, 

Certain of these carriers petitioned the ICC for an upward adjust- 
ment in water-rail rates “to the extent necessary to warrant resumption 
of operations.” 

The ICC gave the petitioners exactly what they asked for, including 
a requirement of differentials in the all-rail rates, but the break-bulk 
service was never restored. The reasons may be deduced from the 
passages in the Commission’s report in Consolidated Southwestern 
Cases (276 L.C.C. 349 (1949) at pp. 360-363, set forth in appendix B). 

Of almost equal importance in the decline of this form of trans- 
portation was the series of crippling strikes that made it completely 
unreliable from a shippers’ point of view. References appear in the 
annual reports of the Icc as follows: 


Coastwise and intercoastal water carriers in the past year have had few 
breathing spells between strikes by their waterfront and vessel employees. These 
conditions have been particularly burdensome for such earriers at a time when 
they have not yet been able to reestablish operations suspended during the war 
(60th I.C.C. Ann. Rept. (1946) at p. 3). 

Stoppages of service because of labor-management differences have been costly 
to all sides and have crippled efforts of the carriers to rehabilitate themselves 
(62d I.C.C. Ann. Rept. (1948) at p. 6). 

Work stoppages occurred during the year, with adverse effects on carriers 
and on shippers’ attitudes toward water-carrier service, * * * Labor-manage- 
ment difficulties of a serious nature occurred again * * *. The industry hopes 
to have an interval in which shipper objections to interrupted and uncertain 
service may be overcome (66th IL.C.C. Ann. Rept. (1952), at pp. 10-11). 

Failure to agree on the terms of a new contract led on October 1 to a long- 
shoremen’s strike at North Atlantic ports * * *. This situation remains un- 
certain and complex because of a jurisdictional dispute and other factors (67 
1.C.C. Ann. Rept. (1953) at p. 10). 

Jurisdictional disputes become a prime factor in the situation at New York 
Harbor. * * * A 29-day strike caused much loss to the parties directly con- 
cerned and to many others. * * * A brief strike early in October. * * * An 
80-day strike of dockworkers in the Philadelphia area occurred in July. A 
threatened strike * * * (68th I.C.C. Ann. Rept. (1954) at pp. 17-18). 

Labor difficulties were largely concentrated in the New York Harbor area. * * * 
A strike * * * tied up the port and spread for short periods to other coastal 
ports. * * * Negotiations of new contracts between Atlantic and gulf operators 
and seafaring unions were not without strikes, but these were brief. * * * 
Locals * * * in various other ports conducted strike actions in connection with 
demands for higher wage rates or for other reasons (69th ICG Annual Report 
(1955) at pp. 19-20). 

Labor-management relations were strained in this area only in the longshore 
field. * * * The threat of a coastwise strike, in which west coast longshore 
men * * * might join was a cause of much concern (70th ICC Annual Report 
(1956) at p. 28). 


These reasons for the virtual disappearance of common carriers in 
coastwise, intercoastal, and Great Lakes trades, particularly the astro- 
nomical increases in labor costs and the procession of crippling strikes, 
are well known. The findings of the ICC have been confirmed by 
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studies conducted within the water carrier industry itself. Reference 
is made to the following studies: 

(1) “History of Newtex Steamship Corp. and the Postwar Coast- 
wise Trade,” prepared by M. J. Frechie, executive vice president, 
Newtex Steamship Corp., dated December 31, 1953. 

(2) “Report on Pacific Coastwise Shipping With Special Reference 
to the San Francisco Bay Ports Area,” by R. F. Burley, Sacramento, 
Calif., State Printing Office, 1953. 

(3) “Report on Intercoastal Shipping With Special Reference to 
the San Francisco Bay Ports Area,” by J. A. Stumpf, Sacramento, 
Calif., State Printing Ofiice, 1953. 

In addition, common carriage in the coastwise, intercoastal, and 
Great Lakes trades has obviously experienced the same type of com- 
petition from private and exempt water carriers as the regulated 
carriers on land. An important part of the decline in these trades 
represents merely a shift to private and exempt carriage. Subsequent 
railroad witnesses will develop this part of the story. 

It is to be anticipated that Seatrain’s rejoinder will be that its more 
modern loading and unloading mechanism avoids the most expensive 
features of the break-bulk services, but nevertheless it is in serious 
trouble. 

Seatrain however has suffered from Pan Atlantic’s sea-truck op- 
eration, and has publicly attributed its reduced revenues to the com- 
petition provided by this relatively new competitor. 

Of course, Pan Atlantic, with its fleet of container ships and trucks 
reaching far into the interior, is also a complainant before this com- 
mittee. Apparently this water-truck carrier would only be happy if 
the railroads quietly withdrew and left it to compete only with Sea- 
train (and the over-the-road truckers). 

The railroads have no idea of crawling into a shell, and they propose 
to offer Pan Atlantic all of the competition they possibly can. And 
so long as these rail rates are compensatory, Pan Atlantic has no valid 
basis for complaint. 

Pan Atlantic’s revenues have been steadily increasing since its sea- 
truck operations began. 

Other railroad witnesses to follow me will deal in more detail with 
the untenable nature of the complaints submitted to this subcommittee 
by the regulated coastwise, intercoastal, and Great Lakes water car- 
riers against certain reduced railroad rates. 

(4) The truckers’ attack upon rail piggyback rates has no possible 
validity and cannot be taken seriously. 

Mr. se and Mr. Freund, representing motor common carrier 
interests before this subcommittee, have criticized recent railroad rate- 
making policy not only from the point of view of the level of the 
competitive rates, but also the structure of the rates. It is suggested, 
for example, that the so-called plan III trailer-on-flat-car rates are 
bad because they apply on an all-commodity basis. I think a brief 
description of these rates and the reasons behind them might serve 
to set the record straight on this point. 

Plan III rates are essentially a holding-out by the railroads to trans- 
= loaded shippers’ trailers between rail termini. The shipper 

oads the aiken it to the rail ramp at origin, picks it up at the 
rail ramp at destination, and completes the transportation. The rail- 
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road performs only the line-haul portion of the total transportation 
effort. For this, the shipper pays a flat rate for the weight of the 
lading in two trailers, not exceeding 70,000 pounds, and a rate per 
100 pounds for any weight in excess of 70,000 pounds. No one article 
may constitute more than 60 percent of the total weight of the con- 
signment. 

This rate structure is designed specifically to meet the competition 
of one of our most important competitors—private motor carriage. 
One of the principal attributes of private motor carriage is the fact 
that the cost to the shipper is a constant cost per trailer load. It does 
not vary significantly with any transportation characteristic except 
density. 

In other words, it costs the private motor carrier just as much to 
move a trailer load of television cabinets as it does to move a trailer 
load of rags between the same two points. The costs per hundred 
pounds vary only with the number of pounds of the particular com- 
modity which can be loaded in the available space. Likewise, the 
private motor carrier may effect any mixture of commodities which 
he may choose in any given form. 

If common carriage is to retain or recapture any of the tremendous 
volume of business which has gone to private carriage, it must do so 
with a rate level and a rate structure which will offer comparable 
advantages. 

Plan III does just that. If common carriers are denied the right 
to compete on a equal basis with private carriage, then the public 
transport: ation system in this Nation will soon be a thing of the past. 

The ready availability of motor vehicles and public highways has 
put within the reach of every shipper the ability to per form his own 
transportation if common carriage cannot or will not satisfy his 
needs. 

Mr. Haydon contends that a rate structure which is designed to 
compete with public carriage violates the principles of classification. 
This legal issue is now before the Commission in a formal proceeding, 
and I will not comment at length. Suffice it to say here that Mr. 
Haydon is as wrong as he can be. Plan III does not ignore the 
principles of classification. It merely places primary emphasis upon 
the element of classification which has meaning in our present trans- 
portationeconomy. That is the element of density. 

Plan III, with its fixed charge for a fixed cubic capacity, effects a 
classification of property upon ‘the basis of the amount which can be 
loaded in the available space. The value of the commodity, which 
was the principal classification element in a monopoly situation, can 
no longer dominate. 

If it is permitted to do so, it will very shortly drive all merchandise 
traffic from common carriage. Availability of private carriage has 
set a maximum rate and a rate structure to which common carriage 
must conform if it is to compete. 

Mr. Chairman, I have three appendixes referred to in the text 
which I should appreciate your including in the record. I don’t 
think it is necessary for me to read them, “but I should like - have 
them read in the record. 

Senator Bartierr. They will be so included, Mr. Langdon- 
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(The documents referred to follow :) 
APPENDIX A 


CONGRESSIONAL INTENT IN THE ENACTMENT OF SECTION 15a(3)— 
A Brier History 


At the time of the Transportation Act of 1940, it was specifically provided 
that the rates of each regulated mode of transportation should be judged in the 
light of the facts and circumstances attending the movement of traffic by that 
mode. This the Congress accomplished by protecting “the inherent advan- 
tages of each” mode in the national transportation policy, by providing that 
the antidiscrimination sections in each part of the act “shall not be construed 
to apply to discrimination, prejudice, or disadvantage to the traffic of any other 
carrier of whatever description”* and by amending the separate ratemaking 
rules to limit the Commission’s attention, in considering the effect of rates 
upon the movement of traffic, to the effect upon the movement of traffic “by the 
carrier or carriers for which the rates are prescribed.”* In the control of 
competition among the different modes of transportation, these statutory pro- 
visions supported a fundamental concept on the part of the Congress; namely, 
that each mode should be free to employ its competitive advantages—with the 
proviso that the Commission should guard against “unfair or destructive com- 
petitive practices.”* We repeat that this was the unmistakable congressional 
intent when it enacted the Transportation Act of 1940 (Congressional Record 
9741).* 

This brings us to the Commission’s landmark decision in the New Auto- 
mobiles case. 

(a) The Commission’s decision in the New Automobiles case—with its correct 
approach to the prohibition against “unfair or destructive competitive prac- 
tices’: Here, the Commission undertook to set forth ‘‘our views respecting the 
policy of the law subsequent to the Transportation Act of 1940” (259 I.C.C. at 
537). It did this in a proceeding involving the competitive rates of railroads, 
common carrier trucks, contract trucks, and water carriers in the distribution 
of new automobiles from manufacturing and assembly points. Moreover, it 
did this—not at the instance of the railroads—but “on petition of the trans- 
porters’ association, an organization representing motor carriers operating east 
of the Rocky Mountains which transport almost all the new automobiles ship- 
ped by highway in that part of the country, except Chevrolets.” The trucking 
association also called upon the Commission to “decide now upon this record, 
the economic spheres in which the respective forms of transportation may law- 
fully predominate and control in the handling of the automobile traffic’ (259 
1.C.C. at 477, 478). 

The arguments of the motor carriers in the New Automobiles case, were sum- 
marized by the Commission (259 I1.C.C. at 530) : 

“The transporters’ association sought this proceeding with the view of ob- 
taining a rate structure that would promote and protect the financial status 
of its members, which are adversely affected by certain of the rates maintained 
by the railroads and the contract carriers. It stresses the policy of the rail- 
roads to keep their rates below the truck rates and that of the truckers to keep 
their rates on a parity with the rail rates, until forced out of business. It 
regards the rail and highway rate structure as extremely chaotic, and empha- 
sizes the wide variety of rate levels, for comparable distances in the same gen- 
eral territory. Pointing out that the automobile traffic has historically shown 
ability to pay relatively high rates, it asks us to lay down the principle that in 
meeting highway competition the railroads should in no instance go below the 
fully distributed rail costs or the truck rates. Joined by the trucking associ- 
ation, it contends that since 1938 competition between the railroads and high- 

yay carriers has become, or at least now threatens to become, unduly destruc- 





1E.g., sec. 3(1). 

7¥.g., sec. 15a(2). 

8See the legislative history summarized at pp. 7-17, infra. For further evidence of 
congressional intent at the time of the en»ctment of the Transportation Act of 1940, see the 
testimony of former Senator Burton K. Wheeler before the Senate Committee on Interstate 
ren Commerce, May 20, 1958, hearings, 85th Cong., 2d sess., on S. 3778, at pp. 


*All references to the Congressional Record cover proceedings and debates of the 85th 
Cong., 2d sess., vol. 104, No. 94, June 11, 1958, and No. 107, June 27, 1958. 
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tive, and that the time has arrived when we should exercise our minimum-rate 
power constructively to save the revenues of all forms of transportation from 
further depletion, and to prevent the extinction of the motor common carriers,” 
{Emphasis supplied. ] 
And again at page 539: 

“The trucking association contends, in effect, that we should now give less 
weight than in the past to costs of operation and competition as criteria of 
reasonableness, where we have under consideration the rates of competing modes 
of transportation subject to our jurisdiction. It insists that we should now con- 
sider the inherent advantage in respect of service of each such mode of trans- 
portation as paramount to other factors, prescribe rates necessary to preserve 
such advantage and prevent other modes of transportation from attempting to 
overcome it by reducing their rates to out-of-pocket cost bases. It argues that 
this is the congressional mandate implied in the national transportation policy 
of the act, citing the recent decision of the Supreme Court in Eastern Central 
Assn. v. United States, 321 U.S. 194.” [Emphasis supplied. ] 

The railroads in the New Automobile case sought “no relief” and the Com- 
mission found that “They want to be left free to meet competition” (259 L.C.¢. 
atd32). And it added (259 1.C.C. at 532-533) : 

“They [the railroads] believe their rates must be substantially lower than 
the truck rates, if they are to handle any considerable portion of the busi- 
ness * * *, They suspect that many of their rates are still too high, compared 
with the truck rates, and expect to make such further and successive reductions 
as may be necessary. While they do not accept the Bureau’s rail cost study as 
correct, they contend that if it proves anything it demonstrates that their 
rates are generally between the out-of-pocket and fully distributed cost levels, and 
cannot, therefore, be condemned as noncompensatory. They contend further that 
the present rates haven not been shown to be destructive.” 

The Commission’s decision upheld the railroad position and rejected the motor 
carrier position. 

To begin with, the Commission recognized “The fundamental changes in policy 
brought about by the new act” ° (259 1.C.C. at 536). It did not hesitate to apply 
the congressional mandate to review railroad rates in the light of railroad condi- 
tions and truck rates in the light of truck conditions. It held (259 I.C.C. at 538): 

“As Congress enacted separately stated ratemaking rules for each transport 
agency, it obviously intended that the rates of each such agency should be de 
termined by us in each case according to the facts and circumstances attending 
the movement of the traffic by that agency. In other words, there appears no 
warrant for believing that rail rates, for example, should be held up to a par- 
ticular level to preserve a motor-rate structure, or vice versa.” 

With this basic approach, the Commission pointed out (259 I.C.C. at 539) : 

“The rail costs permit the rail carriers, except for very short hauls, to meet 
the present highway competition at compensatory rates lower than the motor 
common carrier rates.” [Emphasis supplied. ] 

And then the Commission proceeded to uphold the level of the railroad rates 
for the principal reason that they were compensatory. It held (259 I.C.C. at 555) : 

“To meet competition, carriers of course may reduce their rates to reasonable 
minimum levels. Although in general the conclusion is warranted that the 
rates under consideration have not gone below those levels, there are, as pre- 
viously noted, some instances where, according to the Bureau’s cost study, rates 
are below a compensatory level, as in the case of a few of the rail rates from 
some of the assembling points, and some of the truck rates for long hauls from 
the manufacturing points. However, because of the delicate integration of the 
rate adjustments and the many imponderable factors affecting them, we do not 
believe that action by us requiring increases in the few rates as to which the 
cost studies raise doubts is warranted at this time. The minimum rates of the 
contract carriers are well above a compensatory level, and in most instances 
are highly profitable. We are not convinced that they are unlawful, and, 
therefore, we cannot require them to be increased merely to benefit the common 
carriers. New England M. Rate Bureau, Inc. v. Lewers and McCauley, supra. 
Increases in the rates of the railroads and of the motor common ¢carriers which 
may have been reduced almost to a noncompensatory level, would undoubtedly 
cause a further loss of generally profitable traffic by such carriers, if the con- 


tract earriers were about to operate profitably under lower rates, as they have 
heretofore.” 


5 See p. 1, supra. 
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Here, in other words, the compensatory character of the rates under review 
was the test of minimum reasonableness, and applying this test, as we have 
seen, the Commission used the following definition (259 LC.C. at 538) : 

“A reasonably compensatory rate is one which is remunerative, i.e., covers the 
out-of-pocket costs, as hereinabove defined, of handling the traffic under con- 
sideration, including a proper return on investment.” 

This brings us to the period that followed the decision in the New Automobile 
ease. 

(b) The interval following the New Automobiles case—with its false interpre- 
tation of the prohibition against “unfair or destructive competitive practices: 
In a series of competitive rate controversies that followed the New Automobiles 
case, the same arguments that had been rejected in that case were dressed up in 
fancier terms of “unfair or destructive competitive practices,’ and they did 
much better. In fact, it soon got to the point where the Commission, contrary 
to its decision in the New Automobiles case, was deciding these cases on the basis 
of the relationship between the reduced rates and the cost to the shipper of 
using the competing mode. If these were not in what the Commission regarded 
as proper balance, it would point to the prohibition against “unfair or destruc- 
tive competitive practices” and find the reduced rates to be unlawful. The 
Commission, indeed, was indirectly allocating traffic and appeared to be influ- 
enced by notions of fair shares for everyone—without regard to economic 
capabilities. On many occasions reduced rail rates—which were at once reason- 
ably compensatory and nondiscriminatory so far as shippers were concerned 
were set aside because the Commission was not satisfied that they reflected a 
proper relation to the costs of shippers of using the competing modes.° 

In brief, during the interval following the New Automobiles case its basic 
concept was quietly forgotten. The decision itself—even though giving “our 
views respecting the policy of the law subsequent to the Transportation Act of 
1940”—-was rarely cited, and then only for some collateral point (259 I.C.C. at 
587). Quietly forgotten also was the underlying intent of the Congress when it 
passed the Transportation Act of 1940 “that the rate of each * * * agency 
should be determined by us in each case according to the facts and circumstances 
attending the movement of the traffic by that agency.” In the New Automobiles 
ease the Commission had referred to this congressional intent as “obvious” (259 
LC.C, at 538). 

(c) The congressional restoration of the principle of the New Automobiles 
case—with its correct approach to the prohibition against unfair or destructive 
competitive practices : 

If there is one point that is transparently clear as a result of the enactment 
of section 15a(3) in 1958, it is that the Congress intended a return to the basic 
principle of regulation which it incorporated in the Transportation Act of 1940 
and which the Commission correctly applied in the New Automobiles case. 

In the report of the Subcommittee on Surface Transportation of the Senate 
Committee on Interstate and Foreign Commerce, it was originally recommended 
that the new section 15a (3) read as follows: 

“In a proceeding involving competition with another mode of transportation, 
the Commission, in determining whether a rail rate is lower than a reasonable 
minimum rate, shall consider the facts and circumstances attending the move- 
ment of the traffic by railroad and not by such other mode.” ” 

And the subcommittee supported the proposal by saying in part: 

“Tt is the policy of this subcommittee, and it is believed to be the policy of 
the Congress, that each form of transportation should have opportunity to make 
rates reflecting the different inherent advantages each has to offer so that in 
every case the public may exercise its choice, cost and service both considered, in 
the light of the particular transportation task to be preformed. The subcom- 
mittee believes and the national transportation policy is clear, however, ‘that 








*E.g., Gasoline and Fuel Oil, Friendship, to Va. and W. Va., 299 I.€.C. 609 (1957), now 
pending before Commission on petition for reconsideration ; Sugar-Atlantic and Gulf Ports 
to Ohio River Crossings, 296 LC. 121 (1955) : Tinplate from Fairfield, Alabama, to New 
Orleans, 294 1.C.C. 397 (1955) ; Timing Gear Chains from Ithaca to Cleveland, 297 I.C.C. 
208 (1955) ; Sulphur from Louisiana, Texas, and Wyoming, 297 I.C.C. 1 (1955) ; Alumi- 
num Articles from Texas to Illinois and Iowa, 293 I.C.C. 467 (1954) ; Petroleum Products 
in California and Oregon, 284 1.C.C. 287 (1952) ; Coffee from California to Utah and Idaho, 
289 L.C.C, 93 (1953) ; Petroleum Products in Illinois Territory, 280 1.C.C. 681_(1951). 

’ Rept. 1647, 85th Cong., 2d sess., Transportation Act of 1958, report of the Senate Com- 
mittee on Interstate and Foreign Commerce on S. 3778, June 3, 1958, at p. 18. 
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such ratemaking should be regulated by the Commission to prevent unfair 
destructive practices on the part of a carrier or group of carriers. 

“It nevertheless appears that the Interstate Commerce Commission has not 
been consistent in the past in allowing one or another of the several modes of 
transportation to assert their inherent advantages in the making of rates. The 
subcommittee recommends, therefore, that the Commission consistently follow 
the principle of allowing each mode of transportation to assert its inherent 
advantages, whether they be of service or of cost. In 1945 in New Auto- 
mobiles in Interstate Commerce (259 ICC 475), the subcommittee believes that 
the Commission properly construed the intent of Congress in this respect when 
it said: 

***As Congress enacted separately stated ratemaking rules for each transport 
agency, it obviously intended that the rates of each such agency should be 
determined by us in each case according to the facts and circumstances attend- 
ing the movement of the traffic by that agency. In other words, there appears 
no warrant for believing that rail rates, for example, should be held up to a 
particular level to preserve a motor-rate structure or vice versa (259 ICC at p, 
538).’ 

“The subcommittee wishes to affirm the interpretation of the Commission given 
in the Automobile case epitomized in the words quoted above. The subcom- 
mittee therefore believes it necessary to amend the act only so as, in effect, 
to admonish the Commission to be consistent in following the policy enunciated 
in the Automobile case thus assuring reasonable freedom in the making of 
competitive rates. * * * 

“The subcommittee anticipates that the broad effect of this amendment will 
be to encourage competition between the different modes of transportation to 
the benefit of the shipping public. * * * 

“The purpose of this amendment is to produce consistency in the interpre. 
tation of the national transportation policy.” * 

When this proposal came before the entire Senate committee, section 15a (3) 
yas amended to the form later enacted,” but the committee made it clear, to use 
its own language, that “in making this amendment to section 5 of S. 3778, the 
committee agrees with and wishes to emphasize the import” of the findings 
of the subcommittee quoted from above. [Emphasis supplied.]*° Otherwise 
stated, the Senate committee specifically approved a return to the principle of 
the New Automobiles case—a principle which it said correctly interpreted its 
intent in the Transportation Act of 1940—but it wanted to make sure that the 
Commission, in its control of competitive rates, would not be barred from enforec- 
ing in appropriate circumstances the prohibition against “unfair or destructive 
competitive practices” in the national transportation policy." That this was 
the purpose of the Senate committee’s amendment requiring the Commission, 
in applying section 15a(3), to give “due consideration to the objectives of the 
national transportation. policy declared in this act” is clear. In fact, the 
Senate committee, after quoting with approval and emphasizing its agreement 
with the subcommittee’s report * said: 


8Td., at pp. 18-19. 

®Sec. 15a(3) as enacted reads as follows: “In a proceeding involving competition 
between carriers of different modes of transpertation subject to this act, the Commission, 
in determining whether a rate is lower than a reasonable minimum rate, shall consider 
the facts and circumstances attending the movement of the traffic by the carrier or carriers 
to which the rate is applicable. Rates of a carrier shall not be held up to a particular 
level to protect the traftic of any other mode of transportation, giving due consideration 
to the objectives of the national transportation policy declared in this act.’’ 

10 See p. 2 of report cited in footnote 1, at p. 7. 

11 Uncertainty on this point was the reason given by the Commission for opposing the 
original version of the rule as proposed by the Senate subcommittee. See testimony of 
Commissioner Freas, hearings before the Senate Committee on Interstate and Foreign 
Commerce, 85th Cong., 2d sess., on S. 3778, at pp. 166—167. 

12 On the House side, there is quoted in the report of the Committee on Interstate and 
Foreign Commerce, the same basic principle from the Commission’s decison in the New 
Automobiles case that was stressed in the report of the ‘Senate committee, and it is said: 

“It nevertheless appears that the Interstate Commerce Commission has not been con- 
sistent in the past in allowing one or another of the several modes of transportation to 
assert their inherent advantages in the making of rates. * * * The committee feels, ac- 
cordingly, that an amendment to the rule of ratemaking is desirable to serve as a guide 
to the Commission in achieving consistency in its treatment of competitive rate cases. 
* * * The committee is of the opinion that the effect of this amendment [sec. 15a(3)] 
will be to encourage competition between the different modes of transportation for the 
benefit of the shipping public.” See H. Rept. No. 1922, 85th Cong., 2d sess., June 18, 1958, 
at pp. 13-15. 
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“The committee wishes further to emphasize that the amendment in regard to 
section 5 amending section 15a of the act as framed by the committee is designed 
to encourage competition in transportation by allowing each form of transporta- 
tion subject to the Interstate Commerce Act full opportunity to make rates re- 
flecting the inherent advantages each has to offer, with such ratemaking being 
regulated by the Interstate Commerce Commission, however, to prevent unfair 
or destructive competitive practices as contemplated by the declaration of na- 
tional transportation policy. Under the committee amendment the principal 
emphasis, but not the exclusive emphasis, in a competitive ratemaking proceed- 
ing involving different modes of transportation will be on the conditions sur- 
rounding the movement of the traffic by the mode to which the rate applies.” 
(See pp. 3-4 of report cited in footnote 7, supra, at p. 7.) 

While thus insuring that the Commission’s jurisdiction to prohibit unfair or 
destructive competitive practices would continue under the new rule, the Con- 
gress in no sense endorsed the use which the Commission had been making of 
this prohibition. In fact, the Congress condemned such use. The unfair or 
destructive competitive practices which the Congress wanted the Commission 
empowered to deal with are competitive practices that are unfair or destructive 
in fact. The Congress, in other words, sharply criticized those Commission 
decisions wherein reasonably compensatory and nondiscriminatory rates had 
been condemned as unfair or destructive competitive practices merely because 
they promised adversely to affect the competitive mode. 

This congressional intent became evident as the proposed section 15a(3)—in 
the amended form approved by the Senate committee—came on for debate. In 
opening on the Senate side, Senator Smathers said (Congressional Record, p. 
9717): 

“T believe the industry must have greater freedom to make reduced rates. 
Under this section the Interstate Commerce Commission cannot hold up the rate 
of a carrier to any particular level in order to protect the traffic of another mode 
of transportation. Under this provision, any mode of transportation will con- 
tinue to enjoy the advantages which accrue to it, whether it be by the nature 
of the service rendered or by lowered cost.” 

Senator Lausche, a member of the Senate subcommittee that heard all the 
testimony, said (Congressional Record, p. 9721) : 

“It may astound some of my colleagues to hear me state that the railroads are 
not allowed to charge a low rate, even though the low rate produces a profit for 
them and is nondiscriminatory with respect to shippers, if the lowness of the 
rate has an adverse impact upon the truckers, the barge carriers, or the airlines. 

+ * * * * * * 


“They are told, when they charge a rate which is low, even though it makes a 
profit for them, that such rate is not allowable if it will adversely affect the 
ability of the truckers or the bargelines to remain in business. 

Senator Bricker, a member of the Senate Committee on Interstate and Foreign 
Commerce, explained (Congressional Record, p. 9737) : 

“The bill, in effect, states that insofar as rates are concerned, when com- 
peting with another mode of transportation, the railroads shall not be restricted 
by the Interstate Commerce Commission because of the effect of the rates upon 
acompeting mode of transportation.” 

Senator Potter, also a member of the Senate Committee on Interstate and 
Foreign Commerce, referred to his committee’s amendment which, as described 
above, requires the Commission, in administering section 15a(3), to give “due 
consideration to the objectives of the national transportation policy declared in 
this act,” and he pointed out (Congressional Record, p. 9741) : 

“Because each mode of transportation has used the national transportation 
policy as its guide or bible, we wrote into the bill the provision that ratemaking 
shall be consistent with the national transportation policy. Therefore, the Com- 
mission will never be in the position of having to hold an umbrella over one 
mode of transportation at the expense of another.” 

There followed this significant colloquy between Senators Lausche and Potter 
wherein it was made clear that by section 15a(3) the Congress was in truth 
reasserting the same congressional intent that it had sought to establish at the 
Ume of the Transportation Act of 1940, and that a change in the statute was 
hecessary “because at times the Commission has sought to stray from the declared 
policy of existing law.” The colloquy follows (Congressional Record, p. 9741) : 
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“Mr. LauscHeE. I cite the Transportation Act of 1940, and certain statements 
which were made when that act was passed. The committee wrote into the 
report then that it was the ‘policy of Congress to provide for fair and impartia} 
regulation of all modes of transportation subject to the provisions of this act 
so administered as to recognize and preserve the inherent advantages of each’ 

“The committee also said : 

“*The ratemaking rule has been amended to expressly provide adequate safe. 
guards for the public and at the same time the Commission is directed in pre. 
scribing a rate to consider its effect on the movement of traffic only by the 
particular type of carrier for which the rate is prescribed. That is, in prescrib- 
ing a rate for water carriers the Commission will not consider the effect of that 
rate on the movement of traffic by either rail or motor carrier.’ 

“Also, the report of the committee of conference stated : 

“The conferees are unanimously in harmony in the viewpoint that the 
inherent advantages of each type of carrier should be preserved for the benefit of 
the Nation. Legitimate regulation must look to the protection of the economie 
advantage of each type of carrier against destructive competition of the other, 
No carriers should be required to charge unreasonable rates for the benefit or 
purpose of compelling diversion of traffic to a competitor.’ 

“So the purpose of the bill in 1940 was to preserve for each mode of transpor- 
tation its inherent advantage, and the Commission was not required to hold an 
umbrella over competing modes—that is, airlines, bargelines, or trucklines.” 

“Mr. Porter. Mr. President, will the Senator from Ohio further yield? 

“Mr. BRICKER. I yield. 

“Mr. Porter. As I understand, it is the intent of the ratemaking section of 
the bill really to reaffirm existing law—in other words, to reaffirm what the 
Congress already has said is to be the policy. This provision is included be 
cause at times the Commission has sought to stray from the declared policy of 
existing law; and therefore we wish to make sure that the Commission con- 
forms to the national transportation policy. Is that correct? 

“Mr. LauscHue. Mr. President, the Senator from Michigan is exactly correct, 
and his statement is in strict conformity with the discussions had and with 
the purposes enunciated in the act of 1940.” 

Throwing further light on the intent of the Congress, Senator Bricker had 
incorporated in the record the report of the staff of the Senate committee. A 
passage from the part dealing with section 15a(3) follows (Congressional Ree- 
ord, p. 9744) : 

“It [sec. 15a(3)] is not a drastic proposal, but it is intended to serve as and 
should serve as an admonition to the Interstate Commerce Commission to fol- 
low what was the intention of Congress at the time the present law was written 
on the statute books in 1940. 

“What we propose to do, in a word, is make it crystal-clear that the Interstate 
Commerce Commission itself was correct when it said in 1945 in the New Auto- 
mobiles case that the rates of each transport agency should be determined al 
ways according to the facts and circumstances attending the movement of the 
trafic by that agency, and that the rates of one form of transportation should 
not be held up or increased to a particular level in the interest of some other 
form.” [Emphasis supplied.] 

Near the conclusion of the debate on section 15a(3), Senator Kefauver in- 
quired as to its effect on inland water carriers, and Senator Smathers, pointing 
to the provisions of section 305(c) of the present Interstate Commerce Act, em- 
phasized (Congressional Record, p. 9758) : 

“In other words, they [the water carriers] can set their own rates, irrespec- 
tive of the effect upon other modes of transportation. By the present language 
we would permit the Interstate Commerce Commission to approve of rates of 
a given mode of transportation, irrespective of the direct relationship it may 
have to another mode of transportation, so long as such rates do not result in 
unfair competitive practices.” 

“Mr. KEFAUVER. * * * 

“However, I should like to ask the Senator a question. We know that each 
form of transportation should have opportunity to make rates reflecting the 
different inherent advantages each has to offer, so that in every case the public 
may exercise its choice, cost, and service considered, in the light of the par- 
ticular transportation task to be performed. 

“Is it the intention of the subcommittee that nothing should interfere with 


the public’s realizing the beneficial or lower cost of each form of transporta- 
tion that is offered ? 
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“Mr. SMATHERS. The Senator is correct. We do not expect anything to inter- 
fere with it. We say in our report that emphasis is placed on the fact that each 
mode of transportation has an inherent advantage over other modes of trans- 
portation. Water carriers, for example, have a certain inherent advantage over 
any other type of carrier. It is that a water carrier can carry cargo cheaper in 
pulk than almost any othe type of transportation. 

“We want the public to be the beneficiary of each mode of transportation, 
and we ask the ICC to recognize the inherent advantages of the various modes 
of transportation.” 

Turning now to the debate in the House of Representatives, the same con- 
gressional intent is apparent. Section 15a(3) was described by Congressman 
Allen, of Illinois, as “designed to promote healthy rate competition between the 
different forms of carriage. It applies with equal force and effect to railroads, 
trucks, and barges. It would give carriers greater free play in establishing 
reduced rates if those rates are compensatory and do not discriminate unjustly 
among shippers. It would do this, however, without legalizing the ‘law of the 
jungle.’ The competition would have to be fair competition.” And Mr. Allen 
continued (Congressional Record, pp. 11351, 11352) : 

“This should benefit not only the carriers, but the shipping and consuming 
public as well— -for it will enable the public to enjoy the obvious benefits of rela- 
tively lower rates where any mode of transportation can offer such rates and 
still show a profit. 

“No longer will railroad rates, for example, be held by the ICC at a high level 
just to keep traffic from being diverted from the highways and inland water- 
ways.” 

Chairman Harris of the House Committee on Interstate and Foreign Commerce 
emphasized that (Congressional Record, p. 11359) : 

“* * * what we have done is to insist that the Commission consider the trans- 
portation policy of 1940 and the new automobile case that was laid down by the 
Interstate Conimerce Commission in 1945,” 

And the following colloquy took place between Chairman Harris and Mr. 
Corbett (Congressional Record, p. 11359) : 

“Mr. CorsettT. I wanted to call the chairman’s attention right at this very 
point to the fact that in section 5 he is confident that this language is strong 
enough to prevent one carrier from taking undue advantage of another carrier 
in contrast to the general policy. 

“Mr. Harris. That is true, but I will tell you another thing, though, that if @ 
carrier can provide a rate, that is fully compensatory, to the shipping public the 
Commission cannot as it is contended in many instances they are doing, require 
that carrier to hold that rate up to a higher level just because it is necessary to 
keep another mode of transportation in business.” 

The true intent of section 15a(3) was further described by Congressman 
O'Hara of Minnesota, a member of the House Committee on Interstate and 
Foreign Commerce (Congressional Record, p. 11364) : 

“Mr. Rossion of Kentucky. Mr. Chairman, I would like to ask the gentleman 
if the wording of section 5 is such that it would be possible for one type of 
carrier to lower its rates to such an extent that another carrier would not be 
able fairly to compete?” 

“Mr. O’HarA of Minnesota. I think the language is rather plain and means 
exactly what it says; that is if that particular mode of transportation has a 
compensatory rate and it is lower than that of the competitor, the Interstate 
Commerce Commission would have to allow that competing form of transporta- 
tion to charge a lower rate. Does that answer the gentleman’s question? 

“Mr. Rogston of Kentucky. I suppose so, but it is not my understanding that 
section 5 would permit one carrier to lower its rate to the point where another 
type of carrier could not compete fairly. 

“Mr. O’HarA of Minnesota. We say in the bill and I quote: 

“‘Rates of a carrier shall not be held up to a particular level to protect the 
traffic of any other mode of transportation, giving due consideration to the 
objectives of the national transportation policy declared in this act.’ ” 

This, then, is the legislative history of section 15a(3). The following con- 
clusions are inescapable. 

First: The Congress, by section 15a(3), reaffirmed the basic policy in the 
Transportation Act of 1940 under which, as expressly found by the Commis- 
sion in the New Automobiles case, “it obviously intended that the rates of each 
** * agency should be determined by us in each case according to the facts 
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and circumstances attending the movement of the traffic by that agency” (259 
1.C.C. at 538). 

Second: The Congress, by section 15a(3), ruled out “deviations” from the 
principle of the New Automobiles case and intended to bring about “consistency” 
in the decisions of the Commission. See 259 1.C.C. at 537-538. 

Third: The Congress, by section 15a(3), would allow any mode of transporta. 
tion, in meeting the competition of another mode, to publish compensatory rates 
that do not discriminate among shippers, subject only to one condition: unfair 
or destructive competitive practices are not permitted under the national trans. 
portation policy. However, to constitute an unfair or destructive competitive 
practice, something more than an adverse effect upon the traffic of a competing 
mode must be shown. Reduced rates to be “unfair” or “destructive” must be 
so in fact and in law. 

Fourth: The Congress, by section 15a(3), clearly intended to promote and 
stimulate competition among the various modes of transportation in order that, 
as stated by Senator Kefauver, “nothing should interfere with the public's 
realizing the beneficial or lower cost of each form of transportation that ig 
offered,” or as stated by Senator Smathers, “We want the public to be the 
beneficiary of each mode of transportation,” or as stated by Congressman 
Allen (Congressional Record, pp. 9758, 11351) : 

“This should benefit * * * the shipping and consuming public as well—for 
it will enable the public to enjoy the obvious benefits of relatively lower rates 
where any mode of transportation can offer such rates and still show a profit.” 
{Emphasis supplied. ] 





APPENDIX B 


ExTRACTS FROM DECISION oF ICC IN CONSOLIDATED SOUTHWESTERN CASEs, 276 
1.C.C. 349, ar 360-362, DEALING WITH OCEAN-RAIL RATES BETWEEN PorInts 
IN EASTERN SEABOARD TERRITORY AND POINTS IN THE SOUTHWEST 


Prior to the withdrawal for war purposes of vessels in the North Atlantic- 
gulf trade, the financial results of operation in that service were unsatisfactory. 
From 1931 to 1940, inclusive, the breakbulk lines’ sustained an aggregate 
operating deficit of $8,140,814. 

During and subsequent to the war the operating costs of water carriers 
increased substantially. For example, as of June 15, 1939, the actual cost 
per month of manning the SS Medina, a vessel of 6,000 deadweight tons 
“apacity, operated by Agwilines, Inc., was $3,565.50. Similar cost of the SS 
Dorothy, a vessel of 7,189 deadweight tons capacity, operated by the Bull 
Steamship, was $3,495. Effective January 4, 1946, the cost of manning the 
C-1 type of vessel, which approximates the tonnage characteristics of the 
prewar type of vessels instanced, was $9,309, and in 1948 this cost increased 
to $10,069.89. 

As of June 15, 1939, the monthly wages of masters of vessels operating in the 
North Atlantic-gulf trade approximated $310, as compared with $645 in 1948. 
The monthly wages of mess cooks during these respective periods were $60 
and $177.47. The 1948 costs, hereinbefore indicated, do not include overtime 
which approximates 40 percent of the cost for straight time. Prior to the 
war the crews operating in the North Atlantic-gulf trade were not unionized, 
and there was no extra pay for overtime. At present overtime operation and 
extra pay therefor are unavoidable. In 19389 the longshore labor rate per 
hour was 95 cents at New York and 8&5 cents at the gulf ports, as compared 
with $1.50 in 1946. Moreover, during that period there was a marked decline 
in labor efficiency. Since 1946, there have been additional wage increases. 
The cost of fuel oil per barrel in 1939 was 82 cents at New Orleans and 
Mobile, and 98 cents at New York as compared with $2.51, $2.92, and $3.15, 
respectively, in 1948. 

In 1939, Newtex Steamship, Pan-Atlantic Steamship, and Southern Steamship 
operated 15 vessels in the North Atlantic-gulf trade, which represented an aver- 
age investment of $120,865 per vessel and average carrying charges of $10,273 
per year. The types of vessel owned by the Government, if used at present, 
would entail investments ranging from $639,000 to $979,000 per vessel, with an- 
nual carrying charges ranging from $54,315 to $83,215. 





1Not including Newtex Steamship Corp. for which operating results were not shown. 
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In 1939, Bull Steamship maintained 180 sailings in the North Atlantic-gulf 
trade at an operating cost of $4,033,099.34. On the basis of the 1948 cost, the 
same number of sailings performing the same service would result in an operating 
cost of $9,202,147.24, an increase of 129 percent. The estimated cost of main- 
taining 52 sailings in that trade in 1948 was $5,337,784.11, as compared with $1,- 
759,820.15 for the maintenance of similar service in 1939, an increase of 203 
percent. ea . 

As of January 1, 1948, there were seven steamship lines * certificated to oper- 
ate in the North Atlantic-gulf trade. However, on May 1, 1948, the only lines 
operating in that service were Newtex Steamship, Pan-Atlantic Steamship, and 
Seatrain. The operation of Seatrain is principally non-break-bulk service. That 
carrier serves Belle Chasse, La., and Texas City, Tex. Newtex Steamship serves 
Houston and Brownsville, and Pan-Atlantic Steamship serves certain gulf ports, 
New Orleans, and east thereof. As indicated, the only steamship service to gulf 
ports west of New Orleans, is that of Newtex Steamship and Seatrain. 

As compared with the prewar period when 50 vessels with a capacity of 279,- 
809 deadweight tons were in operation by 8 break-bulk carriers in the North At- 
lantic-gulf trade, there are at present, exclusive of 4 vessels used by Newtex 
Steamship for the transportattion of iron and steel articles, but 8 vessels with a 
capacity of 85,479 deadweight tons operated by 2 break-bulk lines in that trade. 





APPENDIX C 


THE CONCEPT OF ROBINSON-PATMAN AcT, EVEN IF APPLICABLE, WOULD INTRODUCE 
No CHANGE IN RAILROAD RATEMAKING 


The burden of this argument is that the water carrier is subjected to a type 
of competition that would be disallowed in industry generally. What is meant 
is that the railroads, to be competitive, often charge lower rates between points 
served by water carriers than they do on the traffic of “land-locked shippers,” 
and it is argued that this practice amounts to “geographic price discrimination” 
which “is illegal under the antitrust laws.” 

This argument postulates some sort of obligation in industry generally to keep 
competitors in business. There is no such obligation. 

In Ben Hur Coal Company v. Wells (242 F. 2d 481 (10th Cir. 1957), cert. denied, 
354 U.S. 910), there was an action for damages under the Robinson-Patman Act 
for sales allegedly made at unreasonably low prices “‘for the purpose of destroy- 
ing competition, or eliminating a competitor.” The defense was that the lower 
rates were designed to increase overall volume in a declining market and thus 
improve net revenues, and that they had succeeded in doing this. In dismissing 
the complaint, the court held at page 486: 

“We cannot say, however, that a pricing policy based upon sound economics is 
inadmissible simply because it may result in the destruction of a competitor, for 
it is not within the scope or purpose of the antitrust laws to protect a business 
against loss in a competitive market (Balian Ice Cream Co. v. Arden Farms, 
supra, at p. 801). One who reduces his prices in defense of his economic life can- 
not be guilty of eliminating competition or his competitors. If, as the trial court 
held, the price reductions on domestic coal were made to increase volume and de- 
crease unit cost in order to retain its proportionate share of a diminishing mar- 
ket, the appellees were certainly within the law. In the final analysis, the ques- 
tion resolves itself into one of intent and purpose, not a choice of accounting 
methods. The trial court has absolved the appellees of any guilty intent and we 
cannot say that its findings and conclusions in that respect are clearly erroneous. 
The judgment is affirmed.” 

Again in Balian Ice Cream Co. v. Arden Farms Co. (104 F. Supp. 796, aff'd 
231 F. 2d 356, cert. denied 350 U.S. 991), there was a complaint by a group 
of independent ice cream dealers against a large dairy company under the 
Sherman and Clayton Acts as well as the Robinson-Patman Act for a “drastic 
reduction * * * of the wholesale price of ice cream in the Los Angeles area.” 
The charge was that the defendant had selected ice eream from its many 
products and the Los Angeles area from the many served by it for a special 





* Agwilines, Ine., American Liberty Steamship Corp., Bull Steamship Line, Newtex 


Steamship Corp., Pan-American Steamship Corp. Seatrain Lines, Ine., and Southern 
Steamship Co. 
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price war against the plaintiffs who sold only ice cream and only in the Los 
Angeles area. The district court stated the issue to be (at p. 800) : 

“‘Was the price reduction justified by business and economic considerations of 
the type which would govern reasonable persons, confronted with diminishing 
sales in an endeavor to keep their customers or gain others?” 

The court answered this question in the affirmative, and this was confirmed 
by the court of appeals (231 F. 2d 356). It held: 

“It is of the essence of competition that it must, of necessity, injure others, 
For, as a three-judge court once wrote: 

“ ‘Competition is, in its very essence. a contest for trade.’ ” 

It follows from these decisions that, to prevail under the antitrust statutes or 
the Robinson-Patman Act with a charge of unfair or destructive competition, 
something more than an adverse effect upon the business of competitors must 
be shown. 

The further point of the water carriers that the antitrust laws would not 
permit industry generally to make the same localized reductions that the rail- 
roads publish is equally specious. The Supreme Court in its decision in 
Standard Oil Co. v. Trade Commission (348 U.S. 231 (1950) at 248-250) held: 

“The heart of our national economic policy long has been faith in the value 
of competition. In the Sherman and Clayton Acts, as well as in the Robinson- 
Patman Act, ‘Congress was dealing with competition, which it sought to protect, 
and monopoly, which it sought to prevent’ (Stanley Mfg. Co. v. Federal Trade 
Comm’n, 135 F. 2d 453, 455). We need not now reconcile, in its entirety, the 
economic theory which underlies the Robinson-Patman Act with that of the 
Sherman and Clayton Acts. It is enough to say that Congress did not seek by 
the Robinson-Patman Act either to abolish competition or so radically to curtail 
it that a seller would have no substantial right of self-defense against a price 
raid by a competitor. For example, if a large customer requests his seller to 
meet a temptingly lower price offered to him by one of his seller’s competitors, 
the seller may well find it essential, as a matter of business survival, to meet 
that price rather than to lose the customer. It might be that this customer is 
the seller’s only available market for the major portion of the seller’s product, 
and that the loss of this customer would result in forcing a much higher unit 
cost and higher sales price upon the seller’s other customers. There is nothing 
to show a congressional purpose, in such a situation, to compel the seller to 
choose only between ruinously cutting its prices to all its customers to match 
the price offered to one, or refusing to meet the competition and then ruinously 
raising its prices to its remaining customers to cover increased unit costs. There 
is, on the other hand, plain language and established practice which permits 
a seller, through section 2(b), to retain a customer by realistically meeting in 
good faith the price offered to that customer, without necessarily changing the 
seller’s price to its other customers.” 

The same point was later made by the U.S. court of appeals when Balian Ice 
Cream Co. v. Arden Farms Co., supra, was on appeal (231 F. 2d 356), There, the 
court said at page 367: 

“Plaintiffs’ principal contention on appeal seems to be that because they had 
an established price in the Los Angeles area at which they were making money, 
no one could cut the prices for the benefit of the public in that area unless it cut 
prices in every other area in which it did business. The implication of the ar- 
guments of plaintiffs is that prices can never be lowered by a concern, which 
does any interstate business, in one area if it fails to make a corresponding 
cut in every locality where it does business. This postulate need not be debated 
under the facts here. It may be said Congress did not put a floor under all 
existing prices so these could be lowered by a firm doing interstate business. 
Certain economists contend for this construction. Such a situation would not 
be in the public interest. * * * But it is well established that ‘Congress did not 
seek by the Robinson-Patman Act either to abolish competition or so radically 
to curtail it that a seller would have no substantial right of self-defense against 
a price raid by a competitor.’ ” 

It is thus apparent that the selective type of competition provided by water 
carriers can be met by the railroads under the concept of Robinson-Patman; 
and what is more, there is no possible obligation in industry generally to pro- 
tect a competing mode “against loss in the competitive market” (Ben Hur Coal 
Co. v. Wills, supra, at 486). 
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Mr. Lanepon. That completes the statement, sir. 

Thank you. 

Senator Bartierr. I want to thank you for a very comprehensive 
statement, the preparation of which must have been difficult even 
for an expert, and time consuming. 

The committee appreciates very much your appearing here and 
submitting this paper. 

For myself, the acting chairman would say that he would want the 
time to read and reread it before asking intelligent questions. The 
staff will be competent to ask those questions without a further read- 
ing, I am sure. 

On page 14, you told us the competing forms of transportation 
during the same period experienced great growth. How do you 
account for that growth at a time when the comparable progress ap- 
parently was not being made by the railroad industry! 

Mr. Lanepon. I think there are a lot of reasons for it, sir. A great 
deal of bulk traffic was diverted to the inland waterways, operating, of 
course, over those inland waterways without any costs other than the 
cost of moving the barge. 

That is one type of competition which has taken a lot of traffic away 
from us, and undoubtedly this has been the reason why they have 

own by leaps and bounds. They are a subsidized operation on the 
inland waterways and thus are able to quote these low rates, and they 
have also been giving a much better service than they would lead one 
to believe. 

Barge service today is good service. Moreover, so far as barge 
service is concerned, shippers learned to use it, and stockpile at desti- 
nation and then provide service by truck to the actual delivery point, 
and from the receiver’s point of view that has been almost the equiva- 
lent of overnight trucking service. 

There has been an enormous amount of that going on throughout the 
Midwest. It is tough competition to meet because you have the low- 
cost, subsidized water transportation to a stockpile and then you have 
the overnight truck service to delivery, so that the railroads’ advan- 
tage of better service, as it has been assumed in the past, not only dis- 
appears but actually it becomes an inferior service. 

Now that has accounted, I am sure, for tremendous quantities of 
bulk traffic being diverted to the bargelines. In addition to that, over 
the highways there has been a tremendous diversion, too. I suppose 
that it is fair to say, on balance, that the trucks have provided a bet- 
ter service than the railroads and for that reason have gotten most of 
their traffic in that way. 

Faster service, more flexible service, of course. It is that type of 
competition that we are trying now to meet, in part at least, with our 
piggyback, and we are slowly making progress with piggyback. It is 
the one service on the B. & O. which is growing, and once we get some 
clearances taken care of in some tunnels that won’t take some of the 
trucks, I think we will really go to town with the piggyback. That is 
our own service, and with our own trucks. And then we also hold out 
to haul the trucks of private shippers under plan IIT; an we also have 
a plan IV, which means that the shipper supplies both the truck and 
the car, all we do is haul it. 

Senator Bartierr. Thank you, Mr. Langdon. 
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The chairmanship is about to pass into the more competent hands of 
Senator Scott, of I besiege I am obliged to leave in response to 
a longstanding commitment. I dislike doing so because I find this 
subject not only of great importance, as we all know, but of fascinat- 
ing interest, and I am sure that Mr. Barton and Mr. Grinstein have 
some questions to put to you. 

Personally, I want to thank you for your appearance. 

Senator Scorr (presiding). Mr. Barton, do you want to ask some 
questions ? 

Mr. Barron. Mr. Langdon, I take it you believe competition is a 
sound policy in ratem: aking as between the different methods of trans- 
portation, do you not ? 

Mr. Lanepon. Yes, sir. 

Mr. Barton. Do you believe that same policy should be applied to 
carriers within the same mode ? 

Mr. Lanepon. Of course, it is. There is the most strenuous compe- 
tion among carriers of the same mode going on every day. 

I know that i is true in the railroad industry and I understand it is 
true also in the trucking industry, and of course in the barge industry 
too, I imagine, although I do not know too much about that. 

Mr. Barton. Does that apply to rate competition as between rail- 
roads? Do you have the low-cost railroad making lower rates, and do 
they do so consistently rather than take into account some of the costs 
of the higher cost railroads, thereby holding an umbrella over the 
higher cost railroads? 

Mr. Lanepon. No; I don’t think so. We do have some instances 
where an individual railroad will on the basis of its own costs, and 
irrespective of the effect on the other railroads, go ahead and publish 
a competitive rate. We have instances of that kind going on all the 
time. 

On the other hand, most of the rate adjustments that we make have 
an areawide application, or at least a great number of them do, and 
for that reason they take into account the average railroad conditions 
throughout the territory. 

In fact, the rates will apply throughout the territory, so, therefore, 
all railroads being involved, natur ally we make those rates in the 
light of the conditions obtaining on all the railroads. For instance, 
these paint rates that were referred to earlier this morning, they were 
given an areawide application, and the costs that were used to justify 
them represented average costs of all the railroads, and that is going 
on every day. 

Mr. Barron. Doesn't that hold a rate umbrella over the less efficient 
railroads? 

Mr. Lanepon. I don’t think so, sir, because, of course, there will 
be some railroads that will make a little more money than others. 
That, of course, would be true. There are certain railroads that have 
more favorable conditions than others and will make more money on 
a given piece of traffic than others, but by and large I think that is the 
only way we can make rates for the most part on areawide application 
to meet truck ¢ ompetition, because truc king competition 1 is everywhere. 

It is all over the place and the result is that it is not a point-to-point 
proposition at all. It is trucking competition. Actually they have 
got many more stations than we have. 
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There are a lot of stations that have only truck service so that com- 
petition exists all over the territory and we have had no problem in 
justifying 1 rates given areawide application on the basis of average 
areaw ide railroad conditions. 

It is true, I suppose, that theoretically one railroad would make a 
little bit more money than the other because it did not have the same 
grades, for instance, but it might have a longer route and its advan- 
tage would be offset that w ay. 

Mr. Barron. I take it from listening to your testimony and the 
testimony of the water carriers and some of the truckers, that this 
controversy ranges around two different points. 

One point is “how one might interpret the present rule of rate- 
making and the other point concerns the suspension procedure of the 
ICC. 

Did I understand from your very well prepared paper that you think 
that the railroads should be allowed in a competitive situation to 
publish any rate that includes out-of-pocket costs plus the return on 
investment that you mention ? 

Mr. Lanepon. Well, yes, if that is the best thing they can do in the 
circumstances. In other words, the railroad in making any rate will 
do as well as it can in the light of the competitive situation. 

Now if the best rate that they can make and get the traffic is, let’s 
say, 10 percent above its long-term variable cost, why of course that 
is “the rate to put in because that will put them further ahead and 
increase their net revenues over the point they would be if they did 
not handle the traffic at all. You have to look at these situations in 
the light of the competitive situation and judge how much you can 
get out of the particular traffic, always having in mind that the Com- 
mission has jurisdiction over any maximum “unreasonableness. 

Mr. Barron. Is it your position that the railroads can lawfully 
do this regardless of the effect on competitors / 

Mr. Lanepon. Oh, yes; I think so. They certainly do it to us 
without regard to effect on us, and the only bar that we have, as I see 
it, under the law that exists tod: ay is the bar of an unfair and destrue- 
tive competitive practice. I don’t think that any rate that we pro- 
pose (or they propose) that has the effect of improving our net rev- 
enues and is made with that purpose, can be an unfair and destructive 
competitive practice. 

If it is, then we might as well throw competition out of the trans- 
portation business because it seems to me it is fundamental that when 
we propose a rate, and propose it for the purpose of improv ing our 
competitive position, increasing our net revenues, and that is the pur- 
pose of this rate, it can hardly be regarded as unfair and competitive 
practice, irrespective of the effect on the other fellow because they 
are doing the same thing on us and that is the competitive process, 
it seems to me. 

Mr. Barron. Even though it ran the competitor completely out of 
business ? 

Mr. Lanepon. That is right. We are pulling up branch lines all 
around the place. We are ‘being put out of business. If they can- 
not stand the competition, if they cannot stand the gaff, if they can’t 
stand up against compensatory railroad rates, and rates that operate 
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to improve our competitive and net revenue position, then the com- 
petitors are less efficient and they ought to go by the board. 

That is the way I look at it, if you are going to have competition 
in the transportation industry. Of course if you are going to have 
a managed economy over here in the transportation industry, then 
that is different, but that is not the way we have things in this country, 
I gather. 

Mr. Barron. What would you consider constituted destructive rate 
practice ? 

Mr. Lanepon. I think that a rate that is deliberately made to put 
a competitor out of business would be an unfair and destructive com- 
petitive practice. If you could show that the design of the rate was 
really not to improve your situation but rather was made for the 
purpose of giving the needle to your competitor in a way that was 
going to hurt him, I think that the bar ought to be imposed and the 
line ought to be drawn there. 

We have a case right now. We are being accused, in connection 
with some fresh meat rates across the country, of unfair and destrue- 
tive competitive practices and there was a subpena issued by the 
competing forms of carriers, wanting to see our papers that led up 
to the publication of the rates. We were glad to turn them over 
because it is going to show that what we are doing in filing these 
rates is to improve our net revenue situation and we are going to be 
better off with these reduced rates on fresh meats than otherwise we 
would be. 

Mr. Barton. I take it then rates can be what has been referred to 
as destructive in fact but not destructive in law. Is that what you 
are saying ? 

Mr. Lanepon. Of course, that is right. 

In other words, the effect on a competitor of a rate reduction may 
be to put him out of business, if he is less efficient. No question about 
it, that would be destructive in fact but it would not be destructive in 
law because it would simply be the operation of the competitive 
process. 

Mr. Barron. I take it then if the coastwise and intercoastal shipping 
industry fails, due in part, at least, to rates filed by the railroads, 
that you would say they are victims of the competitive struggle and 
that is too bad for them? 

Mr. Lanepon. Yes, but, of course, I do not think that their troubles 
can be in any way attributed to railroad rate reductions. 

It just so happens they had a lot of other troubles that caused, and 
still are causing, this slipping, including a very surprising transfer 
that we discovered by some original research, and Mr. Hicks will 
testify to when his turn comes, that is, transfer of tonnage that used 
to be on these intercoastal and coastwise operations to private and 
exempt water movements. 

In other words, they apparently have had the same type of com- 
petition as we have had on land. To try to pin it on railroad rates 
just does not make any sense in our opinion. 

Mr. Barron. I take it that you consider the change in the rule of 
ratemaking in the 1958 act gave the railroads permission, or generally 
establishes a policy, that as long as you put in a so-called compensatory 
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rate, you can publish it regardless of the consequences to yourself or 
to your competitor ¢ 

Mr. Lanepon. No, sir; I did not go that far. I want you to under- 
stand that I think we always ought to be called to prove, in justifying 
the rate reduction, that its effect will be to improve our situation. If 
we sustain that burden, let’s say, in connection with the rate reduction, 
then we have effectively answered the claim of the opposition that we 
are being unfair or destructive. 

Now, so far as the effect on the competitors is concerned, if they are 
less efficient and for that reason go out of business, it seems to me that 
is a part of competition, in the same way that our railroad plant is 
retracting under the impact of competition. 

We are not claiming unfair and destructive competitive practices 
against us except in those areas where so much of this competition 
isnot regulated and so much of it is subsidized. 

That is, I think, a truly unfair and destructive competitive practice, 
but of course that is beyond reach of the Interstate Commerce Act. 

Mr. Barron. You heard Mr. Moerman’s testimony earlier this 
afternoon. Did you not? 

Mr. Lanepon. Yes, sir. 

Mr. Barton. What would be your answer if you were charged with 
answering him ? 

Mr. Lanepon. I think they have to decide whether to go into this 
business or not. They have to take a chance or not. I mean you can- 
not have these ways just paved in gold ahead of you and have a right 
to protection from competition from the railroads and I gather that 
what he really wants is the railroad rates to be held at full cost. 

And then he will come in under that umbrella and operate. Ap- 
parently that is in the back of his mind. Now, certainly that is just 
about as unsound as it can be. 

Actually, there are a great many of these transcontinental rates 
that today are much less than full cost on the basis that he would 
describe it. 

Some of those rates on fresh fruits and vegetables, lumber, a lot 
of those transcontinental commodities are far below the full cost 
level today, so that the use of his yardstick would increase a lot of 
these transcontinental rail rates. 

Now, why are they where they are? 

They are at the level that they are presently at because that is the 
level needed to move this business by rail. 

We reach out for 3,000 miles with a relatively low-rate level in 
order to move the business transcontinentally and in competition with 
business that does not require any rail haul perhaps. 

No, I do not agree with Mr. Moerman at all. It seems to me that 
if he is the low-cost operator and thinks he is, let him go ahead. 
But also let him understand that we have the right to meet compe- 
tition and to meet that competition, depending on the competitive 
situation, by rates that often are above our out-of-pocket costs, mak- 
ing a contribution about our out-of-pocket costs and let him also 
understand those out-of-pocket costs include a full return on invest- 
ment after income taxes except on fixed railroad property, where the 
rate of return under the Commission’s formula, at least, is 2 percent 
after income taxes. 
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Mr. Barron. I understood him to say he would be the low-cost car- 
rier and the question he presented was how much railroads would be 
allowed to lower rates to compete with him. Do I understand that 
you take the position that the railroads may publish rates based on 
out of pocket plus the contributions that you mention to compete with 
water carriers ? 

Mr. Lanepon. Yes, of course, if he comes in, he can’t be guaran- 
teed against competition from us and it occurs to me that we are per- 
fectly ‘free or should be perfectly free to compete with him on the 
basis that we compete with everybody else, and should be able to 
compete, othewise, if we are held to our full costs, the railroad 
transportation system is just paralyzed. That is all. 

Mr. Barron. Thank you, sir. 

Senator Scorr. Mr. Grinstein? 

Mr. Grinstein. Your paper on behalf of the American Association 
of Railroads discusses section 15(a)3. I wondered if you were fa- 
miliar enough with the decision since the passage of 15(a)3 to say 
whether ICC was interpreting 15(a)3 in accordance with the views 
expressed in the paper? 

Mr. Lanepon. Well, I think on the whole that they are, yes, sir. 
Of course, the failure, what was said to be the failure ‘of the suspen- 
sion board to suspend these reduced rates, failure that is, as alleged 
by water and motor carriers, is, in a certain sense, a construction of 
the act and since these rates that were filed were compensatory rail- 
road rates and were not unfair and destructive competitive practices, 
the Commission properly let them go into effect. 

There have been a few decisions since the enactment of the section 
15(a)3 and those decisions have been in keeping with what I think is 
the fundamental principle of section 15(a)3. 

It is true that the Commission hasn’t decided all of the possible ques- 
tions that could be raised under section 15(a)3. There is still a lot of 
questions that have yet to be decided but in the paint case, as an exam- 
ple, I think that decision stands for the proposition that the railroads 
are no longer under obligation in filing rates to relate them to truck 
rates and let the Commission decide the differential that should offset 
the service advantages or disadvantages of the competing methods. 

I think it also serves as a precedent for a somewhat different defi- 
nition of an unfair and destructive competitive practice. 

Now the next rates that we propose may have the effect of knocking 
a water carrier out of business, or at least it will be said to have this 
effect. Now the Commission, so far as I know, has yet to decide that 
particular question. They are moving in the direction slowly taking 
up each case on the basis of its facts and deciding it and it seems to 
me that generally speaking, it is in keeping with this fundamental 
proposition that I think, the railroads think rather, was decided when 
the Congress enacted 15(a) 3. 

Mr. Grinstern. How would you decide that case where the rate 
would knock out the water carrier ? 

Mr. Lanopon. I think if the railroads could improve their situation 
by these rates and could demonstrate that was the case, that then the 

rate ought to be allowed to go into effect because otherwise, you don’t 
have competition. 
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On the other hand, if it could be shown that the purpose really of 
the railroad was to knock this competitor out of business, then the 
rates should be canceled. 

Mr. Grinstein. Then there would have to be a specific showing of 
intent ? 

Mr. Lanepon. Intent. Of course the intent being implied from the 
circumstances. But if, as is the case with all of these reductions that 
we are making now, what we are trying to do is help ourselves, having 
been criticized over the years for not having helped ourselves, the 
intent is not there. 

These rate reductions are being proposed on the basis of helping 
ourselves and improving our situation rather than have to complain of 
unfair competition, and so forth. If it isa rate reduction of that char- 
acter and it operates to improve our net revenue and make us a stronger 
carrier and a stronger railroad, then I think it ought to be appr oved, 
irrespective of the effect upon the ompeting form. 

Mr. Grinstein. If we were to assume a coastwise or intercoastal 
common carrier who had fully distributed costs lower than those of the 
railroad on a particular commodity but out-of-pocket costs were higher 
on railroads, would it be your view that the railroads could put in a 
rate that would be something above their out-of-pocket costs even 
though the effect would be to drive the water carrier out of business ? 

Mr. Lanapon. I think that in judging which carrier is low cost, or 
rather which method is low cost, that the only proper yardstick i is to use 
the cost occasioned by the movement of the traffic and that i is, in other 
words, the variable cost or out-of-pocket costs that is incurred or ex- 
pense that is incurred because of the movement of the traffic. 

It seems to me that is the only proper way to measure the relative 
efficiency of two sets of carriers. I am no economist, but the econo- 
mists that I have read on this subject, I think agree with that as the 
proper yardstick to use in evaluating two competing forms of trans- 
portation from the point of view of ‘their economic value. 

Mr. Grinstern. In other words, is this what you would call the 
added traffic theory ? 

Mr. Lanepon. No, it isn’t the added-traffic theory, exactly. Well, 
it is in a sense, but there is tremendous confusion. 

Now, in - use of that expression, the added-traffic theory is, or 
at least as I understand it—again I want to say I am no economist— 
it is the extra cost that is incurred because you fill out trains that 
are Moving anyway or you put on an extra train in a situation where 
there is a deadhead crew coming back and you might as well make use 
of it in the balancing of equipment or something like that. 

But that is the added cost over a very short term. The added cost 
is that cost that obtains tomorrow or next week or within 30 days of 
handling additional traffic. But what I am talking about and what 
the railroads are talking about as a floor for their railroad ratemaking 
is the Commission’s cost section’s definition of long-term variable 
costs. They are 80 percent of all of the operating expenses, revenues 
and taxes, a complete 4-percent return on equipment after income 
taxes and a 2-percent return on railroad fixed property, again after 
income taxes. 

Now the Commission has determined after a long series of studies 
that that is the rough measure of the extent to which with ups and 
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downs in traffic, railroad expenses vary. Now I would never adyo- 
cate a rate, except in the most special circumstances, that would be 
less than that floor. That isthe floor. Anything above that is a con- 
tribution, then, to constant expenses and net revenues, and we have to 
be free to make rates on that basis. That is the differential pricing 
system and it has existed in this railroad industry for years and years 
and by the very nature of things it seems to me it has got to continue 
to exist. 

To a certain extent, of course, it exists in the other forms of trans 
portation, but because the public provides their rights of way, they 
don’t have these heavy constant expenses. 

Mr. Grinstern. I wonder if we could make a summation again, a 
railroad we will say with X rate, cargo 70 percent of the commodity, 
if the railroad proposes a lower rate that would reduce its income, if it 
carried 100 percent of the commodity, would you consider that an un- 
fair or predatory practice? 

Mr. Lanepon. Yes, except you will find in most cases of that kind, 
that that 70 percent proportion is going down and we have to make 
a reduction in order to stabilize the competitive situation, even though 
it means an immediate loss and a loss that would perhaps obtain for 
a period of a year or so, but we would be better off at the end of a year 
or period of time than otherwise we would be if that trend continued. 

In other words, supposing back in 1948 we hadn’t made some of 
these general rate increases and supposing at that time we had made 

rates that would have kept what then was our proportion of this 
traffic and instead of allowing this erosion to continue over the years, 
supposing that: We might be in much better shape today than we 
are at the present time. 

So that in answer to your question specifically, if the trend is down, 
it might very well be that a rate adjustment that was compensatory 
that had the effect, how ever, of reducing your net revenues was justi- 
fied in order to stabilize the competitive position and to put you in a 
better shape than you otherwise would be a year later or 2 years 
later. 

Mr. GrinsTern. Last year, in the testimony before this committee 
of the stewardship of the ICC, one of the Commissioners said that rates 
are lower where there is competition. Would you agree with that? 

Mr. Lanepon. Yes, of course but competition now is all over the 
place. Also, you have the influence, where there is no competition, 
it is hard to think of the place where there is no competition, you 
have the influence of the market competition, too. Supposing you 
have two points, A and B, and there are three ways of moving the 
traffic between A and B. Now there is obviously a competitive situ- 
ation there. Supposing you had out here in the hinterland, the land- 
locked shipper that these water carriers talk about. He hasn’t got 
anything, except a railroad. Now, if he is served, however, by an- 
other railroad than the railroad under the force of the competitive 
situation between A and B it will probably act to protect the land- 
locked ee, s market at B and make a reduction, even though there 
is no truck service and no water carrier service. And, of course, if 
the other railroad that is serving this landlocked shipper, does not act, 
he, the landlocked shipper, has a complaint of discrimination. So 
actually, it isn’t only between the points where you have this competi- 
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tion in the form of competing transportation agencies where the effec- 
tive competition is felt. It is widespread, it is all over the place, per- 
suasive competition is what exists today. 

Senator Scorr. Thank you very much. 

We appreciate your kindness in helping us here. 

Mr. E. D. Grinnell, Jr. ? 

Senator Scorr. Mr. Grinnell. 


STATEMENT OF ERNEST D. GRINNELL, JR., GENERAL ATTORNEY, 
ST. LOUIS-SAN FRANCISCO RAILWAY CO. 


Mr. Grinnecyi. Mr. Chairman, I have a prepared statement which 
Iwould liketoread. It doesn’t take too much time. 

Senator Scorr. Thank you very much, sir. Now the committee will 
leave it entirely up to you whether you wish to go through the entire 
statement or whether you want to make excerpts, or speak ad lib. Just 
as you wish. 

Mr. Grinnett. Mr. Chairman, this, I think, has been boiled down 
as far as I can boil it, so I would like to read it. 

My name is Ernest D. Grinnell, Jr. I am general attorney of the 
St. Louis-San Francisco Railway Co., whose general offices are located 
at 906 Olive Street, St. Louis, Mo. My principal assignment is the 
handling of rate matters for our company before the Interstate Com- 
merce Commission, and I personally handied all matters before that 
Commission involving the automobile rates I will discuss today. 

St. Louis-San Francisco Railway Co., which is popularly called 
the Frisco, is a common carrier by railroad operating approximately 
5,000 miles of railroad in the States of Missouri, Arkansas, Kansas, 
Oklahoma, Texas, Tennessee, Mississippi, Alabama, and Florida. 
Frisco’s principal lines extend southwesterly from St. Louis, Mo., 
through Springfield, Mo., to Tulsa and Oklahoma City, Okla., and Fort 
Worth, Dallas, and Floydada, Tex., and from Kansas City, Mo., 
southeasterly through Springfield, Mo., and Memphis, Tenn., to 
Mobile and Birmingham, Ala., and Pensacola, Fla. 

My company has requested the opportunity to appear before your 
subcommittee for the specific purpose of replying to certain state- 
ments made to you by Mr. D. W. Rentzel, president. of United Trans- 
ports, Inc., on March 30, 1960. A large part of Mr. Rentzel’s state- 
ment concerned general matters which have been dealt with by Mr. 
Langdon in the general statement on behalf of all of the railroads. 
However, a portion of Mr. Rentzel’s statement dealt specifically with 
the action of Frisco in initiating piggyback transportation of auto- 
mobiles during 1959. My purpose in appearing here is to tell you 
Frisco’s side of this story and to remove some of the misconceptions 
that might arise from Mr. Rentzel’s statement. 

It is a matter of common knowledge that within the past 25 years 
the railroads have been almost completely replaced as carriers of new 
automobiles. ‘The extent to which other carriers have replaced the 
railroads in this field is demonstrated by the figures set for.) in 
appendix A which show that the railroads’ share in the transportation 
of new automobiles decreased from 75.6 percent in 1921 to 35.3 per- 
cent in 1940 and to 9.9 percent in 1958. Frisco’s decline in automobile 
traflic took place despite efforts by the railroads to remain competitive 
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pricewise. Needless to say it has, through the years, been a matter 
of serious concern to railroad management. 

The Frisco began preliminary ‘investigation of new methods for 
handling automobiles in 1956. We took into consideration certain 
disadvantages associated with rail as compared with highway trans- 
portation of automobiles. Some of these were slower total transit 
time, greater damage, no delivery to dealer's door, and higher rates in 
some instances. 

Although railroads generally maintained advantages over highway 
transports in lower costs, faster service from terminal to terminal, 
and all-weather 24-hour service, these advantages were frequently 
offset by terminal delays. In addition, the loading and unloading of 
rail boxcars equipped for handling automobiles required more manip- 
ulation of automobiles than is needed to load and unload highway 
trailers. This tended to result in more damage and higher handling 
costs. Since few dealers are located on a r: ail siding, they must take 
team track delivery and make arrangements for delivery of automo- 
biles to their showrooms if the automobiles are handled in rail boxcar 
service. This inconvenience and expense was eliminated when auto- 
mobiles were transported by highway carriers. 

Our studies led us to the conclusion that piggybacking of auto- 
mobiles would be a possible answer, and we approached the major 
automobile producers to determine whether they would be interested 
in this new service. They encouraged us to progress the idea to the 
point of devising a plan that would ‘offer tr ansportation from the end 
of the assembly line to the dealer’s door at comparable or faster 
transit times th: an the highway carriers, insure minimum damage, and 
produce savings in total transportation costs. 

We next approached a number of highway transporters with a pro- 
posal that we jointly work out some arrangement which would achieve 
the foregoing basic objectives. By mid- 1958 the management of at 
least three highway carriers had offered their re: vdy cooper ration. We 
selected one of these in the Southwest which was more particular 
suited to work with us in the territory we serve. We borrowed some 
of their standard highway automobile trailers, loaded them with auto- 
mobiles and placed the loaded trailers upon standard flatcars being 
used for piggybacking other commodities. These units were operated 
extensively over the Frisco system in standard operating conditions 
and proved that the physical handling of automobiles in trailer-on- 
flat-car service by rail would meet t all of the physical requirements 
stipulated by manufacturers and dealers. 

We had only one remaining problem to solve, namely, a set of rates 
to fit the proposed new joint rail-truck service. We arrived at. these 

rates by simply asking our highway transporter what measure of rates 
he would require for that portion of the service he would perform. 
His answer was that he wanted the same revenue that he was presently 
receiving and had been receiving for many years for similar hauls. 
Since this highway tr: ansporter was a common carrier, his rates were 
on file with the Interstate Commerce Commission. Stated otherwise, 
the motor carrier portion of the revenue was to be neither more nor 
less than he was then being paid by automobile shippers for similar 
hauls. With this information, we then determined what Frisco 
should get for its part of the complete transportation service. After 
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extensive cost studies, we proposed, as our proportion, a factor which 
would return to us more than 100 percent of our fully distributed costs 
from St. Louis to Oklahoma and Texas. Fully distributed costs in- 
clude all items of cost and a return on investment. Thus, the joint- 
through-single-factor rates finally decided upon were made up of the 
motor carrier’s existing local rate and a fully compensatory rail factor. 

The tariff providing for these joint rates was published to become 
effective May 15, 1959. So far as I am advised, it was the first tariff 
providing for a joint rail-truck service on setup automobiles. It is 
the one against which Mr. Rentzel directed his attack. 

The idea of such joint rail-truck service was not new or novel. Pro- 
yisions for such joint rates and services were included in the Motor 
Carrier Act of 1935 and now appear as section 216(c) of the Interstate 
Commerce Act. Many such rates are in effect on other commodities. 

I have gone through this explanation to demonstrate that the initial 
Frisco automobile piggyback tariff did not involve any new or sig- 
nificantly different principles. Every feature of this tariff except 
the amount of the rate had been approved either directly or indirectly 
by the Interstate Commerce Commission. 

‘Now, may I explain briefly how the amount of the rate was com- 

uted? The initial rates provided for rail transportation from St. 
Louis, Mo., to two railheads: Tulsa, Okla., where traffic destined to 
Oklahoma points would be interchanged with the highway hauler, 
and Irving, Tex.—the site of Frisco’s piggyback ramp facilities in 
the Dallas area—where traffic destined to Texas points was inter- 
changed. For its service beyond these interchange points the truck- 
line had asked for its regular published mileage rate from either 
Tulsa or Irving to the final destination. To this was added a rail 
factor of $50 per automobile from St. Louis to Tulsa and $60 per 
automobile from St. Louis to Irving. Thus, the tariff published as 
a joint-through-single-factor rate from St. Louis to Dallas, Tex., 
$68.90 per automobile, made up of $60 for the railroad and $8.90 for 
the truckline, which was its regular charge per automobile for 0 to 
15 miles. 

Mr. Rentzel would have you believe that the revenue yielded by 
this rate to the railroad was substantially below that produced by 
other commodities. This statement is without foundation. 

Frisco’s rate provided for a minimum of four automobiles per 
trailer. ‘Two such trailers can be and are loaded upon one 85-foot 
flatear. This means the Frisco receives $480 for transporting one 
carload of eight automobiles 693 miles from St. Louis to Irving, Tex., 
or 69.26 cents for each car-mile. On shipments moving through Tulsa, 
Frisco’s car-mile revenue is even higher. In that case Frisco receives 
$400 per carload for a haul of 409 miles, or 97.79 cents per car-mile. 

These revenue figures are based upon originations at the Chrysler 
plant at Valley Park, Mo., which is about 10 miles west of St. Louis, 
where we maintain a ramp for loading trailers on flatears. If Frisco’s 
other piggyback ramp in St. Louis is used, they become 68.18 cents 
per car-mile to Irving and 95.25 cents per car-mile to Tulsa. 

Mr. Rentzel’s reference to 34 cents per car-mile at page 497 of the 
record of the hearings before your subcommittee was in error. The 
revenue per car-mile figures which Mr. Rentzel referred to for bitumi- 
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nous coal, iron ore, and sand and gravel have little significance for 
comparative purposes because they do not give any weight to the 
length of haul involved in constructing those figures. 

A more pertinent comparison would have been to compare the total 
revenue per carload for hauls of comparable distance. If this com- 
putation is made, it would be seen that Frisco’s revenue per carload on 
iron ore from St. Louis to Irving, Tex., under presently effective rates 
would be $462; bituminous coal would produce $402; sand and gravel 
$163.80; and automobiles in boxcars $259. All of these are below 
the $80 per carload produced by the automobiles in piggyback service, 

To Tulsa, Okla., iron ore will produce $360 ; bituminous coal $205.80: 
sand and or avel $128.10; and automobiles in boxears $118. These 
figures also are far below the $400 per carload which Frisco would 
receive for carrying eight automobiles in one carload in piggyback 
service to Tulsa, Okla. Revenues per ton or per ton-mile can be 
compared with similar results. 

I might add if you take revenues per ton, or per ton-mile you get 
approximately the same results. 

There was, therefore, no reason why the Commission should have 
been shocked by the level of these piggyback rates, as Mr. Rentzel 
intimates that they should have been. In fact, the petition for suspen- 
sion filed by the National Automobile Transporters Association against 
our first automobile rates contained an extensive cost study which 
showed that the rail revenue to Tulsa was 115 percent of out-of-pocket 
costs and 105 percent of fully distributed costs. In the case of Dallas 
this study showed that the rail revenue was 103 percent of out-of- 
pocket costs and 93 percent of fully distributed costs. 

Our reply to that cost study demonstrated that the National Auto- 
mobile Transporters Association’s cost study had not only used incor- 
rect mileages, which I might add were inflated so as to inflate the cost, 
but that it also overstated certain other cost figures. The result of 
the Frisco’s corrections was to demonstrate that the rail revenue from 
the rates to Texas amounted to 122 percent of fully distributed costs. 

Therefore, the Interstate Commerce Commission’s Suspension 
Board, in considering Frisco’s original automobile rates, had before 
it an extensive petition for suspension including a cost study and an 
equally extensive reply including a cost study. Both of these cost 
studies showed that these rates produced compensatory revenues. 
Coupled with this fact was the fact that these rates involved no new 
principles and were a step in the direction of cooperation by two old 
competitors to coordinate their services as to preserve the inherent 
advantages of each and to produce a lower rate for the shipper. I 
submit that the Commission v ery properly, under those circumstances, 
refused to suspend because it thereby fostered a new dev elopment in 
transportation. 

These first rates became effective on May 15, 1959. Shortly there- 
after, Mr. Rentzel’s company asked to become a party to them and 
was included by a tariff supplement which became effective on July 
10, 1959. 

Since the original automobile piggyback tariff became effective, 
Frisco has added other origins and destinations so that today joint 
rail-truck service is available from the St. Louis area to Alabama, 
Arizona, Georgia, Mississippi, New Mexico, Oklahoma, and Texas, 
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and from Kansas City to points in Texas. There are some important 
rinciples which directed the establishment of these rates: 

First, they are all joint rail-truck rates. In other words, a motor 
common carrier of automobiles must transport each shipment from 
the railhead to destination. 

Secondly, there are no rates in which the Frisco participates within 
a circle approximately 300 miles in radius around each point of origin. 
We have intentionally stayed out of this field, believing that for the 
shorter distances up to approximately 300 miles the highway hauler 
of automobiles can render a faster service than we can and at rates 
which would not be profitable to the railroad. 

Third, we have restricted rail participation to a limited number of 
interchanges. Thus, shipments destined to any point in Texas are 
delivered to the truckline at Irving, which is Dallas; to Oklahoma 
the truckline receives all shipments at Tulsa; shipments to New 
Mexico and Arizona are interchanged at Floydada, Tex., which is 
out of the Panhandle, not far from the Mexican border, and all ship- 
ments to the Southeastern States are delivered to the truckline at 
Birmingham, Ala. In this manner the trucks are given a maximum 
haul at the destination end. 

Fourth, in setting the level of rates, we approached the matter by 
carefully considering our cost for hauls 400 miles and beyond, be- 
lieving that for such longer rail hauls we could perform road-haul 
service at lower cost than the highway haulers. This proved to be 
correct and, after adding profit to our costs, and coupling them with 
the already profitable highway haulers’ rates, the two in combination 
resulted in a total overall lower rate. Manifestly, this type of rate- 
making is entirely proper and the fact that it does happen to result 
in lower rates than the highway haulers’ rates for long hauls is not 
destructive rate cutting. To the contrary, it is simply passing along 
the inherent advantages of both types of transportation to the ship- 
ping public, which is ; sound economics and in line with the national 
transportation policy. 

Without examining the books of United Transports it is difficult 
to tell whether or not Mr. Rentzel’s comparison of the business han- 
dled by his company during the last 3 months of 1958 with that 
handled during the same 3 ‘months of 1959 is a valid comparison. 
However, one indisputable observation may be made. The closing 
of the Chrysler Corp. plant at Evansville, Ind., and the activation 
of the new assembly plant at Valley Park, Mo., resulted in changes 
in methods of tr ansportation. Despite these changes, during the last 
quarter of 1959, United Transports, Inc., received a total of 8,464 
automobiles from Frisco destined to points in Oklahoma and Texas, 
6,424 through our Irving interchange, and 2,040 through Tulsa. On 
each of these automobiles United received the regular truck revenue 
for the distance it was required to handle them. 

At page 495 of the record of the proceedings before this subcom- 
mittee, Mr. Rentzel indicates that the railroads are being allowed to 
duplicate motor carrier service through the piggybacking of auto- 
mobiles. In general, automobile piggyback rates in the area served 
by Frisco have taken two forms. One is the joint rail-truck type of 
service which I have described. The other is the so-called ramp-to- 
ramp service in which the shipper provides the trailers and delivers 
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them to the railroad piggyback ramp. The railroad then furnishes 
only the line-haul transportation and delivers the loaded trailers to 
the shipper at its piggyback ramp in the destination city. All sery- 
ices prior to and subsequent to the rail haul are arranged for by the 
shipper without any connection with the railroad. Frisco presently 
has in effect a tariff providing some of these 1 ramp-to-ramp rates, but 
little, if any, traffic has moved under these rates since they are not as 
attractive pricewise as the joint rail-truck rates which I have de- 
scribed in detail. 

At pages 498, 499, and 513, and also page 515, of the record of 
these hearings before your subcommittee, Mr. Rentzel has made state- 
ments which leave the i impression that the Interstate Commerce Com- 
mission has not suspended any automobile piggyback rates. This 
impression is not correct. In the Commission’s Investigation and 
Suspension Docket 7269, Division 2 of the Commission ‘entered an 
order on November 13, 1959, suspending certain automobile piggy- 
back rates proposed by the Kansas C ity Southern Railway for ap- 
plication from Kansas City to points in Arkansas, Louisiana, and 
Texas. These rates were ramp-to-ramp rates. Frisco protested these 
rates because it was our position that the rates were too low. Na- 
tional Automobile Transporters Association and United Transports, 
Inc., were also protestants. 

Senator Scorr. Mr. Grinnell, I am very sorry to say that is a final 
call. We would appreciate it iif you would be good enough to sus- 
pend and Senator Monroney and ‘I will be back to resume the hear- 
ings as soon as we answer the rolleall. 

(Recess. ) 

Senator MonroNry (presiding). Mr. Grinnell, I apologize for this 
delay. Until Senator Scott returns I will preside so we won't delay 
the hearings. 

Mr. GRINNELL. Senator, I just finished saying after the protest 
of Frisco and the National Automobile Transporters Association and 
the United Transports, the Commission suspended the piggyback 
rates. 

After the Commission suspended these rates, Kansas City Southern 
requested the Commission to vacate its order of suspension. Frisco 
consented to this vacation because of the position we have subse- 
quently taken with caine to other comparable rates. On December 
29, 1959, the attorneys for the National Automobile Transporters 
Association and for United Transports, Inc., also consented to the 
lifting of this suspension, and on January 22, 1960, the Commission 

vacated that part of its order which had suspended the operation of 
the Kansas City Southern rates. 

In connection with its order suspending the Kansas City Southern 
rates, the Commission on its own motion entered into an investigation 
of certain other automobile piggyback rates published on a ramp-to- 
ramp basis by the Wabash, Frisco, Missouri Pacific, and other rail- 
roads. This case is the Commission’s Docket. 33263. 

In the Commission’s Investigation and Suspension Docket 7278, 
the Commission suspended certain automobile piggyback rates pub- 
lished on a ramp-to-ramp basis by the Wabash for application be- 
tween Detroit, Mich., and Kansas City, Mo. It also suspended some 
similar rates published by the Wabash in connection with the Frisco 
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and other railroads between Detroit, Mich., and Tulsa, Okla., and 
Dallas, Tex. The Commission has subsequently, upon petition of the 
railroads, vacated its order of suspension but has continued these rates 
under investigation. 

It will, therefore, be seen that the Commission has suspended some 
tariffs publishing piggyback rates on automobiles. Hearings in the 
three cases I have named began on May 3, 1960. 

In investigation and suspension docket 7333, the Commission sus- 
pended certain automobile piggyback rates from Detroit, Mich., and 
Lorain, Ohio, to Buffalo, N.Y. My company is not a party to these 

ates, and I merely mention this case as an example of Commission 
action. 

In summary, I submit to your subcommittee that the Frisco’s auto- 
mobile piggyback rates, which have been attacked by Mr. Rentzel, 
represented a step forw ard in the transportation of new automobiles. 
It was a step which was made by the Frisco in cooperation with estab- 
lished motor common carriers of automobiles. Our experience has 
proven that. the shippers have found this new service satisfactory 
and have used it for a portion of their shipments. It has by no means 
replaced the over-the-road movement of automobiles and there is little 
prospect that it will ever be able to completely replace such move- 
ments. If the Interstate Commerce Commission had been required, 
as Mr. Rentzel indicates they should have been, to suspend the Frisco’s 
rates, this new form of transportation would have been withheld 
from the shipping public for a considerable length of time. The 
discretion of the Commission should not be so limited as to needlessly 
delay new services for the shipping public. 

As one who is in almost daily contact with cases that are decided 
by the Interstate Commerce Commission’s Suspension Board, I have 
observed that the Board has been careful and conscientious in review- 
ing the matters which are submitted to it and in deciding in the first 
instance whether or not proposed tariffs should be suspended. My ex- 
perience has been that their consideration of these cases is thor ough, 
considering the time which is allotted to them to exercise that func- 
tion. While I am not alw: ays in agreement with their decisions, I 
have never had any reason to doubt their integrity or feel their delib- 
erations were not the result of conscientious consideration. 

My company appreciates very much the opportunity to have pre- 
sented our side of this story to your subcommittee. We think that it 
shows that within the framework of the present Interstate Commerce 
Act new methods of transportation can be developed and put into 
operation. I have specifically refrained from making any direct com- 
ments concerning the compl: uint which has been filed with the Inter- 
state Commerce Commission concerning our joint rail-truck rates on 
automobiles. That case is presently scheduled for hearing in July 
and it is our belief that there should be no extensive comments upon 
it prior to the time it has been submitted to and decided by the Inter- 
state Commerce Commission, to whom Congress has delegated the re- 
sponsibility of deciding such issues. 

Thank you. 


(Appendix A follows :) 
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APPENDIX - A 
“TRANSPORTATION OF Motor Venicres FROM Factories 
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APPENDIX A 


Methods of shipping motor vehicles from factories 

































Highway Railroad | Boat {| Total 
lined nneeeieiipebieaia $$$ | ——$$_$__—_____—— motor | 
Year | | vehicles | 
| Number | Per. Number Per- | Number Per- shipped 
cent | | cent | cent 
hittin dai iatnnuiiitamnil S icncheiaidhilidaciet techs ie SB oe Bd i ge pt etaal sak 
| 
ee ee ae ead | 372, 764 | 23.0 | 1, 221, 045 75.6 | 22, 310 | 1.4 MS 
é |} 29.5; 1,734, 609 68.2 | 58, 220 2.3 2,5 
28.3 | 2,810, 110 69.7 | $1, 587 | 2.0 1, 
24.8 | 2,652,216 | 73.6 | 55, 499 | 1.6 3, 
26.3 3, 041, 892 71.3 103, 158 2. 4 1,2 
24.8 | 3,123,345 72.6 | 110,770 | 261 7 
21.7 | 2,538,118 | 74.6] 124,369) 3.7 3, 
28. 1 2, 956, 594 | 67.8 179, 173 | 4.1 4, 3! 
36.7 3, 178, 773 | 59. 6 199, 576 3.7 5, 3 
42.0 1, 850, 956 55.0 | 99. 414 3.0 = 
| 44.1] 1,244,272 52.3 | 85,609 | 3.6 2: 
| §3.1 | 43.1 51, 103 3.5 l, 
49.2 S833, : 44.1 126, 258 6.7 1 . 
44.2 1, 373, 239 | 50.2 | 154, 540 5.6 2, 737, 070 
47.8 1, 798, 809 | 45.3 272, 458 | 6.9 3, O71, 241 
50.1 | 1,912,594] 42.9 311, 436 7.0 1, 461, 462 
50.9 2, 027, 146 42.1 340, 773 | 7.1 4, 820, 219 
| 53.0 1, 026, 441 40.9 151, 632 | 6.1 2, 508, 407 
| 55. 6 1, 383, 711 38.6 208, 549 | 5.8 3, 5SR, S89 
| 58. 6 l, 35.3 274, 431 5.1 4, 472, 286 
( . . 57.0 : 37.1 287, 703 5.9 4, 840, 502 
1942-45 1__._. a . = és ™ - ; i 
tint ercoeian ae 1, 661, 637 53.8 1, 40.7 1469, 664 5.5 3. OR9, 565 
a fee : | 2,822,773 58.8 | 1, 688, 660 35. 2 286, 188 6.0 4, 797, | 
1948_._- 3, 289, 641 62.2 1, 664, OSS 31.5 | 331, 6.3 5, 28 
eo I : | 4,167, 269 66. 6 1, 596, 109 25. 5 490, 27% 7.9 6, 253, 651 | 
1950___- 5, 776, 706 74.3 1, 640, 994 20.5 585, 356 7.3 8, 003, 
es aals woke ..-| 4,966, 709 73.4 1, 329, 838 19.7 468, 716 6.9 6, 765, 
1952.... ia oan 4, $21, 27: 78.0 840, 262 15.2 377, 424 6.38 5, 538, 
1953 ates i ‘ 5, 712, 360 78. 0 1, 114, 479 15.2 496, 375 6.8 7, 323, 
Se iicrcieardiunchaces seer es4 5, 314, 842 80. 5 916, 185 13.9 370, 044 | 5.6 6, 601, 
a oan 7, 549, 286 | 82.4 1, 141, 095 12.4 478, 911 5.2 4, 169 
WO co san a 5,859,768 | 84.7 760, 019 11.0 | 300, 805 13] 6,920,; 
DR ee ccod: : 6,159,743 | 85.3 | 661, 387 | 9.2 | 399, 390 5.5 7, 220, 520 
9 502, 542 | 9.9 164, 649 | 3.2 5, O81, 322 


1958 ae — 4,414,131 | 86. 


—_————$——e 


1 War years not available. 


Source: Automobile Facts and Figures—Automobile Manufacturers Association. 
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Senator Scorr (presiding). Thank you very much, Mr. Grinnell. 

I am again sorry that we had the interruption, as I understand you 
are pressed for time here. I have no questions. 

Senator Monroney. I have a few questions. I am not a member of 
this subcommittee, but I am quite interested in this subject because it 
has had impact in the area I have the privilege of representing. It 
has caused quite a good deal of concern. 

May IL ask: Is there a savings that results from the shipping of these 
cars by piggyback ¢ 

Mr. GRInNELL. To the shipper, Senator ? 

Senator Monroney. Is there a saving below the other costs ? 

Mr. GRINNELL. Yes. Hour rates, as I understand it, are lower than 
the rates of the automobile carriers. I think Mr. Rentzel used the 
figure of $19—I think that is about right. It depends entirely on the 
distance, of the length of the truck haul, because as you get to the far- 
ther reaches—for instance, El] Paso—I doubt that there is as much 
saving as there would be, for instance, right at Dallas. 

Senator Monroney. That savings goes to the customer, does it ? 

Mr. GRINNELL. It goes to the man that pays the transportation bill 
now. I don’t know what he does with it. 

Senator Monroney. That would then be a factor. It is paid by the 
factory, bill of ladings to the factory. 

Mr. GRINNELL. In nearly all of these shipments the automobile 
manufacturer pays the freight bill. 

Senator Monroney. You don’t know whether it is passed on to the 
dealer to be passed on to the customer? 

We do have an Automobile Price Labeling Act which requires, 
among other figures, the approximate freight cost be shown. My un- 
derstanding is that none of this has gone beyond the manufacturer. 

Mr. GRINNELL. I am not acquainted 

Senator Monroney. Your billing goes directly to the factory ? 

Mr. GRINNELL. Yes, sir; it does. 

Senator Monronry. On page 7 you state that you don’t ship these 
cars by poundage, you ship them by car-miles; is that correct ? 

Mr. GRINNELL. Our rate is in dollars and cents per automobile. And 
it makes no distinction as betwen the weight of the automobile. 

Senator Monroney. So that it is actually a carload at about 69.25 
cents per car-mile ? 

Mr. GRINNELL. That would be correct ; yes, sir. 

Senator Monroney. Now, that runs between, say, St. Louis and 
Oklahoma City, a distance of some 600 miles, I believe ? 

Mr. Grinnetu. The 69 cents goes—it is figured on our mileage 
to Irving or Dallas, and that distance from St. Louis is in round 
figures 700 miles. 

Senator Monronrey. My question is: What happens then to the 
trailer that carried the cars piggyback after it reaches Dallas? 

Mr. Grinne wt. It is turned over to the truckline. In most cases, as 
I understand the operation, for instance, cars that. would be handled 
over the road by United are loaded in United trailers and then it is, 
of course, necessary to keep a supply of these trailers at St. Louis 
where they are loaded and they have to be returned ? 

Senator Monronry. Who returns them ? 

Mr. GRiNNELL. We return them. 
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Senator oa Tie y. What is the charge for that ? 

Mr. GrinnetL. Nocharge to anyone for that. 

Senator Monrone Y. So actu: ally you have a double mileage for 
which a charge is made at 69.26 cents for the one-w ay trip, w ith the 

cars, but the same flatcar and same trailer is loaded aboard and then 
returned free of charge 

Mr. GrinneEwu. That is correct. 

Senator Monronry. So you have a two-way haul for which you 
have 1 — enue one way ? 

Mr. GriInneL. That is correct, but in constr ucting these rates and in 
figuring our costs and all the costs that we have submitted to the 
Commission, that has been taken into account. In other words, we 
have always maintained that as far as we were concerned in figuring 
our costs in connection with this, and in figuring this service, it is 
100 percent empty return. 

Senator Monroney. You don’t ever load cars at Dallas and ship 
them back to the factory. That would be like carrying coals to New- 
castle ? 

Mr. Grinnewu. It would not be so much like that as automobile 
business is developing. There is some cross-hauling from these various 
points we do not engage and have no rates provided for it. 

Senator Monroney. If that same trailer and the tractor that car- 
ries it had engaged in on-the-road transportation, they would have 
had that round trip haul, and the rate would have had to reflect the 
cost of returning the equipment to the point of origin of additional 
cars ? 

Mr. Grinnetu. That is correct. Basically whether this is piggyback 
or all highway, the trailer has to be returned. There is little if any 
of this back haul. 

Senator Monroney. What happens to cost of returning the trailer 
and the car that carried it?) That car can’t be used for anything else. 
It can’t be used for heavy equipment, oilfield drilling equipment or 
anything going back. You are deadheading the trailer and the car 
the same number of miles it came on the original trip from St. Louis to 
Dallas; is that correct ? 

Mr. Grinneti. Yes, sir. I should say this, though, that in these 
joint rail-truck rates, there is no provision that requires the return of 
that trailer. Now, in the ramp-to-ramp type rates I described, where 
the trailer belongs to the shipper, I think universally among the tariffs 
in our area, those rates provide for the return of an equivale nt number 
of empty trailers. But, as I say, in our approach to it, we feel that 
we have taken that into account because when we figured the costs and 
as we presented them to the Commission, about a month ago, that is 
taken into account and we cost that return move out. just as we cost out 
the move. In other words, we use twice the mileage is what we do. 

Senator Monronry. You challenged Mr. Rentzel’s figure of 34 cents 
as being inerror. And he clearly made the statement that this was for 
the revenue car-mile per round trip. You must either ignore that or 
there is no revenue resulting from it. 

Mr. Grinnewt. Well, sir, the figures with which he compared that 
are on a loaded mile basis. Generally you figure it that way. There 
is some empty haul in everything you handle. You always have a 
time return of something. It is “not always 100 percent, but to get 
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them on an exactly comparable basis, as I say, I don’t think car miles is 
the real way to do it or earnings per car-mile. I think it is total earn- 
ings per carload for comparable hauls in the same territory. Then 
you have something that is really comparable. Ton miles would be 
another way. 

Senator Monroney. You don’t figure that way, you figure revenue 

er car-mile? 

Mr. GRINNELL. That is true. 

Senator Monroney. Car-miles run back from Dallas as well as to 
Dallas. It seemed to me that you could figure it either way you like, 
but if you figure the trip back because the trailer must get back to St. 
Louis before it can be used again, then you do have the round trip to 
figure. If you consider that mileage, then I don’t think Mr. Rentzel 
js out of place in quoting a 34-cent rate for the round trip. 

Mr. GrInNELL. I have no dispute with him that if you take the total 
round trip that these figures are divided by two. 

Senator Monroney. Your figures show the automobile rate is $480 
per car ? 

Mr. GrINNELL. Senator, you can’t really describe that as a rate. 
The way these tariffs are madeup, that is the Frisco’s division of the 
joint revenue. There is no rate of $480 inthere. That is what we get 
as our portion of the total transportation service. 

Senator Monroney. What is your rate on iron ore, for example? 

Mr. GrinnELL. To make it as nearly comparable as we could, you 
take $462. Now, there is little if any iron ore moves from St. Louis to 
Irving, but under the tariffs that are now in effect for one carload of 
iron ore, using 60,000 pounds as a minimum, we would receive $462 for 
that transportation. 

Senator Monroney. On bituminous coal what is it ? 

Mr. Grinnetu. Using again 60,000 pounds and the rates that are 
presently in effect, we would receive $402 for taking that. 

Senator Monroney. You are not too far off from such things as raw 
materials as iron ore and bituminous coal. Now, do you have any 
backhaul on that particular equipment going back to St. Louis? 

Mr. Grinne.i. As I say, there is little if any that moves that way 
and I don’t know whether you would have anything for those kind of 
cars coming back. 

Senator Monronery. Are they suitable for gravel or sand or other 
commodities ? 

Mr. Grinneti. They are, but again, Senator, gravel doesn’t move 
generally from Texas to St. Louis. All of ours comes from Pacific, 
Mo. 

Senator Monronery. You are not obligated to get the car back or con- 
tainer back as you are on this shipment; you just can’t kick that trailer 
off down to Dallas and leave it there ? 

Mr. Grinneti. Actually, under the tariff providing these joint 
rail-truck rates, we have no such obligation. It arises for a need of 
balancing supply of equipment, just as it does in case of iron ore or 
boxcars or anything, you have to take empties from here to there in 
order to keep your supply at the places where you have demand for 
them. 

Senator Monroney. You wouldn’t carry anybody else’s trailer back 
unless you carried it down full, would you? 
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Mr. GRINNELL. We don’t have any rates providing for that. 

Senator Monroney. I mean, you give this to the person who loaded 
the car on the one haul, and he comes back for free because he has 
to get his trailer back ? 

Mr. GrinNELL. Well, I don’t know as I could agree that it comes 
back free. What we have provided in this tariff is a through service 
from the automobile plant to the dealer’s door. Now, the carriers, 
there is no mention in that tariff of backhauling trailers or anything 
else. The tariffs, or parties to that tariff, in our case it would be 
Frisco, United Transport, Auto Convoy of Dallas, and the other 
parties to that tariff have the responsibility of furnishing the neces. 
sary equipment to perform the service they hold out. Now, to the 
extent that we have to haul those trailers back, that is true, that they 
are hauled back and we have considered that a part of our costs in 
our approach to this thing. By the same token, when we haul boxcar 
traffic down there, if we have an oversupply of boxcars in Dallas, 
we have to take them back to St. Louis where we may have the shortage. 

Senator Monronry. You don’t necessarily deadhead those back: 
those might be picked up by another line and move by way of Mem- 
phis and a lot of other ways, couldn’t they? They might go by way 
of Chicago before it gets back, perhaps. 

Mr. Grinnew. It is, and these rates apply only by direct. routes, 
I have in mind, Senator, and I am not sure this is correct, but it is 
a present practice that our empty return is about 35 or 40 percent on 
general boxcars. I have that in my mind; I am not sure it is absolutely 
correct, but it is about that. 

Senator Monroney. And the cars using iron ore or bituminous coal 
may find themselves on other lines and eventually come back to you; 
is that correct ? 

Mr. GrinneLL. It depends a lot on ownership, Senator, because when 
a car remains empty there are certain rules under car service rules 
that certain disposition is made of it. Some cars have precedence for 
loading and some of them have to be sent to certain destinations, so 
you can’t establish any particular rule with regard to them, such as 
you can with these. We have to keep a supply of United trailers or 
Auto Convoy trailers at St. Louis so that we can load their trafic 
in them. 

Senator Monronry. Has ICC ever passed on this through back- 
haul ? 

Mr. Grinnewu. No, sir, not that Iam aware 

Senator Monroney. I know they wouldn't let Senators send their 
car back, even though they carried it down. Maybe if five Senators 
get together and say we want to put automobiles on a flatear, we want 
to get it from St. Louis to Dallas and then we would like to have it 
sent back without charge. I just wonder how you worked out this 
deal of hauling something back without charging for it ? 

Mr. GrINNELL. Senator, in our ramp-to- ramp rates which provide 
for hauling of loaded shippers’ trailers, there is a specific provision 
in the tariff that says the trailers will be returned without additional 
charge. That is not the exact |: anguage, but that is the thought of it. 
So to the extent that the Commission has allowed those rates to go 
into effect, I would say that they have at least not thought that it 
was unlawful to do that. 
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In connection with some of our other piggyback rates, on other 
commodities, where we haul shippers’ trailers, there is a specific 
charge for bringing the empty trailer back. 

Senator MoNRONE y. This is a sort of different breed of cats. 

Mr. GrinneE.L. In these joint rail-truck rates, as I say, the shipper 
does not furnish any of that equipment. That is the equipment of the 
carriers in combination furnishing the total transportation service 
and so in accordance with our duty to have equipment available to 
handle their shipments, these are brought back. 

Senator Monroney. Could any trucker that happened to show up 
at St. Louis with a load possibly out of Detroit put it on at this same 

rate and deliver it on to Dallas and then go on to El Paso with it? 

Mr. GrinneELL. I am hesitating, Senator, because I want to get the 
answer correct for you here. 

Senator Monroney. I appreciate that. 

Mr. GrinneELL. If, for instance, Ford had a shipment in Detroit 
which they tendered to a trucker to take to St. Louis, and then have 
it moved beyond St. Louis under our joint rail-truck rates, that ship- 
ment, as I understand the handling of it, would be billed at the truck 
rate from Detroit to St. Louis, and then it would be billed to the Ford 
Motor Co. under our piggyback tariff and then it would be handled 
by our connection. 

Now, if this trucker that brought it was not a party to our joint 
rail-truck tariff, and Ford, for instance, wanted him to handle it 
beyond Dallas, then you hav e to go through the double billing process, 
bill at the truck rate from Detroit to St. Louis, and he pays the trucker 
for that. Then it is billed by Ford over our ramp-to-ramp rate from 
St. Louis to Irving, and then it is again billed at the truck rate and a 
separate bill made out because the Commission has held that we may 
not accept a shipment from that trucker if he actually ships it. They 
have held that a common carrier may not act as a carrier and shipper 
as to the same shipment. Now, it is possible to have that result, but 
our relationship as a piggyback hauler, our relationship has to be 
with the owner of the goods. In other words, the shipper. We 
can’t have arrangement to accept that shipment as if the trucker 
were shipping it. 

Senator Monroney. What I am trying to get at, what the rate is 
between St. Louis; I am not worried about what it is between Detroit 
and St. Louis, but the movement of that trailer from St. Louis under 
those conditions to Irving, that is Dallas, and then it is going to El 
Paso. This trucker couldn’t get that rate, could he? 

Mr. GrInNELL. He could not ship the shipment as a shipper and 
get it, no. We are barred from accepting the shipment from him. 
Now, the ultimate rate that would be paid by the shipper in that case 
would be $432 and twotrailers. 

Senator Monroney. What would the rate be for that same move- 
ment if the truckers delivered it to you and then asked that it be 
carried on to Dallas? 


Mr. GrinNeLL. Well, we would not knowingly accept such a ship- 
ment. 

Senator Monroney. This is really then not quite the service of a 
common carrier? 

Mr. GrInNnELL. Well, sir, it is, but as I say—— 
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Senator Monroney. It is not “common” common carriage, as J 
say. 

‘Mr. Grinnetu. As I say, the trucker himself is under the dis: ability, 
The shipment can move that w ay and the ultimate payer of the freight 
charges can obtain the rate. But the trucker himself, in other words, 
he can’t pick up the shipment and say to us, Will you carry this for 
me down to Irving for the same price that you would carry it for 
Ford Motor Co. ? 

He can’t do that. That is a legal disability that he as a carrier 
has. 

Now, there are arrangements in effect, my company is not a party 
to any, but there are arrangements under Plan 1 Piggyback which 
is a descriptive term that has been used for the substituted service 
type of arrangement where the traffic moves on truck rates and on 
truck billing and the piggyback service is substituted for the line haul 
of the truck. 

In order to do that, the trucker carrier publishes an item in his 
tariff providing that he may at his option substitute the services of the 
railroad in piggyback service bet ween certain points. 

Now, in those arrangements, the amount that changes hands between 
the railroad and the trucker is entirely a matter of contract between 
them. It is not regulated by the Commission, it is just a division. 
They can carry it for anything and those arrangements do exist. There 
are some of them in the Southeast. 

Senator Monroney. This is not common carriage, this is a sep- 
arately negotiated deal. 

Mr. GrinneLtt. The Commission has treated substitutive service as 
a joint rate arrangement. ‘That is the theory upon which they have 
justified them legally. It is merely a division in the joint. revenue, is 
what they call it, so that the entire responsibility for that shipment 
to the shipper i is on the truckline. He is the man that publishes the 

rate, he is the man to whom the shipper must look. 

Senator Monroney. Can the trucker in substituting rail hauling 
over the line, I mean into the area, or transit from say St. Louis to 
Dallas, area in which he is not certificated to haul that type of com- 
modity ¢ 

Mr. GRINNELL. Senator, in the New Haven case, to which Mr. 
Rentzel referred, sometimes called the 7’welve Questions case, the 
Commission defined what a truck carrier could do in the way of that. 
I don’t have that case before me and I hesitate to say exactly but 
pretty generally he could not go outside his certificated routes. 

There has been a recent case, I think it is in the stage of an exam- 
iner’s report, and my company was not a party to it, it was over in the 
Southeast, where, if my recollection is correct, the examiner said that 
the trucker, and this was automobiles, had to have rights from the 
manufacturing point to the point where he turned the shipment over 
to the railroad, he had to have initial rights for that. He had to have 
what they called secondary rights between the point where he turned 
it over to the railroad and the point where he would receive it back 
from them. He had to have secondary rights from the point where 
he received it from them and on to destination. 

Now, I don’t have any idea whether the parties involved in that are 
going to accept that decision. I would imagine that the truck carrier 
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would not want to because it doesn’t seem to me to be too advantageous 
to them. But we have been admonished by the Commission in "NV ew 
Haven case, whenever we enter into any kind of arrangement with 
truck carriers as regards this piggybacking, we have at least an initial 
duty to determine that he has the proper - kind of certificated rights 
to engage in this service and we generally have done that. 

W hen we entered into the arrangement with United Transport, we 
asked them to tell us what their authority was and they showed us and 
even gave us a letter from the Commission with an informal ruling on 
their ‘authority. So, we have to watch that. We are admonished to 
doso and we have attempted to do so very carefully. 

Senator Monroney. I am sorry Senator Scott has to leave for 
another engagement. I would like to get a little more on the record, 
because some of us are concerned whether this system approved by 
Interstate Commerce Commission which allows one truck carrier to 
completely invade the route and schedule and certification of another 
truck carrier for that service to that area. 

Mr. GRINNELL. Senator, might I say, as far as our rates are con- 
cerned, we have attempted to yavoid that situation by sticking with 
carriers who have for years operated in these territories in the same 
way as secondary haulers. 

Senator MonroNey (presiding). These carriers can pick up a car 
at a 50-mile distance, we will say, and move it into St. Louis and be 
paid a fraction of the rate for the entire haul; and another carrier at 
terminus takes it off and gets paid a portion or division of that. Is 
that correct ¢ 

Mr. Grinnety. The carrier at the destination end, in our joint rail 
truck situation, principally it is two people, U nited Transport and 
Auto Convoy, they do that, but both of them, as I understand, have 
been engaged in that same servic e, in other words, accepting shipments 
from trucklines and moving them on, so that is, of course, what we 
think is one of the big advantages to this. They are not losing a thing, 
just handling shipments that were brought to them by other carriers 
before and now it is the railroad instead of another truckline. 

Senator Monroney. Assuming that this shipment goes to Irving, as 
you say, how far from Dallas? 

Mr. GrINNELL. Between Fort Worth and Dallas, now about one- 
half of the way going to Fort Worth. 

Senator Monronry. If that shipment was moved into Dallas, in 
other words, originating and placed on your line and regular ship- 
ments of automobiles were made from St. Louis into Irving and were 
transported then from Irving on by another rail carrier, what would 
be the division of the tariff ? 

Mr. GrinneELL. In piggyback service we do not have any tariff that 
provides that service. In order traffic, I am not sure whether we inter- 
change at Irving with the other carriers or not. 

Senator Monroner. Isn’t it a fact that the terminating line gets 
about 20 percent or 25 percent of the freight charges ? 

Mr. GRINNELL. No, sir, it depends on the setup in the area. 

For instance, if a carload of automobile parts comes from the East 
and goes to Valley Park plant, which is located on our line at local 2 
end, west of St. Louis, not reached by any other rail carriers, we get a 
switching charge on it because the Valley Park plant is within recipro- 
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cal switching limits in St. Louis and we get a switch charge. The 
Mercury plant which is located adjacent to St. Louis Airport, about 
the same distance from town and as far as Valley Park plant, the 
same situation obtains. Both are in switching limits and in Frisco, 
in the one case, and Wabash in the other, gets only switching revenue, 

They get a standard switch. 

Senator Monronry. It has been customary in shipping where you 

ean bring the shipment in within 25 miles of the city and then let the 
local railroad or somebody that has freight service br ing the car in and 
spot it, they used to get about 25 percent, as I ree all, for the fina] 
delivery. 

Mr. GrinnELL. There are some places where that obtains and the 
railroads fight among themselves a little bit about that situation 
because the line haul carrier seldom wants to give up a portion of the 
line haul carriage for switch service only. 

As I say, it is something th: at you have to determine by the particular 
locality in which you are dealing and it depends on where the switch- 
ing limits are and so many things that 1 can’t give you a general 
answer. 

Senator Monroney. I am sorry I can’t tell from your statement 
exactly the division of the tariff, for example, for these shipments you 
are describing from St. Louis to Dallas. It is 10 miles west of St. 
Louis. That trailer is brought then to your shipping point, is that 
correct ? 

On page 7, you say—— 

Mr. GrinneELu. We have three automobile plants in St. Louis. Now, 
the situation at the Chrysler plant is a little bit different from the 
situation at the Mercury plant. At Chrysler plant the automobiles 
come directly from the assembly line into a releasing area, are loaded 
on trailers, the trailer is loaded on flatcars and they go ahead. 

Senator Monronry. At that. point, does the truckowner get some- 
thing for loading them into his equipment and loading them onto 
flat cars? 

Mr. Grinneti. He does it under contract for us. It is our re- 
sponsibility under the tariff. 

Senator Monroney. How much do you pay him? 

Mr. Grinnetu. The rates vary. I think that the—Senator, I have 
in back of my mind so much an automobile, $1.50 to $2 an automobile, 
something like that. 

Senator Monroney. That is close enough. 

Mr. GRINNELL. It is a contract price and it is varied, because as 
this thing has developed, we have tried to figure it out just exactly 
what would be fair for him and fair for us. Now, in the case of 
Mercury plant, it is also done by a motor carrier, an established motor 

carrier of automobiles under contract for us, and we have been paying 
him under our agreement, just the equivalent of his local rate. 

Senator Monroney. $1.50 or $2? 

Mr. GrInNELL. He gets more than that, from Mercury plant, his 
local rate is $9.80. He gets that. 

Senator Monroney. He doesn’t have to have any certificate to go 
between St. Louis and Dallas, does he? 

Mr. GRINNELL. No, 
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Senator Monronry. The deal is made with the factory and just 
using his equipment ? 

Mr. GRINNELL. He is not a party to the rate at all. In other words, 
his would be pickup and delivery service, you might say, and he is 
not required to have any certific: ate for it. It happens that the man 
that does it is certificated. 

Senator Monroney. Now, when it gets to the other end, let’s say, 
what happens then / 

Mr. GRINNELL. Under joint rate, turned over, take United Trans- 
port, it is turned over to them and their division of the joint through 
revenues, you see, the shipper pays for assembly plant to dealer de- 
livery. 

Senator Monroney. That is right. 

Mr. GrInNELL. In the case of Dallas, the figure I have given here, 
$60 to the railroad, and $8.90 to the trucker was the provision in our 
original tariff. Since that time, the truck rate has been increased by 
about 3.1 or 3.2 percent in that area, and the rates, the overall joint 

rates were inc de to take that into account and there has also been 
a factor added into the rate that the shipper pays which provides the 
man that furnishes the trailer with $5 an automobile, so he gets a 
total of $20 for each trailer that he furnishes for use in automobiles 
that are interchanged through Irving. 

It is just an arbitrary—the way it is constructed, shipper pays one 
overall rate, we get $60, he gets an arbitrary for furnishing the 
trailer, and then he gets his loc al rate. 

Senator Monronery. I see. At the bottom of page 8, you point out 
that your rate reflects 122 percent of fully distributed ‘cost. The na- 
tional average rate on automobiles, according to the Nationa] Auto- 

mobile Transporters Association’s cost study was 177 percent in 1957. 
Do you feel such a reduction is justified for this new and vastly im- 
proved service? Are you saving enough money in this service to 
where this would reduce your actual n: ational average down by some 
50 percentage points? 

Mr. GRINNELL. Senator, in 1958, Frisco’s revenues from new auto- 
mobiles was a ately $400,000. In 1959, it was $1,500,000 plus. 
And during 1959, we handled automobiles only for the last 3 months, 
you might say. T am sure that already, we have more than doubled 
that this year. In other words, we were not handling automobiles 
before. 

Senator Monroney. This is total revenue, we are not talking about 
cars ¢ 

Mr. GRINNELL. This is total revenue. 

Senator Monroney. The question arises, have you saved enough 
money to where the 1 revenue represents full coverage of your properly 
allocatable costs ? 

Mr. Grrnnecu. Of course, we were not handling any of the auto- 
mobiles under other rates, so they could have been any percentage of 
our costs and wouldn’t have made any difference. According to the 
Commission’s formula, the exhibit which we introduced in the case 
just a month ago, showed this, and these are on ramp-to-ramp rates 
so there is no truck service in them, they are from our ramp in St. 
Louis to our ramp in these other points, from Valley Park, Chrysler 
plant, to Tulsa, rate which we are currently charging on a ramp-to- 
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ramp basis produces 151 percent of out-of- pocket costs by the Com- 
mission’s formula, 135 percent of the Commission’s formula, fully dis- 
tributed costs. 

Valley Park to Irving rate produces 122 percent of out-of-pocket 
costs and 110 percent of fully distributed costs. Kansas City to 
Irving, 137 percent of out-of-pocket costs, and 122 percent of fully 
distributed costs. ‘Those are two basic moves. 

Senator Monroney. Is this an ICC finding? 

Mr. GRINNELL. These are on ICC formula. 

Senator Monronry. Your findings are based on an ICC formula? 

Mr. GRINNELL. Our application of the ICC’s formula. 

Senator Monroney. On your formula, does that include backhaul? 

Mr. GRINNELL. Yes, sir, it does. 

Senator Monronery. In the whole field of manufactured articles, 
according to this same ICC study, the return to railroads is 129 per- 
cent of cost, which is higher than your 122 percent, which you get 
from automobiles. Is there any reason that automobiles could be 
handled cheaper than the whole field of manufactured articles? 

Mr. Grinne.i. I would have to know, Senator, about what kind 
of costs you are talking about. If it is out-of-pocket costs, that is one 
thing. If it is fully distributed costs, that is another. Our situ- 
ation as regarding these automobiles was that we were not handling 
any. I mean our automobile traffic had virtually dried up. Sur- 
prisingly Frisco’s automobile traffic had held up a little better than 
some of the other railroads through the years because we had a Ford 
assemply plant. at Memphis and one at Kansas City on our line and 
always a certain amount of boxcar shipments so our boxcar traffic 
had held up a little better than the others. 

However, both of those plants left our line for different locations 
in 1956, or 1! 957, I think, so that your traffic had dropped to virtually 
nothing and it is our position that whenever we can increase our reve- 
nues as we certainly are doing when the traffic is producing revenues 
which are in excess of the Commission’s formula for fully distributed 
costs, that we end up in a far better revenue position. We just have 
to, when you exceed fully distributed costs, because it has in it all 
items of operating expenses, rents and taxes, and it has 4-percent 
return on all of your investment after figuring taxes which amounts 
to about a 6-percent return, and we are even exceeding that on this 
traffic. 

Now, I don’t want you to understand that I don’t think we could 
have gone lower if necessary here. Our object in getting into this 
business was to make money and it is very attractive to us from a 
revenue standpoint. We are sure on any cost formula, and we have 
tried two or three different ones and they all produce about the same 
result as the Commission’s formula. 

Senator Monronry. In shipping in boxcars, how many cars can 
you get now into the boxcar ? 

Mr. Grinnewu. I think most of the standard cars take four. 

Senator Monroney. And in this trailer, how many ? 

Mr. Grinneti. They are loaded four toa tr ailer, and two trailers 
to the flatear. Now, there are some trailer designs out now which will 
handle more automobiles; in other words, there are some which will 
handle five of the so-called compacts. Under our joint rail-truck 
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rates, if they put five on there, he has to pay more money. If he puts 
SiX, has to put out more money. 

In other words, each unit, the unit that the rate is based on is 
the individual automobile so as he adds cars, our money goes up. 

Senator Monronry. What I was wondering about, have you lowered 
your tariff on the shipment of the cars in boxcars ? 

Mr. GriNNELL. No, sir; we haven’t changed. 

Senator Monroney. Do you figure those on a car-mile or on a ton 
rate ? 

Mr. Grinnewu. Those are basically prescribed by the Commission 
or came out of this new automobile case and as I understand it, the 
prescription was not based on so many dollars or cents per car- -mile. 
It is simple enough to say what it would be. For instance, from St. 
Louis to Irving it is a mathematical calculation and it would be about 
30 cents a car-mile, something like that. 

Senator Monroney. In your first paragraph on page 9, you say 
the arrangement with the motor carrier amounted to cooperation by 
two competitors to coordinate their service so as to preserve the in- 
herent advant ages of each. 

In this case, Mr. Rentzel’s company was your competitor. The 
Frisco arrangement was with a noncompetitor and the intent and 
result of the arrangement was to knock out the former competitor. 
Is it true that Mr. Rentzel’s company subsequently joined the tariff, 
but it was the only way he could save some of the crumbs which once 
constituted a substantial and thriving business ? 

Mr. GrINNELL. Senator, we talked to a number of carriers before 
we ever went into this. I did not take part in those discussions. But 
the names were given down at the Commission last month. We 
decided to go into this or igine uly with Auto Convoy because there was 
a company that was enthusiastic about it, as our vice president of 
traflic testified. Here was a man who had thought about this before 
and he was ready to go into it. 

Now, shortly “after th: at, I don’t know what the motives were, Mr. 
Rentzel’s company united, asked to come in. Now he may have 
been forced into it, in effect, he has so stated in the complaint case 
that is now on file with the Commission, because that allegation was 
made against us in the complaint by National Automobile Trans- 
porters Association, and United Transports in their answer admitted 
that fact. 

I might add that Commercial Carriers, our connection in Birming- 
ham, vehemently denied they had been forced into this. They have 
specifically in their answer stated that it was an entirely voluntary 
thing as far as they were concerned, that they were not forced into 
it under any circumstances. 

Senator Monroney. It is a question of whether you want to use 
your equipment or leave it idle, isn’t it? 

Mr. Grrnnetu. I don’t think so, Senator. The director of traffic, 
Ford, testifying before the Commission a month ago, testified that 
under the most optimistic view that he could take for piggybacking, 
he could not see that they would ever get to the point where more than 
28 percent of their revenue dollar w ould be spent on it and the balance 
would go to the automobile highway hauler. 
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As a matter of fact, it depends a lot on the situation. He de- 
scribed a Ford plant which specifically produces for a very limited 
area here in the East and he said, why that plant will never piggy- 
back. There just is no use of piggyback at that point. So it depends 
a lot on the manner in which the individual manufacturer has his 
assembly operation set up, but none of them—none of them would 
even estimate that they are ever going to end up piggybacking every- 
thing. There just isn’t any way they can do it. 

As a matter of fact, under our system, we don’t even want to be 
in the short-haul field. We want to stay out of that. We do not 
have a piggyback rate from St. Louis that applies to any point in 
Missouri, Lowa, Illinois, Arkansas, Kansas, the whole ring of States 
around us. In other words, except Ok: thoma. We have st ayed out 
of the field. 

And Oklahoma principally a matter of spreading beyond Tulsa, 
because if you take our rates and couple it, by the time we couple 
it with truck rate to get back to the eastern edge of Oklahoma, truck 
rate is cheaper. 

The man is better off to truck it directly from St. Louis down there. 
And as I say, we intentionally stayed out of that field. 

Senator Monroney. And the poor guy that has the certificate to 
operate between St. Louis and Oklahoma or St. Louis and Dallas, is 
out of business whereas the ones that perform the short haul are in 
business. 

Mr. Grinne.u. No, sir; not under our system because there is a 
substantial amount of business radiating from both Tulsa and Dallas. 
In other words, we left them a field that origin in and origin end 
and field at destination end. 

Senator Monroney. I thought you said he got something like $5 a 
car on the whole haul, using the — but to deliver at the 
terminus at Fort Worth, and into other areas, they get probably a 
30-mile haul instead of 600 or 700 miles. 

Mr. Grinnett. That is correct, they get $8.90 per automobile. 
Now that has been upped a little bit by a factor in their increase, 
but they get that on four automobiles for that 15 miles, and I am 
quite sure ‘that is pretty lucrative traffic for them. 

Now, under the present setup, they are also being paid a very sub- 
stantial amount for the use of their trailer, which is figured while 
the—for the time it is on the railroad. Now that was not in the 
original rates. We had felt, when we originally put these things up, 
that the fact that he did not have to load that, that we paid for the 
loading, would serve to offset his furnishing the trailer while it was 
on the railroad and that includes both down and back. 

The truckers convinced us and also the man that pays the freight, 
that perhaps that wasn’t the best thing and consequently, the over rall 
rate was increased in order to increase, give him payment for that 
trailer. 

Now, when the shipment goes to El] Paso or one of those places, 
gets a lot more of the revenue than we do. 

Senator Monroney. Maybe that carrier is not certificated to go to 
FE] Paso. Maybe another railroad line wants to take that shipment 
and ag it on to El Paso. 

Mr. Grinnet. I think all three of them are certificated to go all 
over Texas or we would never have taken them. 
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Senator Monronry. Could you give us now, the length of haul, 
that the motor carrier did have ‘and has now between these two 
points, Dallas and St. Louis, and the revenues involved. Can you 
give me roughly—— 

Mr. Grinne.t. I don’t have those figures. I would take it from 
what Mr. Rentzel testified, that probably the truck rate was around 
$90, $95, something like that. 

Senator Monroney. Per car? 

Mr. GriInNnELL. Per automobile. 

Some of these rates, I dont’ know whether United Transport rates 
were in dollars and cents per vehicle or whether they were in cents 
per hundred pounds, they vary, but it would have been a charge, as I 
understand, somewhere in the vicinity of $90. 

Senator Monroney. $95. Now their revenue is what ? 

Mr. Grinnecti. Their revenue now is $8.90 plus about 3 percent, 
plus about $5 for 15 miles of hauling. 

Senator Monroney. That would come out about $13 or $14 or 
ae like that. Is that correct ? 

Mr. Grinne_u. It would probably be about that. It would be in 
that v icinity, that is per automobile. 

Senator Monroney. As compared to $94. 

Mr. GRINNELL. He doesn’t have to perform over-the-road service. 
I have no idea what the relationship between his return on his short 
haul was compared with his long haul, so if he was losing money on 
long hauls, maybe he is better off out of it. There isn’t any question 
but that some of his revenue that he for merly got goes to us now, that 
is just part and parcel of the improved transportation service. 

But, there is still very definitely revenue coming to him and there 
is a field left for him under our system in which he can still have the 
monopoly which he has enjoyed for the last 2 or 3 years or more. 

Senator Monroney. He has had a monopoly for maybe 13 or 14 
miles and an income of $14 against a monopoly he once had under a 
certificate of $95 and 700 miles; isn’t that right ? 

Mr. GrINNELL. Senator, these cars, of course, go all over Texas, so 
he may h: ave a haul from Irving to El Paso, and he has a haul from 
Irving to San Antonio, and these other places. It would depend on 
what percent of the traffic falls in that zero to 15 mile block, depend- 
ing on how much he has been cut down. He gets more money on these 
other cars. 

Senator Monronry. Under this same theory, there is nothing, if 
the Chrysler Co. and Mercury Co. could work out a rail connection, it 
could be that this trailer could be switched over to Southern Pacific 
or some other rail line and carried on to El Paso, could it not? There 
is nothing to limit that, if it is economical and practical and legal and 
in line with the Transportation Act. If you can haul on Frisco to St. 
Louis and Dallas, you could surely haul on Southern Pacific or Texas 
Pacific from Dallas to El Paso, the same way, and then the man at 
the other end would get $14 for his services there, wouldn’t he ? 

Mr. Grinnety. That is correct, and there are some automobile 
piggyback rates in effect to the west coast. We, as far as I know, are 
not parties to any of them. 

I suppose, Senator, that is just one of the situations that result 
from the development of a new service. We have attempted in our 
joint rail-truck piggyback rates to avoid that so far as possible. 
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Now we have rates to Arizona, all points in Arizona, those rates 
are made for interchange at Floydada, Tex., which is in the pan- 
handle, and the motor carrier takes them on from there to all points 
in Arizona. 

On those shipments, he gets far more revenue per car than we do. 

Senator Monronry. The point that is a little hard for me to get 
is that while I can see slight inherent advantages maybe in piggy- 
backing and loading and putting the automobiles on a flatcar and re- 
turning the trailer deadhead and all that, I can’t see why we are faced 
on all other commodities with a constantly escalating freight rate. It 
seems like these increases go on quite regularly on all other commodi- 
ties, and suddenly I discover that we can carry automobiles for about 
half as much as we used to. 

Mr. GrInNELL. Senator, we are not hauling for half as much. I 
doubt if we have very many commodities on railroads that return as 
big a percentage fully distributed cost. 

Senator Monronry. We don’t have the figures. You say one moves 
on a weight basis, if it is in a boxcar and the other moves on a ecar- 
mile basis; so we are talking about fish and chickens. We are not talk- 
ing about the same thing. I would lke to know the differences in 

cost of delivery by rail from St. Louis to Dallas under your former 
boxcar rates as compared with your delivery under piggyb: ck ¢ 

Mr. Grinnevut. Of course, you have a completely diiferent cost pic- 
ture and other than the amount of the rate, we would get $259 for 
transporting a boxcar load of automobiles. 

Senator Monroney. That would be four, I believe you said. 

Mr. Grinnewi. From St. Louis to Irving, Tex. Now—— 

Senator Monronrey. That is by boxcar, four cars to a boxcar, and 
that would be modern cars, maybe Ford or Chevrolet. That would 
be about $65 a car, is that correct ? 

Mr. GrinNELL. $65 an automobile, approximately. 

Senator Monronry. What would it cost you to ship eight cars, I 
believe you said, for what is it, $480 ? 

Mr. GrinneELL. Senator, it is difficult to make a compari: son be- 
cause you have to take into consideration the weight of the TTX and 
some of these other things, but the total out-of-pocket costs that we 
figured for shipping one of these 85-foot cars with two trailers on it 
to Irving, Tex., from the Chrysler plant is $350.19. 

Now, to be sure, that has some factors in it that would not obtain 
in the case of automobiles in boxcars, but, a 100 percent empty return 
did obtain because those cars were practically useless for any other 
loading because of the device inside of them and it was almost always 
the rule that they returned 100 percent empty. 

Now I don’t have any idea. 

Senator Monroney. $359, is that right ? 

Mr. GRINNELL. $350.19 is our cost on St. Louis to Irving under the 
piggyback rate. Now I can’t tell you how that would compare with 
the boxcar rate. I—there isn’t any way you can do it—have to adjust 
it in so many weights, you really have to start on a different basis 
because the Commission’s formula provides for boxcars in one way 
and provides for mileage cars, which is what these trailer cars are 

Senator Monroney. * Assuming the cars are the same and you 1 have 
been able to deliver a car $20 cheaper under this method than you 
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could under the old boxcar method, you figure $65 for four cars and 
this comes out $45 for—I mean $65 per car with four to a boxcar or 
$45, with eight to the flatear by piggyback, so we have saved $20, which 
isa considerable amount. 

Mr. GrinNeE.u. I am not able to say in any way what our costs were 
from the figures I have here. 

What our costs were—— 

Senator Monroney. [am talking about the rate. 

Mr. Grinnewi. Oh, on the rate. 

Senator Monronry. We are talking about the rate and this is the 
way you come out—you save $20 a car. 

Now if you are able to perform this fantastic operation on auto- 
mobiles. how about furn Liture ? 

How about a lot of other things? Can we not expect a similar reduc- 
tion to spread out over the whole freight picture instead of the con- 
stantly escalating freight rate increases that have caused freight rates 
to go up something like 180 percent in the past several years? 

Mr. Gr INNELL, If they all produce revenues like this, as we study 
them, and we are st tuding them, I can almost guarantee you are going 
to see them because we have been going into piggyback step by step 
for a number of years—about five. 

We have tried on our railroad to only do it where it did offer a 
chance to really improve our revenue condition. That has been the 
guiding light and we have tried to stick to that. Now if we can im- 
prove our revenue—we cannot improve our revenue position by reduc- 
ing rate—we won’t do it. 

Senator Monroney. If you are actually making money on these 
and it will not show up someplace down the road as a deficit, which 
will require higher rates on other commodities, then this will be all 
to the good. 

Does the Interstate Commerce Commission an: alyze this situation, 
or do you just simply file this rate and unless the ICC suspends it, it 
goes into effect ¢ 

Mr. Grinnetu. It goes into effect if they do not suspend it. How- 
ever, as I stated, in this particular case and it is becoming more and 
more prevalent, we are faced with petitions for suspension ‘which have 
cost studies in them and that necessitates our filing replies with cost 
studies in them, so that the suspension board has a chance to look at 
these things and I think they have been doing a very good job on it. 

As I say, I don’t always agree with them, they suspended some of 
these automobile piggyback r: ates and I did not agree. 

Senator Monronry. Are you sure that was suspended on the type 
we are talking about here, or was it suspended on the ramp-to-ramp 
basis ? 

Mr. Grinnetu. The ones suspended on the ramp to ramp. There 
is no other joint rail-truck piggyback rate on automobiles. 

Senator Monronry. This 1s a little bit different. We are talking 
about the ramp-to-ramp service and type of operation you are engaging 
in between St. Louis and Dallas. 

Mr. Grinnett. To the extent that we do not have a truckline coop- 
erating with us on the ramp to ramp and shipper may make whatever 
arrangements he wants to and could even use it without ever employ- 
ing a common carrier truckline, do it entirely with his own trucks, then 
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it is different; yes, sir. In most cases, Missouri Pacific does not have 
anything. 

Senator Monroney. What we are talking about is really delivery ? 

Mr. Grinnevt. Our joint rail-truck rate provides for a complete 
service. Missouri Pacific, on the other hand, from Missouri to Dallas 
has only ramp-to-ramp rates. 

Senator Monroney. I thought what you said is that under the bill- 
ing of the originating truckline and sharing of the revenue, even 
though the mileage is less, because it is a billing of the truck company, 
that such an arrangement would give the truck company a greater divi- 
sion of the revenue than under the present plan where you can contract 
at both ends and the trucker that has the equipment and has nothing 
else to do, if he wants to use his equipment, agrees to take $14 for 
delivering this to Fort Worth. 

Mr. Grinne.u. Under plan I, or the substitute service arrangement, 
the saving may go entirely to the trucker, it may go to the shipper, 
you do not know. That is where you have substitution. 

Under this joint rail-truck rate, the amount of the rate is a matter 
that has to be agreed upon by the truckline before the tariff is ever 
published. He isa participating carrier. If he does not like the rate 
he does not have to get init. It is entirely voluntary on his part. 

Now, if you take a ramp-to-ramp rate, he may end up in competition 
with the shipper himself, that is what he may end up with, because 
the shipper can go ahead and do the work himself if he can do it 
cheaper. 

Senator Monroney. But there have been suspensions of practically 
all of the ramp-to-ramp rates which would allow the trucker to stay in 
the movement of automobiles. And there has been no suspension, has 
there, on this arrangement ? 

Mr. Grinnewu. Plan V, is what they call the joint rail-truck. 

Senator Monronery. Yes. 

Mr. GrinneLu. There have been no suspensions of that but it is not 
the case, as I see it, of the plan III being suspended because the 
trucker was left outside. 

As a matter of fact, the first plan III that was suspended I feel 
quite sure was suspended because the Frisco protested and not be- 
cause National Automobile Transporters Association protested. 

As far as I am aware, they did not file an appeal after the Board 
of Suspension had declined to suspend and I did for the Frisco and 
they were suspended. 

Now I consented later to the lifting of that suspension, but that cer- 
tainly was not any reason why they should have and yet they did. 
Their own lawyers wrote a letter on, I gave the date in there, about 
December 29, 1959, saying that it would be all right to lift that 
suspension. 

So I think that they have had certainly, the Board of Suspension 
has listened to their pleas and in some cases, has sustained them, par- 
ticularly on this Detroit to Dallas plan IT rate, that was nothing but 
the combination of two existing rates that were already in effect. And 
they protested that and it was suspended. 

It was later lifted, but it was suspended and I think we showed the 
Commission on petition for reconsideration that it should be allowed 
to go into effect and it was. 
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Senator Monroney. Are you getting any protests from other rail- 
roads that are not in on this piggybacking because it affects their 
hauls? 

Mr. GRINNELL. I am not aware that any other railroad, other than 
Frisco, has ever protested. 

Senator Monronry. In other words, if two railroads are competi- 
tive, we will say, between Detroit and New York, and one is piggy- 
backing and the other has its regular rates and is enjoying a good 
haul and able to cut a similar $20 per car, will not the ICC be re- 
quired in proper ratemaking to allow that other railroad to meet that 
low cost even though they do not use piggyback ? 

Weare talking about delivery of commodities. 

Mr. GrINNELL. I hesitate to say they would be required to do that, 
Senator. 

Senator Monroney. Is this going to stay in a complete jungle? 
In other words, where the rail line that does not go in for piggyback- 
ing has a freight haul of cars between two high density traflic points, 
and the competing railroad goes into piggybacking, it seems to me 
the ICC would be compelled to grant the railroad that is using the 
other type of service the right to meet the new low tariff filed by 
piggyback ? 

Mr. Grinnetu. I do not think there is any such compulsion on 
them. I think that second reduction, that is the reduction by the non- 
piggyback road would have to stand on its own feet and if they can 
justify it, then the Commission should let it go in, but if they just say, 
Well, you h: “ye reduced your rate over here and I am going to reduce 
to meet it, I do not think that there is any such compulsion on the 
Interstate Commerce Commission to let them do that just because 
somebody else did it. 

Senator Monroney. Isn’t it customary if one rail line files a new 
reduced tariff to carry oil at a new low rate between the oil field and 
the refinery, that the other competing railroad would come in and 
ask that its rate be lowered to the same degree and that the reduc- 
tion is almost automatic ? 

Mr. Grinnevi. Pretty generally, Senator, those rates, the new 
rates, when they are put in, will be given areawide or territory wide 
application so that in the first instance, the railroads are all a party 
to them. 

Senator Monroney. That is done through your traffic association, 
isn’t it ? 

Mr. GrInnELL. That is correct. 

Senator Monroney. Now is piggybacking done through the traffic 
association ? 

Mr. Grinnetu. Has to be; yes, sir. 

oon in our initial automobile piggyback rate, we had to file or did 
file, I should say, an independent. notice under some article of the 
agreement between the southwestern carriers that sets up the south- 
western fr eight bureau. 

Now that is always under the law an individual carrier has to have 
the right, the right of independent action under those agreements 
and that is the w ay you do it, by filing this independent notice and 
that is what we did in the case of these rates. 
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Now, the Kansas City Southern rates that I mentioned were also 
put in under independent notice. 

Now that they have become effective, we are not going down to 
meet them because we do not want to take part in traffic at that price 
at the present time. 

We think that the rate is lower than the rate that we want in over 
at Frisco, and if they can handle it at that level, then that is their 
business. 

Weare not going to try to meet that. 

Senator Monronry. Aren’t you getting into a jungle rate war 
there ? 

Mr. Grinnetu. No, sir, I don’t think we are. These rates are all 
under investigation now. 

Senator Monroney. But the rates are in, and you will suffer, what- 
ever traffic you lose, because it is going to flow to the low plateau 
and | thought the ICC was there to try to bring about some com- 
pensatory rate so that no rate war would result in the loss of 
transportation ? 

Mr. Grinnett. Apparently Kansas City Southern was successful 
in convincing the Commission on reconsideration that its rates were 
compensatory or they would not have allowed them to go into effect 

Some of the other railroads did meet them. It was just our view, 
under these circumstances, we did not want to. It was purely volun- 
tary with us, we could have done it and there would not have been 
probably any objection, but we did not do it, and I certainly would 
not say that that would amount to the law of the jungle. 

Senator Monroney. I leave you to Mr. Barton here who has some 
questions. 

Mr. Barton. Thank you, Senator. 

Mr. Barron. Mr. Grinnell, you say in your statement that the pig- 
gyback arrangements on automobiles by your railroad were made in 
1958. Isthat correct ? 

Mr. Grinneti. That is correct; we got into contact with these 
truckers, oh, some of them may have been 195%, but toward the end of 
1958, our negoti: itions with them had reached the point where they 
were fairly well solidified. 

Mr. Barron. Did the change in the rule of ratemaking in the 
Interstate Commerce Act made by the 1950 act have anything to do 
with making these rates ? 

Mr. Grinnetu. No, sir. I don’t think that it did. We actually had 
started in 1956 exploring this thing, and while, of course, we were not 
unmindful of the change in the rule of ratemaking, with rates that we 
had specifically pegged as high as these in order to get as much money 
as we could, and with our studies showing that we were well above 
fully distributed costs, we didn’t really feel that the mere enactment 
of that section was what made a difference under these rates. 

Mr. Barton. Do you feel, Mr. Grinnell, that railroads can put in 
any rate above out-of-pocket costs that give some return on invest- 
ment regardless of the effect on the competitor ? 

Mr. GrinneELL. Yes, sir. My answer to that would be substantially 
the same. 

Mr. Barron. No restraints in this ratemaking rule or transporta- 
tion policy in doing that ? 
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Mr. GrinneELL. Other than those Mr. Langdon made, I wouldn’t 
want to go through that. 

Mr. Barron. I didn’t know that he made any. I thought he said 
almost moines dly that such ne can be made. 

Mr. Grinnewu. If he said that, I agree with it. I thought that he 
had put a slight exception in his answer about destructive competition. 

Mr. Barron. In other words, the rate would have to be made with 
specific intent of putting somebody out of business to be destructive 
a 

Mr. GRINNELL. Yes, sir. 

Mr. Barron. Mr. Grinnell, do you think that the piggyback situa- 
tion is generally sound and that things are in good shape, or do you 
think there should be some further investigation by the Commission 
to determine whether or not some rearrangements might be made? 

Mr. GrinneLu. My view is that the Commission’s decision in the 
Twelve Questions case—sometimes called the Vew /Taven case—laid 
down a very comprehensive set of ground rules on piggyback, and 
that anyone who approaches the piggybacking problem can pretty 
well find the answer to his problem in that decision. There may be 
isolated instances where specific sets of facts would require some dif- 
ferent handling, but that is the kind of thing that should be brought 
up, as far as I am concerned, by individual complaint, as it is being 
done in these automobile cases. 

There is a complaint that charges many violations of the act and we 
are being called upon to answer them. Now, if there is something 
peculiar to this automobile piggyback situation, which requires that 
there be a slight departure from the Vew /Zaven case, then it should 
be developed in this case and as I say, we have now a pretty good set of 
ground rules. 

We went into this problem. We could find the answer to nearly 
every question we had in our minds right in that Vew (Haven case. 

Mr. Barron. Was there a general investigation before the questions 
were answered in the Vew //aven case ¢ 

Mr. Grinne.. There was a statement of facts. They were specific 
questions put to the Commission, and that case was in the nature of 
a declaratory judgment on stipulated facts. 

Mr. Barron. No general investigation ? 

Mr. Grinnewui. There was not a general investigation. 

Mr. Barron. Do you think conditions have changed a good deal 
since that time inthe piggy baek field ? 

Mr. Grinnetu. Well, it has increased; that condition certainly has 
changed. But to my mind a general investigation would not be the 
answer to the problem of the individual who is faced with the specific 
problem. 

I think that is better handled by a complaint, just as they are doing 
in this case. If there is something wrong with what we are doing 
here, certainly they are going to get it solved in this complaint case 
that we have. And it wouldn't require any general investigation to 
do that because to try and cover the facts in this automobile situation, 
which is local to our line, and to certain trucklines, and mix that up in 
a case involving Boston and some other commodity, I think would not 
be the practical way to handle it. 
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I think we would be far better off to stay away from general investi- 
gations in this thing and let the specifics go in the specific cases. We 
have a good set of ground rules. 

Mr. Barron. Do you think all five plans for piggyback are sound, 
Mr. Grinnell ? 

Mr. GrInNELL. My company does not take part in any plan 1 rates. 
That is the substitute service. We do not feel that, as far as we are 
concerned, we want to take part in any of those. 

We do take part in all of the others and we feel there is a place for 
the others. We have not yet been convinced that the substitute serv- 
ice is the way to handle this thing. 

Senator Monroney. Thank you very much, Mr. Grinnell. 

Mr. Barron. Senator Scott asked me to announce that the hearing 
would stand in recess until 10 o’clock tomorrow. 

Senator Monronry. Thank you very much for your patience with 
the committee in sitting so long. 

Westand in recess. 

(Whereupon, at 6:35 p.m., the subcommittee was recessed until 10 

a.m., June 2, 1960.) 
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DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


THURSDAY, JUNE 2, 1960 
U.S. Senate, 


CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON MercHaNnr MarINnE AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10:05 a.m., in room 5110, 
New Senate Office Building, Hon. Clair Engle presiding. 

Senator Eneire. The subcommittee will be in order for taking fur- 
ther testimony in regard to the decline of coastwise and intercoastal 
shipping. 

Our first witness this morning is Mr. E. C. Hicks, Jr., general 
freight traflic manager of the Atlantic Coast Line Railroad, of Wil- 
mington, N.C. 

Mr. Hicks, we are happy to have you here this morning. 


STATEMENT OF E. C. HICKS, JR., GENERAL FREIGHT TRAFFIC 
MANAGER, ATLANTIC COAST LINE RAILROAD, WILMINGTON, 
N.C., ON BEHALF OF THE SOUTHERN FREIGHT ASSOCIATION 


Mr. Hicks. Thank you, sir. 

Senator Enatr. I observe you have quite a lengthy statement, and 
I see also that you attach to your statement a number of exhibits. 
Without objection, the exhibits will be made a part of the record fol- 
lowing your statement. 

Mr. Hicks, do you desire to read this statement in toto or can you 
summarize it after it is placed in the record ? 

Mr. Hicks. Senator Engle, the statement is 29 pages long and it has 
several tabulations in it which I could pass over rapidly. I really be- 
lieve I could make more time by reading it and passing over those 
tables. However, if you prefer, 1 could endeavor to brief it, but I am 
afraid it would take a little longer. 

Senator Eneir. May I suggest this, that your statement appear in 
the record as if read and, as you go through your statement, if you 
depart from the text and extemporize, that you call those matters to 
the attention of the reporter in order that they may be added to the 
text, which otherwise will appear as if read. 

Mr. Hicks. I will be sie to do that. 

Mr. Chairman and members of the committee, my name is E. C. 
Hicks, Jr., and I am general freight traffic manager of the Atlantic 
Coast Line Railroad at Wilmington, N.C. My occupation is making 
railroad freight rates and related activities. I have been in the rate- 


453 








454 DECLINE OF COASTAL SHIPPING INDUSTRY 


making business more than 41 years. The executive committee of the 
Southern Freight Association has delegated me to speak today on 
behalf of all the railroads in the South. 

My statement will deal with the subjects listed in the preceding 
index. 

The first is the myth of disappearing water transportation service: 

Mr. Weller, president of Seatrain Lines, said that only 78 ships re- 
main in the coastwise and intercoastal trades, but Chairman Morse, 
the former Chairman of the Federal Maritime Board, said there are 
323. Even the 323 is rather meaningless when taken alone. Carr y- 
ing capacity, speed and time consumed in loading and discharging are 
much more significant. One modern roll-on/roll-off vessel can do the 
work formerly done by many break-bulk ships. 

Chairman Morse’s table 1 shows that the deadweight tonnage of the 
323 vessels in 1959 was 5,714,000 as compared with only 5,833,000 tons 
for 675 vessels in 1939, an average increase of 9,049 gross tons per ves- 
sel, or 104 percent. He showed that aver age deadweigh it tonnage of 
dry-cargo ships increased from 6,983 in 1939 to 10,901 in 1959. The 
improvement in tonnage is augmented by increase in speed and reduc- 
tion in time required to load and unload. 

However, I understand both Messrs. Weller and Morse were talking 
about only one class of vessels, those subject to ICC regulation, and, in 
fact, not all of those. Since the Corps of Army Engineers dug the 
intracoastal canals, vast and ever-increasing tonnages of freight have 
been diverted from the outside, or deep sea, coast wise and intercoastal 
carriers, as well as from the railroads, to private and exempt intra- 
coastal canal barges and other vessels. Also, many more ships than 
mentioned by Chairman Morse operate in intercoastal service. 


1(@). ICC-REGULATED COASTWISE VESSELS ON ATLANTIC AND GULF COASTS 


My exhibit 1, hereto attached, is a list of only those class A and B 
water carriers under ICC regulation operating in coastwise service 
along the Atlantic and gulf coasts. With slight fiuctuations, the ton- 
nage : these carriers handle h: is Increased steadily from 12,166,000 tons 
in 1952 to 13,350,000 tons in 1959. Although Seatrain’s tonnage 
dropped from 884,000 in 1952 to 810,000 tons in 1959, the combined 
traffic of Pan-Atlantic and Seatrain increased from 1,275,000 tons in 
1952 to 1,649,000 tons in 1959. 


1 (b) - ICC-REGULATED INTERCOASTAL VESSELS 


You were told that Luckenbach Steamship Co. is the only steamer 
line remaining in the intercoastal common carrier trade. My exhibit 
2 shows that the 11 class A and B intercoastal water carriers subject to 
ICC regulation which reported to the Commission in 1959 are more 
than twice the 5 companies shown in Mr. Morse’s table 5 as operating 
intercoastal vessels in that year. 

Of the 27 intercoastal vessels shown in Mr. Morse’s table 5 for 1959, 
6 were Weyerhaeuser vessels. Probably a couple of ships were tem- 
porarily laid up at the time the table was compiled because Weyer- 
haeuser operates eight in common carrier service between the Pacific 
and Atlantic coasts, and has no plans to go out of business. Only re- 
cently Mr. Donald Watson, president, announced approval by the 
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board of directors of a plan to rehabilitate its fleet of eight EC-2 cargo 
vessels, totaling 57,600 gross tons. This is to be done without Govern- 
ment subsidy and at a cost of approximately $4 million. 

Exhibit 2 shows that States Marine Lines reported to the ICC that 
it moved 353,000 tons of domestic intercoastal freight in 1959. That 
is one of the lines which Mr. Sinclair, of Luckenbach, mistakenly said 
had withdrawn from the service. Neither Mr. Weiler nor Mr. Morse 
gave States Marine Lines credit for any vessels in intercoastal service. 
However, the record in L.C.C. Docket W-895, Sub 14, shows that in the 
94 months Aueust 2, 1957, through August 15, 1959, on 78 eastbound 
trips from the Pacific tothe Atlant ic coast, States Marine handled 281,- 
068,000 board feet of lumber and 12,404,800 cubic feet of general cargo 
loaded aboard the vessels on our Pacific coast. Of the lumber, 35,- 
719,000 board feet moved to Tampa, Fla., 5,706,000 to Port Ever- 
glades, Fla., 34,468,000 to Philadelphia, Pa., and 34,504,000 to Bos- 
ton, Mass. 

(The following letter was subsequently submitted for the record :) 


ATLANTIC CoAST LINE RAILROAD Co., 
Wilmington, N.C., June 3, 1960. 
Hon. WARREN G. MAGNUSON, 
U.S. Senate, 
Washington, D.C. 


DEAR SENATOR MAGNUSON: In testifying on the second instant before the Sub- 
committee on Merchant Marine and Fisheries of the Senate Committee on Inter- 
state and Foreign Commerce in regard to the general question of water trans- 
portation, I said at page 3 of my prepared statement : 

“Exhibit 2 shows that States Marine Lines reported to the ICC that it moved 
353,000 tons of domestic intercoastal freight in 1959. That is one of the lines 
which Mr. Sinclair, of Luckenbach, mistakenly said had withdrawn from the 
service.” 

Later, Mr. Sinclair told me that I had confused “States Marine Lines” and 
“States Steamship” and that in his testimony he had not said that States 
Marine Lines had withdrawn from the intercoastal service, but that he had 
said that States Steamship had withdrawn. 

I told Mr. Sinclair that, under the circumstances, my statement in this respect 
had been due entirely to a misunderstanding and that I would write you and 
correct it. 

Referring to page 2 of the statement which Mr. Sinclair made at the February 
hearing, I note that he said: 

“We have seen in subsequent years the withdrawal of American-Hawaiian, 
States Steamship, Waterman, Pan-Atlantic, Isthmian, and United States Lines.” 

I apologize to you and Mr. Sinclair for having confused States Steamship 
with States Marine Lines. 

Yours very truly, 
E. C. Hicks, Jr., 
General Freight Traffic Manager. 


According to Army engineer records, States Marine Lines owns the 
following vessels : 























Name Length] Carrying Name —_— Carrying 
capacity capacity 
Feet Tons Feet Tons 

ee NR ase oe 455 12, 057 || Keystone State 520 17, 190 
Constitution State._...........- 455 12,085 || Lone Star State 492 14, 269 
Ce ONO es as ya 455 11,854 || Magnolia State 455 11, 963 
Ne BtORS. : 0... .veakandnannds 460 11, 637 Palmetty State. dnt ceasenccoes 455 11, 963 
Garden State ........... gia 455 BE Gre Uf 3 CEN UN can cn cncmadensmue 455 12, 032 
INNO nt seer oe 455 11, 963 || Volunteer State.............--.| 455 11, 963 
Green Mountain State_...__.-- 455 12,065 || Wolverine State 520 17, 370 


Meetlér State._.... 2... 2.24.2. 520 een PHY Al Ole | 


SS 
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According to record in ICC ‘Docket W-895 (sub 14) 11 of these ves- 
sels participated in the above movement but numerous chartered vessels 


also took part. 


Albatross 

Armonk 

Beaver State 

Coe Victory 
Constitution State 
Cotton State 

Edgar F. Luckenbach 
Fortuna 

Garden State 

Grain Shipper 

Green Mountain State 
Hawaiian Fisherman 
Lipari 

Longview Victory 


The following was the entire list : 


Full lumber vessels 


Mankato Victory 
Mormac Pine 
Mormacsun 
Natalie 

Ocean Evelyn 
Pelican State 
Robin Mobray 
Santa Venetia 
Seafair 
Simmons Victory 
Topa Topa 
Trans-Atlantic 
Yaka 


Combination lumber and general cargo vessels 


Aleoa Partner 
Aleoa Pointer 

Aleoa Pegasus 
Alma Victory 

seloit Victory 
Binghamton Victory 
Britain Victory 
Cape Ann 

Columbia Trader 
Florence Luckenbach 
Golden State 
Iberville 


Jefferson City Victory 
Lone Star State 
Magnolia State 

Mary Luckenbach 
Ocean Joyce 

Pacific Cloud 
Palmetto State 

P & T Explorer 
Rebecca 

Rocky Spring Victory 
Volunteer State 
Wild Ranger 





1(C). ICC REGULATED VESSELS ON PACIFIC COAST, COASTWISE ; ALSO ON 
GREAT LAKES AND MISSISSIPPI RIVER SYSTEM 


Tonnage reports made to the ICC by class A and B water carriers 
operating on the Pacific coast, on the Great Lakes, and on the Missis- 
sippi River and its tributaries during 1952-59 are set forth in my 
exhibits 3, 4, and 5, respectively. While freight so handled by regu- 
lated carriers on the Great Lakes dropped from 18,783,971 tons in 1952 
to 17,226,919 tons in 1959, Pacific coast freight increased from 14,260,- 
503 to 18,015,966 tons, and in the Mississippi River system it increased 
from 33,514,061 to 47,894,388 tons. 

For all class A and B water lines under ICC regulation combined, 
the tonnage record in the 8-year period was: 





— 








Year Tonnage Year Tonnage 

handled | handled 
ENE ten piiaduashesedgnbiincakaees OB abcd sccncursiendccenisied | 105, 060, 289 
ae eee eee sees 93, 840, 921 DE stack awadescusediseeese : 103, 813, 743 
19064..... NO Se a ees nae 94, 402, 712 
cece rlececp casi dk Den Seitp es latins op osinceselaian 97, 083, 844 Peickccedabsadiesibbadinennanididebens | 99, 923, 557 


On January 15, Mr. J. W. Hershey, president of American Com- 
mercial Barge Line Co., addressed the New York Society of Security 
Analysts. He said his company’s traffic had steadily climbed from 
1,929,000 tons in 1952 to 6,592,000 tons in 1959, and that ton-miles of 
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inland waterway traffic on the Mississippi River system had grown 
from 30,281,000 in 1950 to 43,442,000 in 1958, an increase of approxi- 
mately 77 percent, while during the same 9 years ton-miles trans- 
ported by railroads had decreased 6.6 percent. 

According to the New York Times of May 18, the number of inland 
br pei barges loaded in the first quarter of this year was 9,434, or 

6.3 percent greater than the 8,878 loaded in the first quarter of 1959. 
Tonnage loaded was up 14 percent, or from 9,048,568 to 10,315,790 
tons. 


1(d). COASTWISE TONNAGE OF COASTWISE CARRIERS AT ATLANTIC AND 
GULF PORTS 


The following table compares Army Corps of Engineers statistics 
of coastwise tonnage moved by water into and out of the principal 
ports on Atlantic and gulf coasts in 1958 with 1939: 











Port | 1939 1958 

I DANG 8 a Seo odin ncn cenne aktaddndainens sat aaiat et aaeamaan 13, 943, 233 12, 350, 096 
WN ON PRY ocicn Sa ceu deus cas avedaussasaceuveslavesacessnesucnseadeneeie 40, 034, 824 52, 809, 522 
PRC POs po cci ast ccck nee a tersakesukcnateae ee meRoeedeas cememananse 9, 845, 792 | 12, 425, 811 
Baltimore, Md pbwa xs anc cuaWwametiadne sdnalaalethe saead sibs nanan aaa 7, 634, 464 6, 973, 111 
Hampton Roads, Va-_.-- duwuawasasa ee iS cena Red esac aid data a dateat | ae 12, 187, 232 
Charleston, 8.C sa aka abe eo gph os aloe oi ah aad baie Sea odie alanstonpuende bite dob | 1, 414, 734 2, 238, 357 
Savannah, Ga-__.......-.-- acweweem ama 2, 469, 192 1, 501, 745 
Jacksonville, Fla........-...-..-- 2, 189, 898 3, 758, 590 
I BEN 6 io as po vin ctaMadina nae aed abou anes een aks gee eee 2, 541, 921 | 6, 841, 546 
Mobile, Ala 1,718, 114 2, 010, 893 
eee ee cea ake eta 2 Se oe ee ee ‘ 5, 544, 196 10, 726, 516 
PN TOR. 2 adaccmainsnes aaa eae a eee ee) 16, 882, 268 26, 625, 498 
EME GOREN) 8 Oliva ck Soccnbens banndacecaenueds ccotonaseeunma sens aneeeenae ee 8, 528, 866 | 7, 894, 135 

BG ska caaceccees ib vide ennnweaaiee sossids W nics nase ea maka Sak at ahaa maenaaan 132, 907, 316 | 158, 343, 052 








Nearly every port had a substantial increase except Hampton Roads 
where a reduction was caused by fuel oil, principally from Venezuela, 
supplanting coal as the heating agent in homes and industries. The 
regulated and unregulated coastwise traffic into and out out these 13 
ports alone in 1958 was 63,940,340 tons more than total ICC regulated 
tonnage moving coastwise, in the Pacific and Atlantic coasts, inter- 
coastal, Great Lakes, and inland waterway combined. 


1(@). WATER CARRIERS SEEK NEW OR EXPANDED OPERATING RIGHTS 


The general vigor of the water-carrier industry and its optimistic 
outlook are evidenced by the numerous applications to the ICC for 
operating rights. My exhibit 6 lists a number, though by no means 
all, of the recent applications. It may be interesting to see some of 
the optimistic estimates that some of the applicants make. 

The record in ICC docket W-1036, sub 10, shows that Terminal 
Steamship Co., which seeks additional intercoastal rights, carried 
45,266,105 board feet of lumber from the Pacific to the Atlantic coast 
in 1957 and 39,472,956 in =~ first 10 months of 1959, equivalent to 
47,367,567 board feet per year. In 1957, Terminal Steamship handled 
79,430 net tons of sulfur Seas the gulf to the Pacific coast and 77,221 


in the first 10 months of 1959, or the equivalent of 92,166 net tons for 
the whole year. 
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Probably the most formidable competition for Seatrain, Pan- 
Atlantic, and the railroads is the new common carrier coast wise service 
between New York, on the north, and Jacksonville, Fla., and gulf 
ports, on the south, soon to be inaugurated by Containerships, Inc., 
owned by Erie & St. Lawrence Corp. 

Initially, this line will operate two $3,500,000 vessels, carrying 170 
lightweight cargo containers, 20 percent of which will be re frige ‘rated, 
Contract has been signed for 900 of these containers, costing more 
than $2 million. The ships will be 360 feet long, 52 feet beam, with 
draft of 16% , feet, each deve loping 4,000 horsepower and making 16 
knots. They are designed for rapid cargo loading and disch: _ and 
will prov ide two sailings per week from both New York and Jackson- 
ville. Freicht pic ‘ked up in New York one evening will be delivered 
in 4 lorida the third morning. 

A description of this and other new Containership operations is set 
forth in my exhibit 7, page 92, from the December 12, 1959, issue of 


Traffic World. 


2. THE SUPPLANTING OF REGULATED COMMON CARRIER WATER OPERATIONS 
BY EXEMPT AND PRIVATE SHIPPING 


But regulated water lines with which Seatrain, Pan-Atlantic, and 
Luckenbach, for example, have been in such fierce competition are not 
the chief cause of their difficulties. Nor can their principal difficulties 
fairly be attributed to railroad rates. Instead, the heart of their 
trouble is the same thing that has placed many railroads, and is 
progressively continuing to place many others—and even the common 
carrier trucklines—in an extremely precarious position. I refer to 
private and otherwise unregulated water and motortruck competition, 
That is the most important condition today militating against the 
very life of all common carriers, and particularly the coastwise and 
intercoastal water lines. 

The following statement of the Interstate Commerce Commission 
in its 1955 annual report gives an idea of the relative importance of 
regulated and unregulated domestic for-hire water carriage: 

The volume of for-hire traffic transported by carriers not subject to our juris- 


diction in any respect considerably exceeds the volume transported by regulated 
carriers. 

Legislation has been proposed, particularly by regulated carriers in the in- 
terior of the country, to revoke the dry bulk exemption provided in section 303 
(b). Such legislation is strongly opposed by other interest. We have reported 
favorably on bills which would remove the exemption so far as inland water- 
ways are concerned. As stated in our last report: * * * “the exemption ad- 
versely affects the public interest in stable, reasonable, and properly related 
rates and makes effective regulation of water transportation impossible.” 

4 te * * * * ~ 


According to the carriers’ reports, 83.8 percent of the domestic revenue tons 
earried in 1954 consisted of traffic moved under conditions which excluded it 


from our jurisdiction. 

The exemptions in section 303 have never been repealed. 

Exhibit 8 shows the number of carriers—regulated and unregu- 
lated—in coastwise, intercoastal, and Great Lakes—not inland water- 


way—-services at the close of 1939 and 1958. The total jumped from 
466 to 567 in 19 years. 
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Number of carriers alone is not sufficient, so the lower half of the 
first page shows the number of freight carrying vessels—ships and 
barges—not towboats or tugboats. The 19-year increase was from 
2.702 to 6,338, or 123 percent. 

Even number of vessels does not tell the full story. The table on 
page 2 shows that total carrying capacity of these vessels increased 
from 12,180,710 tons in 1939 to 20,926,405 in 1958, or 72 percent. 

That you may better visualize the changing conditions, I show you 
three charts. The first is a bar chart showing the carriers between 
regulated and exempt. In 1939, this first column shows that there 
were 308 regulated water carriers. It is true that by 1958 that had 
dropped to 78, but the cause of that was not railroad rates. The 
exempt carriers in 1939 were 158, but by 1958 they had increased to 
489. There is the cause of the trouble. 

The total of both regulated and exempt in 1939 was 466 and in 
1958 it was 567. 

Exhibit No. 10 isa similar bar graph dealing with the same carriers, 
but showing their vessels instead of the number of carriers. It makes 
a similar showing in that in 1939 there were 1,563 regulated vessels, 
and in 1958 there were 2,330. Of course it is not exactly the saz ne, 
because although the carriers went down, the number of vessels in- 
creased, 

In 1939 the number of exempt vessels was 1,139, and by 1958 that 
had increased to 4,008, so that the total of regulated and unregulated 
jumped from 2,702 in 1939 to 6,388 in 1958. 

But neither the number of carriers nor the number of vessels is the 
end result: it is the cargo capacity. In 1939 the regulated vessels had 
a cargo capacity of 6,811,141 tons. That had dropped to 5,426,956 
tons in 1958. But the cargo capacity of the exempt vessels had in- 
creased from 5,369,469 tons in 1939 to 15,499,449 tons in 1958, so that 
the total of regulated and exempt increased from 12,180,710 in 1939 
to 20,965,405 in 1958. 

The water transportation industry is not becoming stagnant. Of 
the 6,338 vessels in ser ag on December 31, 1958, those built or rebuilt 
since 1950 totaled 2,301, with 176 of those built or rebuilt in 1958 
alone. 

Exhibit 12, dealing with only those carriers operating on inland 
waterways, shows that in 1939 there were 505, which by 1958 had in- 
creased to 668, or 32 percent. Their vessels increased 39 percent, or 
from 6,100 to 8,503. Carrying capacity jumped from 4,068,341 tons 
to 7,928,139, or 95 percent. Also, towboats and tugboats on inland 
waterways increased tremendously in number and horsepower, as 
shown by exhibit 13. You see the average per horsepower for tug- 
boat was 321 in 1939 and 573 in 1958. The vigor of inland waterway 
transportation is illustrated by the statement ‘of Mr. J. W. Hershey, 
president, American Commercial Barge Line Co., reproduced in ex- 
hibit 14. I might read just one or two of his statements: 


Our operations are completely dieselized, and great strides made in propulsive 
efficiency and in scientific hull design. * * * Today the largest towboat on the 
inland waterway develops 8,500 horsepower and pushes 7% acres of loaded 
barges up the Mississippi River. Such a flotilla of barges is 1,370 feet long 
and 210 feet wide. This is 350 feet longer than the SS United States and is the 
equivalent of seven 100-car railroad trains in carrying capacity. 


60470—60——_30 
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He said: 

In projecting the growth possibilities of the barging industry, two-thirds of all 
the people in the Nation live within 50 miles of a coastal or inland water- 
Way route and the only communities which comprise a million people who are 
not in this geographical range are Atlanta, Dallas, Fort Worth, and Denver. 

In the 4 years since 1955, the percentage participation by the inland waterway 
industry in the total transportation movement of the Nation has increased from 
7.7 to 8.1 percent in 1956, to 8.7 percent in 1957, and to 9.1 percent in 195s. 


He said further: 


As the tide of constant skirmishes in Congress and in the Commission has 
turned first one way and another, the water carriers on the rivers have, as a 
group, prospered and grown. 

Exhibit 15 shows that the tons handled by class A and class B coast- 
wise, intercoastal, Great Lakes, and inland waterw ay carriers subject 
to ICC regulation increased from 82,892,778 in 1952 to 99,923,557 in 
1959, or OT percent. This is shown more conveniently in the graph, 
exhibit 16. On this graph we have lines showing the tonnage and 
the rise or fall in tonnage handled by the intercoastal carriers, the 
carriers in the various divisions and the total tonnage carried by all 
the water carriers which was up from 83 million to 100 million tons in 
that period. 


2(a). FREIGHT MOVEMENTS DIVERTED FROM COMMON CARRIER TO PRIVATE 
WATER TRANSPORTATION 


Before World War II, use of intracoastal canals was largely con- 
fined to pleasure craft, but now manufacturers use them widely to 
move their freight in their own barges or self-propelled vessels, or 
in chartered vessels. A few illustrations of such private transpor- 
tation, since it is the real seat of the ills of the common carriers, 
whether by water, by rail, or by truck, have been shown in my ex- 
hibit 17. Hundreds of such examples could be cited but the 15 I 
have included will show you exactly what I mean. I will not take 
the time to cite those. 


2(b). INDUSTRIES ENGAGED IN PRIVATE WATER CARRIAGE 


It would be enlightening to know the class of industries owning 
and operating the 6,338 vessels and barges referred to in exhibit 8. 
Merely as illustrative, exhibit 18 lists 38 of the commercial concerns 
that own or lease and operate the 343 self-propelled vessels described 
therein. It also shows 66 companies that privately operate more 
than 900 barges. The notes show that the 348 vessels are not small 
affairs, but that many are fully comparable, and most are superior, to 
those taken over by the Government in World War II. In ev ent of 
another similar emergency the private and unregulated operators 
with whom common carrier lines have been unable to compete should 
be able to supply all vessels that might be needed. 

One of the newer developments in the private water transportation 
field is the new private carrier steamship service owned jointly by 
Virginia-Carolina Chemical Co., the Tampa Electric Co., and the 
Peabody Coal Co., known as Gulf Transit Co. It will move coal to 
Tampa from its owning coal and electric companies and sulfur to 
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Tampa and phosphate rock from Tampa for its owning chemical 
company. 

Another newcomer, the Mid-South Towing Co., owned by the same 
three corporations, will inaugurate service in October with 64 new 
all-steel, open-hopper barges ‘of 1,500 tons capacity each. 

The steamship service commenced with the arrival January 7 of the 
Martha Mac, a converted T-2 tanker. The pictures and description 
of this vessel, also the description of the Mid-South Towing Co. barges 
which appeared in the January 1960 issue of Jac ksonville Seafarer 
are reproduced in my exhibit 19. I ask you to note the size of the 
ship, as pictured on the second and third pages. On its first voyage 
Martha Mac brought to Tampa on January 7, 7,500 tons of sulfur and 
7,500 tons of coal. In the short time from then until March 21, it 
completed seven trips on which it brought to Tampa 95,109 tons of 
coal and took from Tampa 75,082 tons of phosphate rock. 

Still another newcomer to the trade is shown in my exhibit 20, 
which is page 30 of the March 1960 issue of World Ports. This 
describes the De Bardeleben Marine I, a newly converted Liberty ship 
which will handle from Texas to Tampa 7,300 tons of molten sulfur 
per trip in two of its holds and, in the other three holds, thousands of 
tons of phosphate rock on the return runs from Tampa. 


3. TAXPAYER-FINANCED ENTERPRISES INJURE COMMON CARRIER COASTWISE 
STEAMER LINES AND RAILROADS 


Strangely, through the medium of State port authorities, taxpayers 
in some States are now competing with common carrier coastwise 
steamer lines and railroads. As illustration, in January 1958, Georgia 
completed a barge terminal at Bainbridge, on the Flint River, at cost 
of some $775,000. Being human, the managers of State port terminals 
naturally strive to make the fac ility a financial success. That can 
be done only by enticing business to the dock. My exhibit 21, 
brochure printed by Georgia Ports Authority, is a sample of its en- 
deavors to induce shippers and receivers at points within a radius of 
at least 125 miles to divert their business to the barge or barge-truck 
route via Bainbridge. Since the dock was activated it has diverted 
more than 5,500 tons of salt, 10,000 tons of flour, and 83,700 tons of 
sulfur from rail, coast wise steamer, or truck to barge. 

As soon as the terminal was completed sulfur companies began 
barging to build up a stockpile at Bainbridge. Motor trucks, largely 
private, supply from this stockpile surrounding points such as Cot- 
tondale, Fla.; Dothan, Ala.; Albany, Attapulgus, Columbus, Macon, 
Meigs, Moultrie, Pelham, and Valdosta, Ga. Consignees consider 
the barge-truck service vastly superior to all rail as they can order 
little as a few tons and receive delivery within a few hours. Rail 
rates low enough to return the lost sulfur to rail handling can hardly 
be published, but rail rates designed to contain the situation, prevent 
extension of the radius of distribution and avoid additional losses 
were published to the general area, whereupon Georgia Ports Au- 
thority unsuccessfully sought suspension. 

The salt, which moves from eciom to a pickle plant at Cairo, 
22 miles from Bainbridge, was formerly handled by rail. When 

railroads proposed a reduced rate designed to retrieve the salt lost 
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to barge through ports authority terminal, the general traffic man- 
ager of the authority telephoned and besought me, as ratemaking 
officer of on Line, to refuse to participate in the proposed rate; 
in other words, to forego the traffic so that it could move over the 
dock. He niataed that taxpayers, having built the terminal, are en- 
titled to have it succeed and that he considered railroad efforts to 
reduce the rate as a very unfriendly act and unwarranted discrimi- 
nation against Georgia taxpayers. The Commission declined to 
suspend the rate when Georgia Ports Authority requested it. 


4, PRIVATE MOTOR CARRIER OPERATIONS INJURE BOTH COMMON CARRIER 
WATER AND RAIL LINES 


Not only is the financial success of regulated water carriers jeop- 
ardized by private water carriage, but common carrier water and 
truck lines and the railroads are also seriously jeopardized by private 
truck transportation. Merely as illustrative, I cite a shipper of pulp- 
board with two plant-to-plant movements, one aggregating 35 million 
pounds, and another 42 million pounds, per year. Of the former, 
95 percent is now in producer’s own trucks, while increasing propor- 
tions of the latter are going the same way. Another pulpwood pro- 
ducer operates a large fleet of trucks and has 33 drivers on his regular 
payroll. He tells us that this private transportation will continue 
unless common carrier rates can be made “dramatically” lower than 
the cost of private transportation. 

Worse still, many industries engaged in private hauling of their 
products take advantage of the agricultural commodities exemption 
in the act and haul on a for-hire basis on the return trip, fruits, vege- 
tables, and other farm products. They charge anything they can 
get to reduce their transportation costs. The amount of tonnage 
lost to common carrier water and rail lines by the hundreds of such 
cases that could be cited is astounding. 

On the subject of the adverse effect which private motor carrier 
operations has on both common carrier water and rail lines, I should 
point out that millions of pounds of freight are moving this way. 
One shipper on our line operates a large fleet of trucks and has on 
its regular payroll 33 drivers. That company has told us that in 
order to compete for this business we must make our rates dramatic- 
ally lower than its cost of private truck transportation. That same 
kind of competition adversely affects coastwise steamer lines. 


5. ADVERSE EFFECT OF ILLEGAL TRUCKING ON REGULATED WATER, RAIL, 
AND TRUCK CARRIERS 


In addition to losses caused by private transportation, regulated 
water carriers, along with common carrier rail and truck lines, are 
suffering terrific tonnage and revenue losses by reason of illegal motor- 
truck transportation. I will mention only a few examples, but they 
could be multiplied ad infinitum. 

Hundreds of motortrucks handling exempt fruits and vegetables 
from Florida, and which otherwise would return empty, are handling, 
through phony purchase arrangements or otherwise, tremendous quan- 
tities of lumber, plumbing goods, building materials, and anything 
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else they can get their handson. Any Thursday evening one stationed 
at strategic Florida gateways could count 175 to 200 trucks bootlegging 
lumber into the State. We wrote the Commission’s Bureau of Motor 
Carriers on August 16, 1955, and the following is quoted from reply 
of Mr. William Addams, district director, Atlanta: 

This office has been well aware of this illegal transportation for some time 
and has given the matter such attention as the limited staff available permits. 
In order to bring successful prosecution against a party for operating in inter- 
state commerce by motor vehicle for hire, it is necessary to prove, not only that 
the transportation took place, but that payment was received for same. In 
numerous investigations which we have conducted, we have been unable to 
secure evidence of payment because the shipper who uses the illegal transporta- 
tion refuses to furnish such evidence, which he has a perfect right to do, to repre- 
sentatives of the Commission; and the carrier who performs the service, main- 
tains absolutely no records except that which he carries in his hip pocket. 

The matter is receiving the attention of both this office and the Jacksonville 
office, and we are doing what we can with the limited staff available to run down 
these violations. If we could receive suflicient appropriation from Congress to 
employ the special agents needed, we could go a long way toward preventing 
this, and other, illegal transportation of which we are perfectly aware but 
unable to stop. 

My exhibit 22 reproduces a letter written to the Florida Railroad 
and Publie Utilities Commission by a disgruntied party who was hurt 
by such illegal trucking. 


6. EXAMINATION OF SPECIFIC CONTENTIONS IN PRESENTATION BY PAN- 
ATLANTIC STEAMSHIP CORP.—MR,. FARNELL 


6(2). RATES ON FROZEN CITRUS CONCENTRATE FROM FLORIDA TO NEW 
YORK 


Mr. Farnell’s appendix FE illustrates his description of the down- 
ward spiral of rates on frozen citrus concentrates from Ocala to 
New York, said to have been forced by rail rate reductions. 

Long before Pan-Atlantic inaugurated sea-land service, competition 
of railroads with common carrier and private motor trucking for this 
traflic was so severe that railroads had to reduce their rates time after 
time. My exhibit 253 shows the division between rails and trucks in 
the five seasons prior to Pan-Atlantic entry in the trade. Despite rate 
reductions railroads could hold little more than 50 percent of the 
traflic. 

So much Florida fruit and vegetable tonnage had been lost to 
unregulated trucking by 1957 that the most attractive volume tonnage 
still left to rails, and which was also most vulnerable to Pan-Atlantic 
sea-land service, was canned and frozen citrus products. To capture 
this, Pan- Atlantic published rates which, despite superiority of truck- 
boat-truck to all-rail service, were 9 to 1114 cents lower than rail rates, 
even from Ocala. Since rail rates were graduated according to dis- 
tance, those from Dade City, near Tampa, were 4 cents higher than 
from Ocala. However, Pan-Atlantic published one blanket rate from 
all points in the State, resulting i in a greater difference, Pan-Atlantic 
under rail, from the more southerly Florida points than even from 
Ocala. 

In November 1957 the rail rates were reduced about 10 cents 
100 pounds, after which Pan-Atlantic further reduced its rates, saulake 
them 614 to 814 cents less than rail. 
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On August 5, 1958, Pan-Atlantic further reduced its rates to be 
614 to 1014 cents less than via rail. To avoid losing ee the traffic, the 
railroads then reduced their rates on September 1, 1959, and sub- 
stantially equalized the new Pan-Atlantic rates. Ricannar Pan- 
Atlantic made a fourth reduction, effective September 1, 1959, its rate 
becoming roughly 1114 cents less than the new rail rate. In reply 
to suspension ‘petition of Southern Motor Carriers Rate Conference, 
Pan-Atlantic, still clinging to the fiction that its superior truc k- 
water-truck service is no more desirable, as compared with rail, than 
the old-time break-bulk port-to-port water service, told the Commission 
that differentials below all-rail rates were maintained— 
in accordance with the general practice of Pan-Atlantic, as well as other water 
carriers, who from time immemorial have published rates differentially lower 
than those applicable via rail or truck for the purpose of compensating for 
inferiorities of water service. 

The Commission permitted the rates to take effect and a reduction 
in rail rate followed on December 14, 1959, to place it on a parity with 
the September 1, 1959, Pan-Atlantic sea-land rate. ‘The Commission 
denied Pan-Atlantic’s petition for suspension but entered upon an 
investigation—Docket 33293—of both the rail and the Pan-Atlantic 
rates, 

The parity resulting from failure to suspend was short lived. On 
February 9, 1960, Pan-Atlantic further reduced its rate by 3 cents 
and at the same time published an alternating rate, subject to minimum 
weight of 140,000 pounds, that was still 7 cents lower. ‘These rates 
are also now being investigated in ICC Docket 33293. Meanwhile, the 
railroads are again ata rate disadv antage. 

Exhibit 23 shows that the selective rate cutting practiced by i. 
Atlantic since inauguration of its sea-land service in October 1957 
rapidly eliminating the railroads from participation in the traffic. 
Rail proportion of the total tonnage has dropped from 61 percent 
in 1956-57 season to 30 percent in the 1958-59 season. 


6(b). RATES ON CANNED GOODS FROM TAMPA TO NEW YORK 


Appendix E to Mr. Farnell’s statement shows that rail rates on 
canned goods from Tampa to New York are lower than if the 1931 
rates had been subjected to all percentage increases granted by the 
Commission in the various ex parte cases. 

Competition of motor trucks—common carrier, contract and _ pri- 
vate—with rails for canned goods is probably more intense than for 
any other article. Cased canned goods is easy to handle, stows well 
and is concentrated in large volume at relatively few origins. The 
first three rate reductions, August 14, 1950, June 7, 1957, and May 25, 
1958, criticized by Mr. ‘arnell, were made solely with truck com- 
petition—not Pan-Atlantic—in mind. The second was predicated on 
the mileage scale, already approved within and from southwestern 
and western territories and which was advocated and by the Canned 
Goods Shippers Conference. However, Pan-Atlantic, having made 
its rates lower than rail, correspondingly reduced them whenever the 
rail rates were reduced, and thus maintained its competitive advantage 
of 5 to 15 cents per 100 pounds. 
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Anticipating inauguration in October 1957 of its sea-land service, 
Pan-Atlantic published rates on canned goods, effective August 26, 
1957, that were substantially lower than rail, although its service was 
superior, affording as it did store-door pickup and delivery. More- 
over, sea-land service includes unloading from trailer bodies onto 
pallets placed on receivers’ platforms, while shippers and receivers, 
themselves, must load and unload rail cars. 

The railroads canvassed the New York receivers and were told that 
the truck-water-truck se ‘rvice was far superior to rail and worth 5 
to 7 cents per 100 pounds more. Additionally, canned goods moving 
by Pan-Atlantic were said to arrive in perfect condition while rail 
cars were said invariably to arrive with some damaged cases. 

My exhibit 24 shows the Florida canned goods movement during 
recent seasons, to those States which are Pan-Atlantic’s chief service 
area, and that trucks and Pan-Atlantic combined left the railroads 
only 31.8 percent of the 1955-56 season’s tonnage. Although rails 
fared somewhat better, receiving 48 percent when Pan-Atlantic tem- 
porarily withdrew its ships in ‘the 1956-57 season while oe 
them for sea-land service, Pan-Atlantic came back and cornered 63.8 
percent of the 1957-58 tonnage, leaving the rails only 25.8 saad 
and the trucks only 10.4 percent. This was made possible both by 
superior service and the August 26, 1957, “selective rate cut.” 

Being unable to compete, railroads reduced their rates 16 cents per 
100 pounds, effective February 1, 1959, and Pan-Atlantic made a 
corresponding reduction, maintaining differences ranging from 3 to 
7 cents under rail. The Commission did not suspend either rail or 
Pan-Atlantic rates, but in Docket 32816 it entered upon an investiga- 
tion of both. Because receivers generally concede Pan-Atlantic serv- 
ice to be worth at least 5 cents per 100 pounds more than all-rail serv- 
ice, the rails are at a disadvantage of from 8 to 12 cents while the 
investigation is pending. 


7. EXAMINATION OF SPECIFIC CONTENTIONS IN PRESENTATION OF SEATRAIN 
LINES—MR. WELLER 


7(a@). CLAIM THAT RAILROAD RATEMAKING POLICIES RESPONSIBLE FOR 
DECLINE OF SEATRAIN TONNAGE 


Exhibit 1 shows that in recent years Seatrain tonnage has =p 
successively from 1,067,000 tons in 1955 to 810,000 in 1959. Where: 
Mr. Weller has told you railroad ratemaking policies are oideilalan 
I have shown that competition with other water carriers—principally 
unregulated carriers—is the cause of the loss of traffic by common car- 
rier waterlines in general. 

Mr. Edmond H. Gaiennie, traffic vice president, Seatrain Lines, 
attributes Seatrain’s traflic losses principally to the competition of- 
fered by Pan-Atlantic since inauguration of its sea-land service. My 
exhibit 25 reproduces the transcript of that part of his testimony of 
January 7, 1960, in ICC Docket 33257, wherein he said 1955 was the 
last normal year ‘of Seatrain operation, the last in which it did not have 
to contend with industrial strikes, steel strikes, or strikes within its 
own industry, and ship repairs, including major ship repairs that 
took vessels out of service so that the number of voyages throughout 
the year did not reflect a normal operation. Mr. Gaiennie testified 
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that Seatrain’s Texas City-New York service suffered disruption from 
anew form of competition. Namely, in 1956, Pan-Atlantic inaugu- 
rated a new container operation which so disrupted Seatrain’s rate 
structure by reductions to meet this competition that Seatrain has 
not had a normal year since. Mr. Gaiennie also said Pan-Atlantic 
competition since its sea-land service was started is much more in- 
tense than it was in 1956 when it handled a few trailers on top of the 
tankers. 

Exhibit 26 reproduces that part of the transcript of testimony 
before the Federal Maritime Board in docket S-73, wherein Mr. D. 
W. Smith, vice president and secretary, Seatrain Lines, testified that 
in 1955, before Pan-Atlantic sea-land service started, Seatrain’s net 
waterline operating revenue was $4,402,990, but that in 1956 it fell 
to $1,844,692 and to $1,580,146 in 1957, while in the first 11 months of 
1958 it further dropped to $238,000. Mr. Smith directly attributed 
this decrease in Seatrain net revenue to the sea-land competition of 
Pan-Atlantic Steamship Corp. 

Mr. Gaiennie also testified in ICC Docket 33257 that if Erie & St. 
Lawrence Corp. begins service between New York and Jacksonville 
and later extends it to the gulf, as has been announced, it will ad- 
versely affect both Seatrain and Pan-Atlantic. At the same trial, 
Mr. S. S. Eisen, counsel for Seatrain, said that because of the com- 
petition offered by S. C. Loveland Co.’s barging operation, Pan- 
Atlantic had withdrawn its application for authority to establish a 
New York-Savannah service. 


7(b). WATER COMPETITIVE RATES ON PULPBOARD, SOUTH ATLANTIC COAST 
POINTS TO THE EAST 


There is no factual foundation for most of the statements made by 
Seatrain’s witness about the October 23, 1959, adjustment of rail 
rates on pulpboard from Port Wentworth and St. Marys, Ga. The 
adjustment was not confined to those two origins but it was a general 
readjustment of pulpboard rates from all South Altantic coastal pro- 
ducing points to Baltimore, Philadelphia, New York, and the sur- 
rounding areas. 

Actually, the reduction was not aimed at Seatrain competition. 
The railroads had lost nearly 60 percent of the business to barge trans- 
portation and were faced with definite threat that unless their rates 
were reduced the remainder would be diverted to barge. The follow- 
ing table shows the division of the traflic between barge, Seatrain, 
and rail during 1956, 1957, and 1958, prior to the reduction of r a rates 
which Mr. Weiler complained of : 


Movement of pulpwood 





| 
Via barge Via Seatrain Via rail es 
Year Bb te ee LN cla OB BLS Total, 
| | tons 
Tons | Percent Tons Percent Tons | Percent | 
jc i kcal tee Ge cack ah ee ae ae 
ad hd b5 nn biekhiahstickindied dale | 226, 468 | 58. 10 40, 214 8.15 166, 398 33. 75 | 493, 080 
gt i ten sant elle ccecaledihiainleal | 285, 319 | 59.18 40, 549 8. 41 156, 261 32. 41 482, 130 
LE ee | 312, 004 | 57. 30 47, 575 8.74 184, 908 33. 96 | 644, 487 





‘rom 
igu- 
rate 
has 
ntie 
. in- 
the 


ony 
. EA 
that 
; net 
fel] 
is of 
uted 
n of 
; St. 
ville 
ad- 
rial, 
‘om- 
Pan- 
sh a 


OAST 


e by 
rail 
The 
eral 
pro- 
sur- 


tion. 
‘ans- 
‘ates 
low- 
rain, 
rates 


‘otal, 
tons 


493, 080 
482, 130 
544, 487 





DECLINE OF COASTAL SHIPPING INDUSTRY 467 


The reduction followed a conference between railroads and shippers 
at which neither St. Marys nor Port Wentworth shippers were pres- 
ent. No mention whatever was made by anyone of the Seatrain or the 
40,000 tons that it was handling. 

The shippers were encountering intense competition from a new 
mill at Whippany, N.J., which was delivering by truck small amounts 
of pulpboard to nearby customers on a few hours’ notice. To compete 
with this development and with board distributed by truck from 
bargeline terminals, the South Atlantic producers said they would be 
forced to set up warehouses in the New York, Philadelphia, and Balti- 
more areas, use barges to build up stockpiles and thus also be in posi- 
tion to truck on short notice any orders that might be received from 
customers in the area. 

In charging that the railroads would have made more money if the 
former division of traflic as between Seatrain and rail had continued 
than by handling all the traffic, including Seatrain tonnage, at the re- 
duced rates, the Seatrain witness overlooked that much more was in- 
volved than the 40,000 tons per annum which that carrier was han- 
dling. 

Not only were the railroads trying to regain some of the 285,000 to 
312,000 tons they had lost to barges, but they were trying to prevent 
loss to barge h: indling of the 180,000 tons they were still handling and 
which we were told we would lose in whole or in large part unless our 
rates were reduced. 

The reduced rates have had considerable effect already. If the ton- 
nage handled by rail in the first quarter of this year from the origins 
to the destinations involved in the reduction continues at its present 
rate, the 1960 rail movement will be more than 405.000 tons as com- 
pared with the 185,000 tons in 1958. 


7(C). REFUSAL TO SWITCH FREIGHT FOR SEATRAIN 


At page 67 of the February 17 transcript, Mr. Weller charged that 
“in some instances they”—the Savannah railroads—“have even re- 
fused to switch cars out of the plant of a shipper who shipped via Sea- 
train.” Seatr: iin made the same contention at the hearing of ICC 
docket 33257, but it developed that the only party involved was Port 
City Steel Co., served by a Se: iboard Air Line Railroad-owned siding, 
not open to reciprocal switching. In line with the recognized and 
proper custom and practice, nationally obser ved, the Seaboard would 
not have switched the siding at the low reciprocal switching charge 
for any water or rail carrier. Seatrain was treated no differently than 
Atlantic Coast Line, Southern Railway, or any other competing car- 
rier would have been treated, or would have expected to be treated. 
Incidentally, on October 30, 1959, after construction by Port City 
Steel Co. of certain company-owne ‘d trackage, the siding was opened 
to reciprocal switching on shipments arriving via other railroads or 
via Seatrain and the indust ry is satisfied with the service which Sea- 
board performs. 
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7(d). FINANCIAL DIFFICULTIES OF COASTWISE AND INTERCOASTAL 
WATER CARRIERS 


The table on page 2 of Mr. Weller’s statement indicates that in 1958 
the four lines there shown incurred a deficit in net income, but the 
figures will bear analysis. For example, the Pan-Atlantic’s 721,916 
tons was only its tonnage on which the rates are regulated by ICC, 
but the freight revenue shown was for 1,306,049 tons, representing 
all coastwise and intercoastal freight, both regulated and not. On 
the other hand, the net income figure was the result of entire operations, 
including exempt domestic carriage, the important Puerto Rican 
operations, and even the passenger traffic. 

As contrasted with what the table would imply, Pan-Atlantic’s 
waterline operating revenue has consistently increased in recent ye: ATS, 
the following having been shown in its annual reports to the ICC 


Waterline 


Year: operating revenue 
oo i ea a ial Aad cia aa $10, 288, 504 
RU acted cash seat sea one cde damascene mae maaan EAE ae __. 13, 246, 945 
a i reser gs wales aakias pesca - cement en Cae 
WO ee htt ok ele Bie ees aes Lee ee eke es 19, 180, 520 
oc ah ieenstti scent ecard eked hes BS aie cece cates Si ail eas ara 24, 275, 353 
ic i tec es ere a ee 28, 594, 556 


Moreover, in the year 1958, selected for Mr. Weller’s table, Pan- 
Atlantic’s waterline operating expenses had suddenly jumped from 
the 1957 figure of $22,202,129, to $30,896,397, but in 1959 this expense 
item was reduced more than $3 million while revenues increased more 
than $4 million. 


7(@). REFUSAL OF RAILROADS TO JOIN IN THROUGH RAIL-SEATRAIN RATES 


Seatrain charges that the Savannah railroads, other than Central 
of Georgia, have refused “to make any joint rates even though the 
law requires it.” The present law—sections 1, 15, 15a 305, and 307 of 
the Interstate Commerce Act—gives the Commission authority to 
prescribe reasonable through routes and joint rates where existing 
facilities are available. However, the law is not so unreasonable as 
to require that every railroad join any and every water carrier via 
any and every junction in through routes, any more than it requires 
one railroad to join all other railroads via all junctions. As the 
Gueniadien so clearly put it in Routing Restrictions Over Seatrain 
Lines, Incorporated (296, 1.C.C. 767, 774) : 


* * * Nevertheless, there is nothing in the act that requires a railroad to 
establish through routes via all possible junctions or by way of all railroads 
or waterlines with which it might connect, or between all points or areas 
which might be reached through those connections. On the contrary, the law 
is definitely that a carrier has the initial duty and the right to select the 
through routes over which it holds out to transport through traffic and partici- 
pate in the through rates. It may be that the routes it establishes are not 
reasonable or that its failure to establish other routes may be unreasonable 
or otherwise unlawful, but such questions require an administrative determina- 
tion. Short of such a determination and an order requiring the establishment 
of additional routes, a railroad or water carrier may not be forced to participate 
in a through route to which it has not agreed, either expressly or impliedly, 
and which it does not recognize as a through route. 
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Mr. Weller repeatedly mentioned Seatrain’s complaint involving 
rates on pulpboard from St. Marys and Port Wentworth to the East, 
ICC docket 33257. Seatrain did not there complain about the measure 
of the rail rates, but merely sought lower rates via rail-Seatrain-rail. 

I will show you how unreasonable it would be to require such rail- 
roads as Atlantic Coast Line, Seaboard, and Southern to participate 
with Seatrain in joint through rates, whether same as or lower than 
the all-rail rates. First, r: ailroads® development departments have 
spent untold labor and money in helping the paper industry to find 
strategic sites for mills in the South. Coast Line, Seaboard, Central 
of Georgia, and Southern, alone, have acquired 16,358 spee ial cars at 
a cost of more than $52,500,000 to bring pulpwood and chips, the raw 
material, into the mills. These cars have a one-way haul, the return 
movement always being an empty car. There is very little money in 
this traflic, the remuneration being in the outbound pulp and paper. 

Primarily Coast Line, Seaboard, and Southern are north-south 
-ailroads. Coast Line and Seaboard expect their hauls to Richmond 
and Southern to Potomac Yard when they originate traffic moving 
tothe East. On traffic from St. Marys, Ga., Seaboard’s haul to Rich- 
mond is 600 miles, but, if delivery to Seatrain were required, only 
101 miles to Savannah. Coast Line’s haul from Doctortown, Ga., to 
Richmond is 510 miles, but only 52 miles to Savannah. These are 
merely illustrative. 

Obviously, these railroads do not w ish to be relegated to the role 
of gathering facilities for Seatrain’s Savannah service. Being pre- 
domin: ately ‘north-south carriers, their overland routes parallel Sea- 
train’s water route between Savannah and Edgewater, N.J. Un- 
questionably, all three roads would jeopardize their long hauls between 
the South and their northern termini if forced to compete with them- 
selves by joining Seatrain via Savannah in rates either same as or 
differenti: uly lower than all-rail. If the rates via Savannah and Sea- 
train were lower than all-rail rates that would ultimately close to a 
very large extent the through all-rail routes via which these railroads 
obtain their longest hauls. If they should join Seatrain, either volun- 

tarily or by coercion, in rates on one commodity, demands would be 
made for similar treatment of others and inev itably that would sub- 
stitute the extremely short hauls 2 Savannah for our long hauls to 
Richmond, Norfolk, and Potomac Yard and substantial revenue losses 
would follow. 

Since vour last heari ing on these bills, specifically on April 19, the 
Commission decided the Seatrain pulpboard complaint, docket 33257. 
While is required the establishment of reduced rail rates to and from 
the ports, in dealing with the proposed joint rail-water-rail rates, 
the Commission said: 

Plainly, we cannot ignore the cost evidence here before us. Neither this 
cost evidence nor any other facts of record point to any inherent advantages in 
the transportation via Seatrain. The conclusion to be drawn therefrom is that 
the prescription of joint rail-water-rail rates differentially lower than the all- 
rail rates is not justified. 
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7 (f). ALLEGATION THAT IF COASTWISE WATER SERVICE SHOULD DISAPPEAR 
RAIL RATES WOULD INCREASE 


Mr. Weller has suggested that if coastwise steamship service should 
be discontinued, and if history is any guide, railroads would promptly 
increase such rates as had been established to meet water competition. 
I do not read history the same way and I know his fear is absolutely 
without foundation. I could give you hundreds of examples, but will 
use only two to substantiate this. 

The first is the “s sailing day” rates on Florida citrus fruit. Around 
1930 coast wise lines installed refrigeration facilities and by this serv- 
ice, coupled with trucking to the ports and selective rate cutting, 
they diverted from the rails a tremendous tonn: ige of fruit to e: stern 
markets. The following table shows how the traffic from Florida to 
Baltimore, Boston, New York, and Philadelphia was divided during 
the five seasons shown: 





Rail Boat 
Season Total he ari 
carloads | 
Carloads Percent| Carloads | Percent 


— 


rs oe i a pict t ls A 25a B 28, 249 26, 151 93 2,098 | 7 
1931-32 i 22, 347 17, 691 79 4, 656 | 21 
OR REE ee aS Se oak ae 28, 192 14, 272 51 | 13, 920 rt) 
PI Sake ae a, Sl et a de or el | 25, 636 | 4, 239 | a 21, 406 &3 
PRN aoe steeneccacachusnssess 24, 707 | 3, 578 14 | 21, 129 | 86 


| 


Because the coastwise steamers just simply walked in and took the 
business away from the railroads, it became necessary to reduce the 
rates. The reduced rates recovered some traffic, and ‘by the 1940-41 
season, when the steamship service was withdrawn incident to World 
War I, the rails were handling 56 to 58 percent of the total. 

Although there was no steamship, and extremely little motortruck, 
competition during the war, the railroads did not cancel the rates. 
After the war, in response to petitions of coastwise lines, who were 
considering reentering the trade, the Commission withdrew the relief 
from the long- and short-haul clause under which the rates were pub- 
lished. Nevertheless, rather than increase the rates to the East, the 
railroads simply reduced the rates to intermediate inland points and 
thus continued the lower rate level to the North Atlantic cities. 
They knew that to increase these rates would divert the business to 
unregulated trucklines. 

The second illustration is the export rates on lard from Chicago, St. 
Louis, and other midwestern points to New Orleans, La., and port of 
Palm Beach, Fla., established during September 1958. The White 
Gold Barge Line, a subsidiary of Swift & Co., built two seagoing 
barges to move lard directly from St. Louis to Havana. To meet 
that competition the railroads reduced their rates about 41 cents per 
100 pounds. The barges made only one trip because the Cuban Gov- 
ernment decreed that they could not be used to transport edible lard. 
As a result, the barges have been tied up since September 1958, but 
the railroads have not increased their rates. 
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I can remember no instance in history in which rates described by 
Seatrain and Pan-Atlantic as “predatory,” that is, established to 
meet water competition, have been voluntarily increased when in any 
case the water competition has disappeared. True, in response to 
applications of water lines, the Commission has canceled long- and 
short-haul relief and thus ‘forced the railroads to increase some of 
these rates, but I do not know of any such increase having been made 
voluntarily. 


8. ADVANTAGES OF TRUCK AND WATER-TRUCK SERVICE OVER RAIL SERVICE 


Railroads always labor under terrific disadvantage in competing 
with truck or water-truck transportation, even when truck rates or 
private trucking costs are exactly met. 

Shippers and receivers almost invariably prefer the more flexible 
truck transportation with its store-door pickup and delivery, espe- 
cially if their plants are not served by rail siding. The unit of truck 
transportation is smaller and the receiver often prefers truck to fail 
service fo save inventor yj: 

Swithching between pl int and railroad yard, including train make- 
up or bi eakup, generally consumes about a d: iy at origin and another 
at destination. Hence, even if line- hi aul service is comparable—and 
frequently rail line-haul servic ‘ucks usually make 
quicker delivery. 

When water transportation is used stockpiles are built up in ware- 
houses near ultimate destinations, consignees are served by short truck 
hauls, and all-rail movement is at a particular disadvantage. The 

rapidly growing warehousing method of doing business enables con- 

signee to telephone orders to nearby distribution warehouses and ob- 
tain overnight delivery by motortruck, as compared with days by rail 
from original shipping point. 

Moreover, there 1s almost always a substantial disability because 
of greater cost of loading and bracing freight in a rail car than in a 
motortruck, making for greater expense of loading and unloading 
rail than truck freight. The drivers usually assist in loading and 
unloading trucks. We are almost always told that to be competitive 
for truck or truck-water-truck movements the rail rates must be at 
least 5 to 10 and some say as much as 20 to 35 cents per 100 pounds less 
than via truck. 





9. THE FICTION OF INFERIORITY OF SEATRAIN, PAN-ATLANTIC, OR OTHER 
SEA-LAND SERVICE TO RAIL SERVICE 


You have been told that water service is inferior to rail service and 
that water or truck-water-truck rates must, therefore, be lower than 
rail. 

r 

The fact is that coastwise water service today is an entirely differ- 
ent animal from the coastwise service of a few years ago when the 
Commission fixed a rate differential, rail over water. On February 
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10, 1960, the Commission said on investigation and suspension docket 
M-10415: 


From the standpoint of the shipper, sea-land service is essentially a motor- 
carrier operation, the principal difference being that the container is moved a 
considerable distance on an oceangoing ship. 

When coastwise freight moved in break-bulk service, higher rail 
rates than water rates could plausibly be explained. Freight was then 
shipped by rail or truck to the port where it had to be unloaded, with 
danger of breakage and pilferage, and loaded piece by piece aboard 
the vessel. Then, after the vessel reached the second port the freight 
had to be transferred again piece by piece from the vessel to either 
a motortruck or a freight car and moved to destination. Such service 
has been absolutely unable to compete with the new and vastly im- 
proved methods by which freight is now handled in coastwise service, 
Present Seatrain service is fully comparable, and in some cases su- 
perior, to that of all-rail routes. 

Now the shipper loads the at his private siding or at a team 

rack in exactly the same way a would load for rail movement. The 
verte are not disturbed until the seal is broken by consignee after 
delivery of the car at his private siding or team track in exactly the 
same manner as via all-rail. The only possible difference is transit 
time and Seatrain is just as fast in many cases as rail service, some- 
times faster. It has been suggested that fogs occasionally delay ves- 
sels, but that disability is not encountered to the same extent as it 
was before ships were equipped with radar. From many years’ ex- 
perience, I know that usually a difference of a day or so in transit time 
is quite unimportant as compared with a difference of a cent or so in 
the freight rate. 

Seatrain’s claims of inferior service and consequent right to a rate 
differential must be taken with a grain of salt when we consider that 
it solicits freight in competition with rail lines on the strength of 
such assertions as made in my exhibit 27 and 28 which are page 93 of 
the December 12, 1959, and page 102 of the March 26, 1960, issues, 
respectively, of Traffic World. I have reference to such claims as— 

(1) Many shippers have achieved practical solutions to their inventory prob- 
lems by gearing their shipping and receiving operations to the rigidly depend 
able transit intervals of Seatrain-Seamobile service. 

(2) Once your car or container is aboard a Seatrain vessel, you know exactly 
where it is at any given time and exactly when it will arrive at its destination 
port * * * with no delays en route. 

(3) If you don’t have a rail siding, Seamobile containers are ideal for your 
operation, and are transported swiftly to shipside by truck. 

Seamobile provides highway container pickup and delivery service between 
New York-New Orleans or New York-Texas City. 

(5) Shippers have discovered that there are many, many more advantages— 
than low cost—when they route their freight via Seatrain/Seamobile. 

(6) An outstanding feature of Seatrain/Seamobile service is its depend- 
ability. Modern loading and stowing techniques assure on-time, scheduled sail- 
ings; fast vessels with an extra margin of speed keep shipments on schedule 
all the way through to destination ports, without delays for weather or traffic 


congestion. Shippers can count on their freight leaving and arriving accord- 
ing to plan. 
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The roll-on, roll-off and lift-on, lift-off service of Pan-Atlantic and 
Seatrain Seamobile is a horse of quite a different color from the old 
break-bulk coastwise steamer service. The new service is essentially 
motortruck, the truck going to the shipper’s door whether he is serv ed 
by rail siding or not. The ‘loaded truck is not opened until it reaches 
consignee’s door. Pan-Atlantic and Seatrain have all the advantages 

of motortruck service over rail transportation except that at times all- 
truck service is slightly faster than Pan-Atlantic or Seamobile, whose 
transit time is comparable with rail. Consequently, far from being 
entitled to a rate differential under rail service, Pan-Atlantie and 
Seamobile service could command a premium over rail. Shippers 
whose freight we have solicited have repeatedly asserted that railroads 
annot hope to compete with Pan-Atlantic on a rate parity. 

How does Pan-Atlantic describe its service to the shipping public ? 
My exhibits 29 and 30 are copies of page 21 from the December 12, 
1959, and page 1 from the March 26, 1960, issues, respectively, of 
Traflic World, wherein Pan-Atlantic Steamship Corp. boasts of the 
superiority of its service in the following terms: 

(1) Savings begin the instant Sea-Land’s trailer truck picks up freight at 
your door. 

(2) No extra packaging, no marking or stenciling. 

(3) Once loading is complete, trailer doors are sealed. Cargo is never moved 
or scattered. 

(4) Nohandling. No pilferage. No damage. 

(5) And you can ship any kind of freight. Door-to-door delivery. Contact 
Sea-Land for proven si avings. 

(6) Every seal is logged to tamperproof your cargo. Doors are always sealed 
when your cargo is loaded * * * stay sealed right to destination. No pilferage. 
Nohandling. No damage. 

(7) Cargo arrives on time. Expedited service. TLor LTL. 

Further evidence that Pan-Atlantic obviously no longer considers 
its service to be that of a coastwise steamer line is its recent change of 
corporate name from Pan-Atlantic Steamship Corp. to Sea- Land 
Service, Inc. It recently issued the following notice: 

Effective April 1: Since sea-land transportation is our complete service, we 
have now officially changed our corporate name. Sea-Land is a unique cargo 
shipping service in which trailer bodies become giant shipping containers, 
are automatically loaded complete onto ships for low-cost sea transport and 
again become trailer bodies for final delivery. 

With reference to the comparative costs of loading and unloading 
freight cars and motortrucks, rail disability in competing with Pan- 
Atlantic is even greater. The railroads recently developed that the 
Fuller Brush Co. at Miami, for example, is now using Pan-Atlantic 
service because of its method of delivery rather than the transporta- 
tion rate. Pan-Atlantic Steamship Corp. was found to be furnishing 
two men to assist with the unloading. 

Railroads fear, with good cause, that if the legislation now being 
advocated by the waterlines were made law, they would no longer be 
able to adjust rates for their shippers as they ‘have been doing for 
many years and that they would soon either be out of business or in 
Government ownership and operation. 

I thank you. 
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(Mr. Hick’s exhibits follow :) 
ExuHrsit No. 1 


ATLANTIC AND GULF COASTS GROUP 


Tonnage handled by common and contract class A (annual operating revenues of 
more than $500,000) and class B (annual operating revenues from $100,000 
to $500,000) water carriers under ICC regulation, years 1952 to 1959, inclusive 


(Thousands of tons by years] 


























| | | 
| 1952 | 1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 
eat he ee aoe — | — - —_ 
American Coastal Lines, Inc--_--.----------- Bese se) 14 | 27 | 37 65 | 74 67 71 
Baltimore Steam Packet Co-_-.- ipnagtiant. Bae eae 283 | 255 300 268 229 246 
Blue Stack Towing Co- Ete ......| 431 | 644] 807] 954] 882] 1,079] 1,184] 1,020 
Bridgeport & Port Jefferson Steamboat Co--] 19 19 20 | 19 | 16 | 17 14 14 
Callahan Road Improvement Co ag Siecle i 256 204 | 212 | 285} 251 220 203 325 
Cleary Brothers, Inc_ ---- shinhdicn i waster | 807| 355] 306] 449 308 409 263 24 
Coastal Towing Co__------ ta ; 221 2 127 18 
Colle Towing Co., Inc anki ecards i A ae 307 331 354 37 lf 464 
Colonial Navigation Co-.-- hewn as — 432 | 416 | ‘ 
Conners-Standard Marine Corp - 70 | 370 10 32 302 312 8) 
Coyle Lines, — ‘ibm beatae 798 | 1,011 | 1,203 | 1,674 | 1,849 | 1,881 | 2,243 1, 995 
Dauntless Towing Line _-.-- F cane wees } 21 § 
Dwyer Lighterage, Ine ph sia bia Albers Sechieiiedalal ; 3l | 13 | ( 6 
Erie & St. Lawrer Cor eon 118 | 7 48 4 
Fishers Island Ferry District i | | 4 1 4 
Gulf-Canal Li DB cee ek ee tect Pag $2 | 2 473 | 54 454 1, 28¢ 
Henry $ Dons Li1¢cnter 6, £0C.. wel 154 | 148 | 105 l 5 | 145 Ss l { 
Hyer Towing Co .--| 581 545] 290 ‘. 
James Huct Inc : | 134 111 l l 121 
James McWilliams Blue Line, Ine ...--| 2,500 | 2,139 | 1, 937 1,973 | 2, 257 
Interstate Navi i Co., In a > | ) 
5. C Lovelar i ( a fe . 85 é | 73 71 4 t ‘ 4 
Marine Transport l i - n 210 oi | yt | 424 | 397 17 19 0646 
McAllister Lighterage Line, Ine er Oe eg ¥ } 320] 8] ) 47( x8 
McLain Marine Corp ee 3 4 | 22 | 18 | 24 |.. 
N Bedf Woods Hole, Martha’s Vine- | | 
y rd, ind WN itu ts snip l rs | | 
a atct a t aah cel hn at ieee | 42 {2 | 43 50 18 AQ 
New London Freig! ines, I 9 } if 8 108 114 ] 125 
Newtex Steamship Corp.... ............ dalle 237 | 148 87 76 78 |-. 
Norfolk, Baltimore & Carolina Line - 127 13 13 133 138 14 13 
O’Donnell Transportati Co 4 ee 439 | 262 | 238Y 512 503 201 SS 108 
Pan-Atlantic Steamship Corp. . -.---- ie 39] 734 507 | 527 7b 1,777 1, 110 839 
Petterson Lighterage & Towing Corp i) 24 ia 105 | 134 | 147 128) . 
Pontin Lighterage & Transportation Corp.--| 298 172 164] 154 124 ny an 
ted River Barge Line oa 27 27 30 32 ; 31 
Red Star Towing & Transportation Corp..--} 1,040 | 1,089 | 1,215 | 1,557 | 2,207 | 1,971 | 1,7 2, 337 
Reliance Marine Transportation & Con- | } | 
struction Co... ...-.-.-- Bios ok Ro hoses | : re 159 144 157 
Seatrain Lines, Ine. Baa ere Stee ih S84 | 963 | 949 | 1,067 | 1,023 Os ( S10 
Sheridan Transportation Co seis Saas aia EL RS Oe 861 | 1,000 | 1,083 | 1,017 775 738 
South Atlantic Lighterage & Towi OOfp..i.. 7 s — | 13 87 105 
W. E. Valliant & Co | 55| 70 T° Ol Oe 68 83 
C. G. Willis, In Lauacoo Sen, Ge 303 | 365 404 420 398 381 
Wright & Cobb Lighterage Co... --....---- | 28 | 44 50 | 58 |.. . 
DO idinicckeioncedades Sambancageons 112, 166 {12,086 |12, 191 |13, 911 |15,212 113, 782 |12, 408 | 13, 350 
| 





1 Pontin Lighterage & Transportation Corp. merged with Petterson Lighterage & Towing Corp. July 1, 
1958. 


Source: Yearly Statements No. Q-650, ‘‘Revenue and Traffic of Carriers by Water,” 


issued by Bureau 
of Transport Economics and Statistics, Interstate Commerce Commission. 
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EXHIBIT No. 2 


INTERCOASTAL GROUP 


Tonnage handled by common and contract class A (annual operating revenues 
of more than $500,000) and class B (annual operating revenues from $100,000 
to $500,000) water carriers under ICC regulation, years 1952 to 1959, inclusive 

ues of 
00,000 
lusive 


(Thousands of tons by years] 


i952 | 1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 








as American-Hawaiian Steamship Co__-...... | 475 86 nin Ee iiicccacdsbonoenbat ane cae 
Los American President Lines, Ltd__- ; 45 63 52 26 24 14 12 12 
159 Calmar Steamship Corp. 5 | 712 771 727 900 977 | 1,213 908 919 
— Isbrandtsen Co_...._._-. he | bee 17 | 48 44 | 28 | 36 28 
~ Luckenbach Steamship Co i |} 909 | 1,168 | 1,C88 | 1,194 | 1,232 | 1,107 | 1,037 953 
oil Pacific-Atlantic Steamship Co__. ee 358 318 272 173 OOS a 
' a Palantic Steamship Co_- eee 59 | 85 84 | 102 83 | 82 74 8 
ee | Pan-Atlantic Steamship Corp BP eee (@) | 200; 169 Os hes A 
as | Pope & Talbot, Inc 413| 479| 472! 415| 514| 632] 433{| 501 
"94 Shepard Steamship Co- eee E : Poe 9 | 23 | Mei accet 15 29 
“4 States Marine Lines, Inc. (formerly Lucken- | | 
48 bach-Gulf Steamship Co.) -- ‘ 165 218 | 246) 358 277 297 276 | 353 
wt Terminal Steamship Co. (formerly Union 
134) Sulphur & Oil Corp.) .--- ; nia 220 BOO Suuwuwee 140 150 | 118 135 122 
1 pes: Tri-Coast Steamship Co. (name was Isth- 
" mian Steamship Co. prior to June 25, 1956) - 59 | 104 88; 107 SO Siw itek bons dakota 
Waterman Steamship Corp., doing business | | 
as Arrow Line........... 296 377 ; an 2 ead 
ms West Coast Steamship Co ees Nee zai ‘ 25 hens a 16 
: a Weyerhaeuser Steamship Co- cect or | 503 528 550 533 | 529 502 | 460 
145 Total_. Sinaia . i .| 4,169 | 4,451 | 3,628 | 4,148 | 4,270 | 4,244 | 3,429 | 3, 437 
1 1} itis ———————— 
. 1 Began intercoastal operations July 29, 1955. 
P 2 Intercoastal operations suspended July 1958, for an indefinite period. 
+!) 
(46 Source: Yearly Statements No. Q-650, ‘‘Revenue and Traffic of Carriers by Water,’’ issued by Bureau 
i883 of Transport Economics and Statistics, Interstate Commerce Commission. 
143 
108 
Soy 
268 
157 
S10 
738 
105 
83 
381 
13, 350 
. July l, 
, Bureau 


60470 O—60 31 











DECLINE 


EXHIBIT No. 


9 
0 


OF COASTAL SHIPPING 


PACIFIC CoAST GROUP 


Tonnage handled by common and contract class A 
of more than $500,000) and class B (annual operating revenues from $100,000 
to $500,000) water carriers under ICC regulation, years 1952 to 1959, inclusive 


{Thousands of tons by years] 


Babbidge & Holt, Inc- -- bn 

Bay Cities Transportation Co--- 

Bay & River Navigation Co-- 

Albert Bernert- - 

Black Ball Transport, Inc. (formerly Puget 
Sound Navigation Co.) 

Canadian Pacific Railway 
Coast Steamers) -- 

Catalina Island Steamship Line 

W. R. Chamberlin & Co 

Consolidated Navigation Co 

Coastwise Line_- 

Foss Launch & Tug Co 

Inland Navigation Co 

Knappton Towboat Co 

Knutson Towboat Co 

Lafferty Transportation Co 

Longview Tugboat Co 

Oliver J. Olson & Co- 

Olympia Towing Co., Inc 

Olympic-Griffiths Lines, Ine 

Pioneer Towing Co 

Portland Tug & large Co 

Puget Sound Freizht Lines 

River Lines, Inc 

Russell Towboat & Moorage Co 

Sause Bros. Ocean Towing Co 

Shaver Transportation Co 

Shepard Towing Co 

C. T. Smith & Son 

Tidewater-Shaver Barge Lines 

Upper Columbia River Towing Co 

Western Transportation Co 

Wilbur J. Smith 

Delta V. Smyth 


Co. 


Total 
! Not available. 


Source: 


1952 


_ 


(Pacific 


1953 


vi 
195 
290 
RSG 


135 


236 
607 


744 
832 
419 
183 
258 
196 
27 
287 

, 100 
75 
133 
2, 503 
746 
221 
315 
210 


2, 652 


2 
1,418 | 


15, 105 116,614 |19, 


1954 


t 


) 
“, 


l, 


36 
222 
266 
SSO) 


90 


14 


A 
io 


36 


226 


, 766 


228 
527 


665 
707 
323 
149 
241 
196 

20 
338 
362 

70 


278 


, 807 


556 
126 
460 
238 
195 
511 


Yearly Statements No. Q-650, ‘‘Revenue and Traffic of Carriers 


INDUSTRY 


(annual operating revenues 


1955 1956 1957 1958 1959 
41 22 24 ‘ iheceath 
261 175 269 233 107 
264 287 268 233 248 
716 928 492 393 254 
186 () 153 138 147 
14 6 64 35 15 
g & 10 9 x 
72 262 284 289 200 
41 22 24 1 : 
167 290 345 289 220 
3, 368 | 3,170 | 3,254 | 2, 885 3, 313 
658 780 682 626 739 
604 423 335 325 208 
664 477 355 577 
755 845 550 501 629 
613 583 411 300 333 
359 313 272 433 459 
138 157 221 176 160 
374 44] 371 322 307 
264 27 265 226 276 
19 26 
331 306 208 173 72 
1,475 | 1,143 | 1,742 | 1,636 744 
60 53 58 2 
249 289 294 299 22 
2,147 | 2,174 | 1,851 | 1,710 1,770 
594 724 426 610 636 
146 159 138 155 219 
644 529 566 5YS 676 
222 206 153 240 267 
2, 573 | 2,856 | 2,325 | 2, 123 2, 697 
1,550 | 1, 931 1,815 1, 226 1, 350 
1,335 | 1,094 | 1,022 1, 056 
015 |21, 379 |19, 442 |17, 560 | 18, 016 
by Water,’’ issued by Bureau 


of Transport Economics and Statistics, Interstate Commerce Commission. 


enues 
10,000 
Usive 


200 
~ 220 


739 
208 
old 
629 
333 
459 
160 
307 


276 


1,770 


219 
676 
267 
, 697 
350 
, 056 


— — KD 


18, 016 


Bureau 
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EXHIBIT No. 4 


GREAT LAKES GROUP 


Tonnage handled by common and contract class A (annual operating revenues 
of more than $500,000) and class B (annual operating revenues from $100,000 
to $500,000) water carriers under ICC regulation, years 1952 to 1959, inclusive 


{Thousands of tons by years] 


| 1952 | 1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 


Arnold Transit Co 4 5 5 | 6 5 § | 6 | 6 
Copper Steamship Co 2,489 | 4, 602 10 | 30 18 | 27 ‘ | 205 
Gartland Steamship Co__--- 1, 447 | 2,353 | 1,842 | 2,224 | 2,387 | 2,081 | 2,033 | 2,134 
T. J. McCarthy Steamship Co 234 | 273 150 210 167 | 1,298 | 1,063 1,015 
Marine Transit Co 1,065 | 1,051 873 738 : i ee isle 
Michigan Atlantic Corp 48 | 52 62| 54 55 59 56 59 
Michigan-Ohio Navigation Co ‘ As s ies Aa g | - 11 
Nicholson Transit Co 1,697 | 1,975 | 1,774 | 1,790 | 1,738 | 1,989 | 1,163 | 1,079 
Nicholson-Universal Steamship Co 1,371 | 1,789 z 1 - : i 
Oglebay Norton Co. (formerly Columbia 

Transportation Co 8,480 |10,674 |10,078 |10, 562 11,273 (11,288 |10,193 | 11,976 
Roen Steamship Co_-. 1,274 | 1,216 92 215 591 396 494 512 
Saginaw Dock & Terminal Co 162 206 35 | 170 161 ‘ ; ‘ 
Steel Products Steamship Corp 326 393 36 6 ; : 4 
Wisconsin & Michigan Steamship Co . 186 212 194 239 189 203 156 | 230 

Total 18, 784 |24,798 15,151 (16,243 (16, 587 , 7, 354 15,170 | 17, 227 


1 Merged with A. L. Mec hling Barge Lines, Inc., Apr. 26, 1957. 


Source: Yearly Statements No. Q-650, ‘‘ Revenue and Traffic of Carriers by Water,’’ issued by Bureau 
of Transport Economics and Statistics, Interstate Commerce Commission. 


ExuHIBIT No. 5 
MISSISSIPPI RIVER AND TRIBUTARIES GROUP 


Tonnage handled by common and contract class A (annual operating revenues 
of more than $500,000) and class B (annual operating revenues from $100,000 
to $500,000) water carriers under ICC regulation, years 1952 to 1959, inclusive 


(Thousands of tons by years] 


1952 1953 1954 1955 1956 1957 1958 1959 


American Commercial Barge Line Co., Inc_-.| 1, 929 


2,156 | 2,497 | 5,286 | 6,530 | 6,487 | 6, 598 6, 592 





Arrow Transportation Co 537 | 618 752 901 | 1,169 | 1,373 | 1, 164 981 
Blaske, Inc 1,004 | 1,281 | 1,366 | 1, 636 845 | 1,419 | 1,029 564 
Clifton Towing Co., Ine 114 136 = sia coe Saiiae an soca Receamareae ‘ 
Commercial Barge Lines, Inc---- 432} 576; 403} 564) 299 344 | 136 100 
Cumberland & Ohio Co., Inc__-- 128 192; 181; 232) 2i1 205 | 188 172 
Dixie Carriers, Inc _- 2, 230 | 1,937 | 1,679 | 2,012 | 2,530 | 2,126 | 1,592 | 2,107 
Federal Barge Lines, Inc_ - | 2,555 | 2,736 | 2,644 | 3,289 | 3,221 | 3,240 | 3,221 | 2,569 
John I. Hay Co _. ‘ | 747 | 778} 679] 710 736 | 732) 724 | 830 
Igert . _. ‘ 310 | 320!) 229) 526 631 | 889 648 | 520 
Kosmos Towing Co., Inc- -- , --| 1,176 | 1,152 | 814 | 598 700 | 556 605 656 
A. L. Mechling Barge Lines, Inc. __- 2, 137 | 2,127 | 2,038 | 2,253 | 3,186 | 3,138 | 3,151 3, 675 
Mid-Continent Barge Lines, Inc ..| 440 Se J cewsea see haces Saks pice 
Midwest Towing Co., Inc. ohebegee ea j...----| 423} 956 | 1,363 1,719 | 2,300 
Mississippi Valley Barge Line, Inc. | 7,302 | 8,977 | 8,008 | 8,330 | 7,996 | 7,748 | 7/380 | 6,019 
Ohio Barge Line, Inc_- _..| 273] 353] 565| 756) 586 695 | 713 | 593 
Ohio River Co -| 6,401 | 7,716 | 7,367 |10, 810 (13, 136 |13, 564 /12, 256 | 15, 338 
Patton-Tully Transportation OG xi | 385 | 252| 192 379 | 347 | 404 185 | 168 
Sioux City and New Orleans Barge Lines, | | | | 

Inc... ; _.---|.-.----| 172] 427| 447| 587| 968] 1,318 
Union Bz irge Line Corp 2,399 | 2,314 | 2,088 | 2,644 | 2,575 | 2,373 2,003 | 1,919 
Warner & Tamble Transportation Co. } 121 240 | 130 | iy re -| . aes 
Warrior & Gulf Navigation Co-_- | $11] 830] 740] 932] 742) 946 | 1,061 | 348 
G. B, Zigler Co aaa ‘ 2 » 383 2,374 | 1,317 | 980 769 | 802| 503 724 

Total 33, 514 37, 401 |33,861 |43, 767 47,612 (48,992 45,836 | 47, 894 





Source: Yearly Statements No. Q-650, ‘Revenue and Traffic of Carriers by Water,’’ issued by Bureau 
of Transport Economics and Statistics, Interstate Commerce Commission. 
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EXHIBIT No. 6 


DECLINE OF COASTAL SHIPPING INDUSTRY 


Illustrations of more or less recent applications to Interstate Commerce Com. 
mission for new or broadened rights to operate as common or contract water 


carriers 


Name of carrier 





Oliver J. Olson & Co_-_-_- | 


Shepard Steamship Co- --- 


Terminal Steamship Co------- 


Hanson Towing Co 


Moran Towing & Transporta- 
tion Co. 

McAllister Litherage Line 

Sheridan Transportation Co. 

James Hughes, Inc. 

Red Star Towing & Transporta- 
tion Co. 


Connors-Standard Marine Corp. | 


Reliance Marine Transporta- 
tion & Construction Co. 


8. C. Loveland Co 


Blue Stack Towing Co-_._-- 


Seatrain Lines, Inc_- Suciaeumaiie 


W. E. Valliant & Co........-...- 


Heart Texas Transportation Co-_| 


Containerships, Inc 


John W. Bradley--_---- = 


Sheldon Shipping & Trading Co- 


K & K Truck Ferry Service 


Wisconsin-Michigan Truck 


Ferry, Inc. 





Application to operate 





Pacific coastwise, Longview, 
Wash., to Long Beach, Calif. 
Intercoastal to Florida ports and 

New Bedford, Mass. 
Intercoastal to Cape Canaveral, 
port of Palm Beach and West 
Palm Beach, Fla. 
Intercoastal from Beaumont, Tex. 


Freighting between New York | 


and Waterford, N.Y. 
Camden, Ark., to New Orleans 
and Baton Rouge, La. 


| Common carriage of commodities 


between Atlantic and Great 


Lakes ports. 


Common cerriers between ports 


on Great Lakes and points on | 


inland waterways east of Buffalo 
and Oswego, N.Y. 

Extend operations now along 
Atlantic and Florida east coasts 
to include Tampa, Fla., and 
intermediates. 


Extend operations now along gulf 
coast to include Miami and 
Port Everglades, Fla. 

Between Savannah, Ga.,and New 
Orleans, La., in addition to 
present operations. 

Truck-water piggyback service 
between area south of Norfolk, 
Va.,and Delaware Valley, N.J., 
N.Y., and New England. 

Between Ports in Texas, 
homa, and Louisiana. 

Between New York and Jack- 
sonville, Fla., and gulf ports. 

Between New York and points on 
Long Island Sound. 

Between Chicago, Ill., and Stur- 
geon Bay and New Orleans, 
Miami, Tampa, and 
southern ports. 


Okla- 


Milwaukee, Wis. 


Proposes to transport 


Paper. 


Lumber (approximately 40,000,000 
board feet per year). 


Lumber (approximately 5,000,000 
to 12,000,000 additional board 
feet per year). 

Sulfur. 


All commodities. 


Bulk scrap iron (estimated 12,000 
tons per year). 

The first 3 of these carriers alone 
estimate their annual increase 
of tonnage at 16,000 brass prod- 
ucts, 43,000 other metal products, 
10,000 general cargo, 50,000 wood- 
pulp, 56,000 fertilizer, 105,000 
chemicals in containers, 148,000 
paper, 225,000 rubber products, 
and 325,000 agricultural products, 

All commodities. 


Principally paperboard and canned 
citrus products (estimated in- 
crease—16,000 tons paperboard 
and 18,000 tons canned goods per 
annum). 

General commodities. 


General commodities (estimated 
additional tonnage of 30,000 to 
35,000 per annum). 


| General commodities. 


other 


| Between Muskegon, Mich., and | 


| 


All commodities via 
Canal. 

General commodities in 
service. 

General commodities (estimate 500 
tons daily). 


Intracoastal 


sea-land 


Fishyback.! 


Between Milwaukee, Wis., and | Fishyback. 


Muskegon, Mich. 


1 This application hotly contested by existing water carriers on ground already an excessive amount of 


transportation service 


applications also contested on similar grounds. 


Operation of Wisconsin & Michigan Steamboat Co. and Great Lakes Ship Owners 
Association so vigorous that ICC hearing consumed 10 days and 1,715 pages of testimony. 


Many other 


e Com. 
. 


; water 





10,000,000 


5,000,000 
al board 


ed 12,000 


ers alone 

increase 
ass prod- 
products, 
00 wood- 
, 105,000 
3, 148,000 
products, 
products, 


d canned 
ated in- 
perboard 
roods per 


‘stimated 
30,000 to 


racoastal 
sea-land 


imate 500 
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‘Fishyback’ Builds Up a ‘Head of Steam’ 


Containerizotion Has Opened a New 
Vista for Water Transport. i Has 
Also Brought Problems of Ship De- 
sign, Standards and Labor Contracts 


eME* the Er 
& St. Lawrence ¢ Pp. tha 
swarded r ¢ exce t.$ 
! : 
Highs t ( t 
t we ar 
e at x i0 4 











The E& S sf 
ioe ‘ { 
ary : f ™ { 
‘ par ( aine p now 
Inder “ € at Ba e by the 
M a t m & Drydock © 
‘ mpi { © voan eduled 
* j ar . Aaer ywer- 
4 4 ara frewmht 
. © ° Deterer Jactsor 
Pia New York be augu 
ated. accor wWtL.Ls rer ve 
reside f the shipping company 
He adda that it planned subsequentiy 
I ¢ ‘ } e Gulf port 
and the Great Lawes 
t t te High*a 
‘ . ated 
ainer a ” freig 
taine ie we 
e most advanced { ives in ventila- 
empe re and humidity control 





novations fo better han- 
di securing, according to E & St 





yuly « relatively few lines have gone 
iit ontainerigation on a large scale 
The actual volume of cargo moving by 
e: method w relatively small compared 
to break-bulk freight. But, in the view 
of many shipping men, containerization 
offers one of the most promising arena 
in which handling of cargo can be sim- 
plified and speeded up. It can, they 
point out, permit the shipment of freight 
to and from any destination, by land 
water and air carrier, without reloeding 
and rehandling the cargo even when 
and if it is necessary to transfer it from 
truck, to train, to ship, to airplane 


Reerntiy. a number of carri wave 
the comtaineri- 


i present opera- 














4 OTe her are 
ue Line Ine has u ser mver 
wn two C-2 vessels which when 
work lone, carry lift-on cont erized 
are <clustvely. This steamshi om 
lao) 6recent! laced an order 
recedented with Highways 
Trailer for 1500 { An 
P r oO ad 
Matson Steamstiup Linea has an- 
i ne “several hundred 
e bones f growing contai 
erviee between California ports and 





Hawaii. Six Matson [reighters have been 
wiapted to carry containers which be 
ome truck vans at shoreside. and re- 
t pany May sequire two 


portediy the com 
more vessels and convert them to such 





Bul! Lines plane to broaden its use 
f ntaine n the mainiand-Puerto 
uM placing ® operation two 
niker which will carry trailer 











ruck texlies on Geek 

Detrott Atlar Navigation Corp. a 
cubes ’ Browning Lines, is attempt - 
he to revive package freight movements 


um the Great Lawes through modificatior 

™ e carriers to carry loaded truck 
im a scheduled service between 
Dulu Detroit and Cleveland Prior 
to World War IT, shipments of packaged 
frewnht acoounted for an important share 
# Great Lakes shipping. Mowever, such 
service Was discontinued during the war 
when the shipping Seet was taken over 
by the government High costs of manual 
handling prevented revival of the service 
to this year, according to shipping in- 
terests 

States Marine Line reportedly just 
moved the first shipment in a Plexi Van 








ntainer ‘a shipment of sewing 
m Japan to this f? 
it, from Yokohama. a 
Seat : early December, where 
was picked up by the Milwaukee R 
for pry in Iinous 
) Atlantic Steamship Co. a f 
1 techniques. has been 
ive container ships between * 
S mainland and Puerto Ri 
mber of years, and has applied 
: subsidy for tour 
Lines, Inc, & @ 
a long-established conta 
viee. Just az unced is the joining 
» rallread subsidiary moter carret 
Reading Transportation Co, with Sea- 
train make available “Seamobile” cor 
erviee In @ new truck-water-truck 
freght service between Pennsylvania 
New Jersey and Delaware points and 
the Houston-New Orleans area 
American President Lines now plans 
build two vessels whith the compar 
alis “Searacers with container-har 
fling features bullt inte the design. 


Containers Long “todied 

For more than a decade, reports APL 
th ad in progress a program of re- 
search, study analysis and experimenta- 
u0en 

The company's operating and ca 
departments frst saw the potentia’ 
containers from & cargo security « 
point and a limited program was s« 
ap. Then management, visualizing the 
importance of containerigation to the 
company’s future, organized « specia! 
container committee to develop it 

The committee is headed by “°C 
tainerization Program Coordinator” Jone 
P. Conway, of APL’s freight traffic de 
partment. Capt. D. S. Holler of the 
operating department, is “Manager— 
Containerization.” The two men meet 
regularly with members of traffic. en- 
gineering and finance departments to 
coordinate the entire operation 

The APL container committee, say 
company officials, has set its sights on 
an integrated transportation system be- 
tween truck, rail and ship that will 
reduce shippers’ distribution cost” while 
at the same time cut the amount of 
money tied up in total capital investment 

The committee sees several advantages 
to comtainer operation “Substantial” 
Savings in handling costa of cargo being 
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EXHIBIT No. 8 


Comparison of number of water carriers, number of vessels (exclusive of tug 
and tow boats), and carrying capacity of such vessels in coastwise, inter- 
coastal and Great Lakes trades as of Dec. 31, 1939 and 1958 
































CARRIERS 
| 
Common carrier Contract Exempt | Total 
Carrier group = i : = sinensis eas ies area a a 
1939 | 1958 | 1930 | 1958 | 1939 | 1958 | 1939 1958 

— — hice iaa ee FA es 

Atlantic Coast Intracoastal | 
i a a 24) 12! 31) 2) 56 77 111 91 
Atlantic-gulf coastwise--...- 34 6) 22) 2) 33} 70 89 78 
Gulf Intracoastal Canal... - 10| 17} 31 3 20) 180 61| 200 
Intercoastal..........------ 12| ll 2| 0 4| 21 18| 32 
PEGE UNO nnn nenccqneee 24} 12 15) 2 ll 38| 50| 52 
Great Lakes..............-- 16) ll 87 0| 34) 103 137 114 
ee 120| 69| 188) Q| 158| 489) 466) «B67 

| | | | | | 

VESSELS 
; | | | | | 
Atlantic Coast Intracoastal | | 

ROD ide Re ee aa 53 47 174 12 370 491 597 550 
Atlantic-gulf coastwise-._-..- 175 22 180 52 325 425 680 499 
Gulf Intracoastal Canal-- - - 24; = 1, 688 259 128 191 2, 225 474 4, 041 
ee ae 132} 155} 2 0 40 128 174 283 
Pacific coast... ---- iceckenn 114 68) 36 10} 40 295) 190 373 
CN 38 OS 51) 148| 363 0} 173) 444 587 592 
Mid iialthalbe tnisatens 549} 2, 128 1,014 202) 1, 139) 4, 008 2, 702) 6, 338 


. | | te | I | | 


| CARRYING CAPACITY IN TONS, BY TYPES OF CARRIER! 
| 


) | 
Atlantic Coast Intracoastal 
ER canccecdiekwnncans 28, 206 44,414! 184,132) 10,400) 387,529) 1, 899, 469 599, 867) 1, 954, 283 








Atlantic-gulf coastwise-_..-- 698, 967; 108, 670)1, 263, 543/441, 461/3, 132,924) 4, 582,242) 5,095,434) 5, 132, 373 
Gulf Intracoastal Canal... 14, 573/2, 151,301) 233,335 88,858) 240,642) 2,392,286; 488,550) 4, 632, 445 
Intercoastal. ...........- 1, 261, 359/1, 719, 121 i. 406, 265) 1, 786,118) 1. 681,404) 3, 505, 239 
ee) 188,289, 240,997) 213, 251/111,573) 155,829) 802,735) 557,369) 1, 155,305 
RAPE SEcscncccncencss 138,470) 510, 161/2, 573, 236)...-.-- 1, 046, 380; 4, 036, 599) 3, 758, 086) 4, 546, 760 

WE sindiccevessacsue 2, 329, 864/4, 774, 664 4, 481, 277/652, 2925, 369, 569/15, 499, 449/12, 180, 710/20, 926, 405 





1 Where carrying capacity stated by U.S. Engineers in gallons, figures have been converted to barrels 
at 42 gallons per barrel; and where stated in barrels have been converted to tons by use of 7.4 pounds per 
gallon (310.8 pounds per barrel) to facilitate consolidation and comparison with tonnage figures. 


Source: Transportation Lines, series 3, 4, and 5, issued by U.S. Army, Corps of Engineers. 
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Exuisit No. 10 
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EXHIBIT No. 12 


Lnalysis and comparison of inland waterway carriers, number of vessels (ex- 
clusive of tugs and towboats) operated, and carrying capacity as of Dec. 31, 
1958 and 1939 


CARRIERS 


Common carrier | Contract Exempt Total 
Area st bey See ~ i i a = 
oS rgs iad, 
1939 1958 | 1939 | 1958 | 1939 1958 | 1939 1958 
} i | | | 
. } | } | | 
Atlantic 11 10 23 at 12 174 | 46 | 19] 
Gulfand Mississippi 
River 31 6 185 6 196 333 412 345 
Pacific 14 17 ‘i 2 2 68 22 87 
Great Lakes 4 6 | 0 17 39 25 45 
Total_- 60 39 218 15 | 227 614 505 668 
VESSELS 
Atlantic___..-- 101 105 128 139 70 1,416 299 1, 660 
Gulfand Mississippi 
River... : Os4 903 1, 535 117 3, 124 5, 227 5, 643 6, 247 
Pacific. ea 78 06 11 16 19 390 108 502 
Great Lakes__- 5 21 5 0 40) 73 50 4 
Total 1, 168 1,125 1,679 272 3, 253 7, 106 6, 100 8, 503 
CARRYING CAPACITY IN TONS! 
Atlantic ; 97, 686 96, 739 98, 751 91, 541 50, 220 | 1, 233, 670 246,657 | 1,421, 950 
Gulfand Mississippi 
River 1, O80, 548 | 1, 026, 512 696, 554 115, 997 |1, 982, 900 |4, 838, 999 |3, 760,002 | 5, 981, 508 
Pacific. __. 35, 169 62, 408 3, 849 21, 455 6, 125 222, 008 45, 143 305, 871 
Great Lakes. . 185 4, 001 1, 940 : 14, 414 214, 809 16, 539 218, 810 
ROE xn aes 1, 213, 588 |1, 189, 660 801, 094 228, 993 (2,053,659 (6, 509, 486 |4, 068, 341 | 7, 928, 139 





Atlantic coast area and gulf and Mississippi River area figures shown for 1939 are actually Dec. 31, 1940, 
as 1939 figures not available. 


Source: Transportation Lines, series 3, 4, and 5, Corps of Engineers, U.S. Army. 
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{nalysis and comparison of inland waterway tug and tow boats in operation, 
Dec. 31, 1958, versus 1939 


Operating in waterways 
Atlantic coast 


Gulf coast and Mississippi River system 


Pacific coast 
Great Lakes 


Total 


Average horsepower of tugs and towboats- 


In service on 
Atlantic Intracoastal Waterway 
Gulf and Mississippi River system 
Pacific coast 
Great Lakes 


Total 
Average horsepower 


Source: Transportation Lines, series 3, 4, and 5, Corps of Engineers, U.S. Army. 


Number of 
carriers 


1939 | 1958 
21 | 142 | 
340 | 708 
13 | 198 
23 | 81 | 
397 | 1,129 


Tugs built since 1950 


Number 


93 
760 | 
221 

59 


1, 133 | 


Horsepower | 


Number of 
tugboats or 
towboats 


1939 | 1958 
| 
| 
56 | 411 
857 | 1,917 
54 718 | 
41 421 
1,008 | 3,467 


77, 020 

623, 305 | 
90, 480 | 
28, 330 


819, 135 
7 


Number 


Total horsepower 


| 1939 | 1958 

| | 

| 16, 125 | 
285, 230 | 1, 


240, 984 
303, 288 
243, 969 
197, 750 


1, 985, 991 
573 


Tugs built in 1958 


Horsepower 


13 14, 861 

56 56, 067 

11 | 6, 310 

6 7, 200 

86 | 84, 438 

ae | YS2 











486 DECLINE OF COASTAL SHIPPING INDUSTRY 


ExHIBIT No. 14 


Excerpt FroM ADDRESS MADE By Mr. J. W. HERSHEY, PRESIDZNT, AMERICAN 
COMMERCIAL BARGE LINE Co., ON JANUARY 15, 1960, BEFORE NEW YORK SOCIETY 
OF SECURITY ANALYSTS 


The modern river operation is a far cry from the steam towboats of only 
a decade or two ago. Our operations are completely dieselized and great strides 
have been made in propulsive efficiency and in scientific hull design. The use 
of electronic navigation aids enables us to keep operating 24 hours a day. A 
significant increase in power enables us to develop far larger and more eco- 
nomical tows than ever before. Today, the largest towboat on the inland water- 
ways develops 8,500 horsepower and pushes 7% acres of loaded barges up the 
Mississippi River. Another towboat unit in constant operation moves 46,000 
tons with 6,000 horsepower. Such a flotilla of barges is 1,370 feet long and 210 
feet wide. This is 350 feet longer than the SS United States and is the equiva- 
lent of seven hundred-car railroad trains in carrying capacity. One might say 
that on the rivers we are matching the trend to the economy of the supertanker 
in the offshore trade. 

In projecting the growth possibilities of the barging industry, it should be con- 
stantly kept in mind that two-thirds of all the people in the Nation live with- 
in 50 miles of a coastal or inland water route and the only communities which 
comprise a million people who are not in this geographical range are Atlanta, 
Dallas-Fort Worth, and Denver. 

The outlook for 1960 will be for a substantial increase in the quantity of 
cargo which will be moved by barge, as well as the number of vehicles which 
we will expect to move via Commercial Carriers, Inc. One of the significant 
aspects of 1960 is the advance bookings for the movement of imported iron 
ore from the gulf coast to the mills in the St. Louis and Chicago area, and to 
a more limited extent, to points on the Ohio. * * * These same facilities will 
undoubtedly create some diversion to Louisiana ports of manganese and chrome 
ores which have moved in the past from foreign sources to the east coast for 
rail shipment to metallurgical centers. American Commercial Barge Line Co. 
is already participating in traffic resulting from these two developments. 

In the 4 years since 1955, the percentage participation by the inland water- 
way industry in the total transportation movement of the Nation has increased 
from 7.7 to 8.1 percent in 1956, to 8.7 percent in 1957, and to 9.1 percent in 
1958. 

As the tide of constant skirmishes in Congress and in the Commission has 
turned first one way and another, the water carriers on the rivers have, as a 
group, prospered and grown. 

EXHIBIT No. 15 


Tonnage carried in past 8 years by class A and B coastwise, intercoastal, Great 
Lakes, and inland waterway carriers subject to ICC regulation 


{Tons by geographical groups] 








Atlantic and Mississippi 
Year gulf coasts | Great Lakes River and Pacific coast | Intercoastal Total 
tributaries | 
ees minionier pilcninscaagia OCS SDE ALR — 
Bs wins ee 12, 165, 851 18, 783, 791 33, 514, 061 14, 260, 503 4, 168, 572 82, 892, 778 
ee f 12, 086, 068 24, 798, 300 37, 400, 582 15, 104, 698 4, 451, 273 93, 840, 921 
niencat ewe 12, 191, 251 15, 151, 309 33, 860, 750 16, 613, 653 3, 628, 254 81, 445, 217 
a 13, 910, 857 16, 243. 014 43, 767, 056 19, 015, 214 4, 147, 703 97, 083, 844 
RE iikkcteaaatauniboe 15, 212, 088 16, 586, 659 47, 612, 027 21, 379, 195 4, 270, 320 105, 060, 289 
Peet oocccs adecnte 13, 782, 048 17, 353, 908 48, 991, 775 19, 441, 806 4, 244, 206 103, 813, 743 
De tacnacness 12, 407, 853 15, 170, 459 45, 836, 048 17, 559, 824 3, 428, 528 94, 402, 712 
Pe cawicdeecence 13, 349, 509 | 17, 226, 919 | 47, 894, 388 18, 015, 966 3, 436, 775 99, 923, 557 


Source: ICC annual statements No. Q-650. 
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Exuisit No. 16 
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Exurpsit No. 17 


ILLUSTRATIONS OF FREIGHT MOVEMENTS DIVERTED FROM COMMON CARRIERS 
(WATER, RAIL, OR TRUCK) TO PRIVATE WATER TRANSPORTATION AND THE ApD- 
VERSE EFFECT OF SUCH DIVERSION UPON COMMON CARRIERS 


EXAMPLE NO. 1 


The Allied Chemical & Dye Corp. produces vast quantities of ammonium nitrate 
limestone, liquid fertilizer ammoniating solution, nitrogen fertilizer solution, 
and crude aqua ammonia at Hopewell, Va. Formerly, there were tremendous 
rail movements to various coastal points but in 1957 Allied decided to transfer 
its movements of ammonium nitrate limestone from rail to water, using its own 
or chartered vessels and estimated that in the 1957-58 season the barge move- 
ment would approximate 30,000 tons to Wilmington, N.C., 25,000 or 30,000 tons to 
Charleston, S.C., and 12,000 or 15,000 tons to Savannah, Ga. 

The Hopewell plant has a 600-foot pier, supported by adjacent storage facili- 
ties for 60,000 tons of dry fertilizer and a tank farm of twelve 22,000-gallon 
storage tanks for liquid fertilizer. There is a conveyor belt from the dry stor- 
age, and a pipeline from the tank farm, to the dock. Allied has facilities for 
storing dry fertilizer at Wilmington, Charleston, and Savannah. 

The railroads inquired what rate would hold the business but were told that 
contracts for barge service, or towing, had already been signed and there was 
no possibility of rail movement in the 1957-58 season. The Wilmington and 
Savannah movements were to be barged, but the Charleston movement was to be 
in two chartered steamers, the California Sword and the Oregon Sicord., 

The water movement began in November when the Gulf-Atlantic Towing Co.'s 
tug New Jerscy brought a bargeload of 1,300 tons of ammonium nitrate limestone 
to Savannah on the 15th. After unloading, the barge was shifted to the paper 
plant at Port Wentworth, Ga., and loaded with pulpboard for Paulsboro, N.J. 
On its northbound trip the barge was chartered to Willis Barge Line, regularly 
serving the Port Wentworth plant. 

On December 7, the tug New Jersey arrived at Savannah with the barge Jumbo 
and unloaded 1,500 tons of ammonium nitrate limestone, after which it proceeded 
to Brunswick, Ga., and took on a load of paper from the Brunswick Pulp & 
’aper Co. for the Scott Paper Co. at Chester, Pa. This northbound movement 
was also on a charter basis for the Willis Barge Line. 

As to Charleston, the SS California Sirord arrived on December 8, 1957, and 
discharged 5,200 tons, while the Oregon Siord discharged 5,200 tons on Decem- 
ber 31. 

The movement has increased subsequently so that the Gulf-Atlantic Towing 
Co. now has three barges, capacity 1,450 tons each, in this service on a year- 
round basis, and they average a trip each week to Wilmington, Charleston, and 
Savannah, and handle approximately 200,000 tons per annum. 


EXAMPLE NO. 2 


In November 1958, Allied announced that it would begin barging liquid fer- 
tilizer ammoniating solution and nitrogen fertilizer solution, fast developing 
newcomers to the fertilizer industry, and that it had just built a new barge at 
cost of some $600,000 to haul this commodity to Jacksonville and Sanford, Fla., 
for distribution into the interior. Allied has storage facilities for liquid fertili- 
zer at both Jacksonville and Sanford. Allied barge AC-3, with capacity of 2,000 
tons, transports fertilizer solution from Hopewell to the terminals at Jackson- 
ville and Sanford, annual tonnage about 35,000. 

In 1958, Allied asked the Florida Railroad & Public Utilities Commission to 
order a reduction in the motortruck rates on liquid fertilizers in tank trucks 
from Jacksonville and Sanford to Florida points. It testified that motortruck 
service from barge-built stockpiles at Jacksonville and Sanford is superior to 
rail service from Hopewell. For one thing, storage facilities of some customers 
are limited in size, accommodating a tank-truck load but not a tank-car load. 
For another thing, customers desire the next day service which is possible in 
trucking from these nearby barge ports, but not in railing from Hopewell. 
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EXAMPLE NO. 3 


Two Allied barges, AC-1 and AC-—2, with capacity of 500 tons each, average 
one load of anhydrous ammonia per week from Hopewell to the Philadelphia 
terminal where Allied has storage facilities for liquid fertilizer. The annual 
movement is about 30,000 tons. 


EXAMPLE NO. 4 


In addition, Allied Chemical is now barging anhydrous ammonia from Hope- 
well to the Du Pont Co. at Thompson’s Point or Gibbstown, N.J., and sulfuric 
acid from its Claymont, Del., plant to Hopewell on the return move. These 
operations have diverted a great deal of traffic from common carrier water and 
rail handling. 

EXAMPLE NO. 5 


The SS Martha Mac, converted by the Virginia-Carolina Chemical Co., the 
Tampa Electric Co., and the Peabody Coal Co. from the Esso Manhattan, a T2 
tanker, to a specially designed vessel for moving coal from the Peabody Coal 
Co. to the Tampa Electric Co., also sulfur from Louisiana and Texas origins to 
Tampa for the Virginia-Carolina Chemical Co.’s superphosphate plant in the 
nearby Florida phosphate rock area, and also VCC’s phosphate rock from Tampa 
to its customers in the gulf coast and Mississippi Valley areas has been de- 
scribed. Principal ownership of both Virginia-Carolina Chemical Co. and Pea- 
body Coal Co. is in the same interests. 

On its first voyage the Vartha Mac brought to Tampa on January 7, 7,500 tons 
of sulfur and 7,500 tons of coal. In the short time from then until March 21 it 
completed seven trips on which it brought to Tampa 95,109 tons of coal and took 
from Tampa 75,182 tons of phosphate rock. This tonnage would have been 
handled by established rail or water lines in the absence of such private car- 
riage. Not only has it deprived them of that business, but, because of rate 
reductions designed to prevent diversion of all the coal from rail handling, it 
has forced substantial reductions in the revenue on such coal as is still being 
handled by rail. 

EXAMPLE NO. 6 


The Trans-Gulf, another recently converted T2 tanker, brought 14,500 tons of 
sulfur across the gulf to Tampa for the Freeport Sulphur Co. on February 2, 
and another 14,500 tons on March 23. Also, the Mississippi Valley Barge Line 
has now contracted to haul sulfur for Pan-American Suiphur Co. and is ex- 
pected to move approximately 45,000 tons per month to Tampa and handle phos- 
phate rock on the return trips. 

EXAMPLE NO. 7 


The Thatcher Glass Manufacturing Co. recently built a plant at Hillsboro, 
Fla., just outside the Tampa switching limits, to manufacture glass bottles. 
One of the raw materials will be 10,000 to 15,000 tons per year of soda ash to be 
obtained at Lake Charles, La. It is the present plan to ship it across the Gulf 
of Mexico from Lake Charles to Tampa in privately owned vessels of Olin Ma- 
thieson Chemical Corp. The first bargeload arrived a few days ago and brought 
1,200 tons. Unless the Atlantic Coast Line Railroad, the Seaboard Air Line 
Railroad, and connecting rail lines can establish an all-rail rate to compete with 
this private transportation, they will perform nothing more than what is essen- 
tially a switch movement from Tampa to Hillsboro. 


EXAMPLE NO. 8 


The Riegel Paper Corp. at Acme, N.C., 15 miles from Wilmington and served 
by the Atlantic Coast Line Railroad and Seaboard Air Line Railroad, uses about 
22,000 tons of caustic soda per annum in its manufacturing process. The Allied 
Chemical Corp. manufactures this commodity in its plant at Brunswick, Ga., 
using as the raw material salt imported directly from the West Indies. Allied 
Chemical Corp. owns 75 barges and also 3 pusher towboats which range from 
400 to 1,200 horsepower. 
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In August 1957, Allied’s assistant traffic manager advised that his company 
Was moving caustic soda from Brunswick, Ga., to the pulp mill at Fernandina, 
Fla., in a new barge which Allied had just built at a cost of $140,000, that the 
same barge could be used to move liquid caustic soda from Brunswick, Ga., to 
Acme, N.C., and that it would be so used unless the then present rail rate of $11 
per ton was so reduced as to make it more attractive to ship by rail than by pri- 
vate barge. He exhibited figures and estimates which indicated clearly that this 
company could employ its own barge at a cost ranging from $3.93 to $4.29 per 
ton. He said that a certain competitor had a regular movement by barge from 
Lake Charles, La., to Carteret, N.J., also that the Dow Chemical Co. has a 
regular movement from Louisiana to its storage facilities at Charleston, S.C., 
and that Allied Chemical Corp. was then barging occasional shipments of caus- 
tic soda from Texas and Louisiana gulf ports to New Jersey. We were told that 
a rate of $4.30, reflecting a reduction of $6.70 in the then present rail rate, would 
hold the business to rail. 

This rate of $4.30 via the single line route affords some measure of profit so 
fourth section relief was obtained from the Commission and the rate was made 
effective March 31, 1958. 

EXAMPLE NO. 9 


At its March 1960, meeting the executive committee of the Southern Freight 
Association considered rates on liquefied petroleum gas from New Orleans, Baton 
Rouge, and southwestern points to destinations in Florida. Receivers appeared 
and warned that, unless the rail rates are further reduced, the movement, which 
runs into many hundreds of carloads per year, will be diverted to private and 
unregulated barges. It was brought out that the Warren Petroleum Corp. has 
already converted a Liberty ship, the Natalie Warren, equipped it with high- 
pressure tanks constructed of heavy gage steel, and is using it in the Houston, 
Tex., to Newark, N.J., service. Warren Petroleum Corp. also has three barges 
in which it moves liquefied petroleum gas from Houston through the gulf in- 
tracoastal canal to Pensacola, St. Marks, and Tampa, Fla. 


EXAMPLE NO. 10 


The Savannah Sugar Refining Corp. recently leased a dock and adjoining stor- 
age tank of 320,000 gallons capacity at Wilmington, N.C., and acquired The 
Dixie Crystal, a barge having capacity of 180,000 gallons, or 1,044 tons of liquid 
sugar. With this equipment it has subsequently been barging liquid sugar from 
its refinery at Port Wentworth, Ga., to the storage tank at Wilmington and dis- 
tributing by motor truck throughout a considerable portion of the Carolinas. 

The rail rate of 36 cents per 100 pounds was already very low, having been 
established to meet motortruck competition, but this shipper asked the railroads 
for a rail rate low enough to make it worthwhile to discontinue its barging 
operation. 

The railroads established a rate of 28 cents per 100 pounds, effective March 21, 
1960, which produced a further reduction of $1.60 per ton, or $1,670 on the 180,000 
gallons moved by barge on each trip in its shuttle service. 


EXAMPLE NO. 11 


In April 1958, the director of traffic, Allied Chemical & Dye Corp., which man- 
ufactures liquefied chlorine gas at Brunswick, Ga., wrote that the Riegel Paper 
Corp. at Acme, N.C., had employed engineers to explore ways and means of ma- 
terially reducing its freight bill and that since Brunswick and Acme are both 
on navigable water Riegel’s annual supply of approximately 14,000 tons of 
liquefied chlorine gas ought to be obtained more cheaply by water than by rail. 
The rail rate from Brunswick was then $17.80 per ton. 
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The Allied Chemical Corp. said the chlorine could be barged from other origins 
as well as from Brunswick, so Riegel’s decision would necessitate cheaper trans- 
portation from Brunswick if Allied was to avert loss of the account to other sup- 
pliers. Allied obtained firm bids for construction of 400-ton capacity barges and 
firm offers to tow them. All other applicable costs were considered, including the 
substantial item of tank-car hire incident to rail movement. The cost studies re- 
vealed that the freight could be moved by private barge for $6.04 per ton, but 
the railroads were told that a rail rate of $7.50 would hold the traffic. 

Determining that this would pay out-of-pocket costs plus some measure of 
profit, the railroads published the rate, feeling that, although this would reduce 
their annual gross revenue on this 14,000 tons from $249,000 to $105,000, it was 
better to continue to handle the traffic for $105,000 than to lose the whole 
$249,000. 

EXAMPLE NO. 12 


In March 1950, the Ethyl-Dow Chemical Co. began transportation in its own 
vessels of 50 percent solution caustic soda from its plant at Velasco, Tex., to 
Charleston, S.C., where it is placed in large storage tanks and distributed thence 
to nearby industries, principally pulp and paper mills. In April 1954, Ethyl- 
Dow added another storage tank and began water transportation of 73 percent 
caustic soda. The movement has gradually increased until it is now planned 
to add a fifth storage tank. Dow Chemical Co. recently announced that its new 
chemical tanker, the SS Leland J. Doan, will begin calling at Charleston. This 
is a 16,625-ton craft, 551 feet long with a 68-foot beam and will do 15 knots. 
It is a sister ship of the Varine Dow Chem, the first ship built exclusively as a 
chemical tanker. <All of this freight formerly moved by rail. Now, two tanks 
of 250,000 gallons each have been leased for the storage of Dow chemicals to be 
sold to farmers for soil fumigation. 


EXAMPLE NO. 15 


Even more recently the Delhi-Taylor Oil Corp., of Dallas, Tex., opened a new 
petrochemicals terminal at Charleston. In its 2 million gallon bulk storage facili- 
ties will be stored nitration grade toluenes, xylenes, mineral spirits, and special 
textile solvents used by the textile, paper, paint, and chemical industries. Here- 
tofore these petrochemicals have been handled by rail and truck, but now they 
will come in via ocean tankers. 


EXAMPLE NO. 14 


A concern which handles tremendous tonnages of grain, soybeans, ete., in 
its own marine equipment is Cargill, Inc., and it handles in this way many thou- 
sands of tons every year. 

EXAMPLE NO. 15 


A certain flour milling company at St. Louis, Mo., recently barged 3 million 
pounds of flour from St. Louis to Tampa, Fla., for distribution to bakeries not 
only at Tampa, but to points as far inland as Orlando, in the center of the State. 
Last year the Atlantic Coast Line Railroad participated in the handling of 58 
carloads of flour from this concern to Florida points, but in the first 3 months 
of this year it has handled only 4 carloads. Attempts to ascertain what rail 
rate will enable the railroads to return this business to rail handling have met 
with rebuffs. The shipper not only will not tell what the water transportation 
is costing but discourages such efforts on the ground that if railroads establish 
arate from St. Louis, they must establish related rates from other Ohio and Mis- 
sissippi River origins and thus the shipper would lose the advantage which he 
has gained over his competitors. 
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EXHIBIT No. 18 


Illustrative list of manufacturing and commercial concerns owning, chartering or 
leasing and operating private (exempt from ICC regulation) vessels and 
barges, as of Dec. 31, 1958, showing number of such craft operated by each 

EXEMPT SELF-PROPELLED VESSELS 





Number Number 
Company operating of vessels Company operating of vessels 
American Oil Co. 22 OE 712) Penn-Dixie Cement Corp____-----_ 1 
Atlantic Refining Co_____________ "14 | Pare OF Co... iS. cen oe 
Bernuth-Lembcke Co____________- *2| Republic Steel Corp____.-_------- —" 
Bethlehem Steel Co____. aj... “2S ena varnace Co... 
A. L. Burbank & Co., Ltd____- cum ep near menning Co... ...- gay 
Cities Service Co____________- ___ ©11 | Socony-Mobil Oil Co ; ** 90 
Clark Oil & Refining C orp- angoctndiy. ee, Meneee ML 140... .... waniiie iat 
Continental Grain Co____-__--__- *1)| Standard Oil Co. of C alifornis ee ee 
Continental Oil Co______________._  *°1] Standard Oil Co. of Indiana____- = 
Esso Standard Oil Co_____________ me hE 2 a 
ne eminmenn EE A EUR ORI ses hare an 
General Petroleum Corp_________- pS: a a aia ad Sa 
re fee wg oS NE ML GS | 0? RR 
Hanna Coal & Ore Corp___________ ae EL a er 
Huron Portland Cement Co______- gi OE ee 
SURED TE Eo ee *5 | West Shore Fuel, Inc___.___------_ *] 
International Harvester Co_______ . 2 ig 
National Steel Corp...........__- 6 PEI pie ssi acces in bis Seance ae 
Owens-Parks Lumber Co__________ =% 
+ Tankers, ranging from 445 to 572 feet in length, capacity 14,500 to 23,102 short tons. 


Tankers, ranging from 524 to 660 feet long, capacity 18,386 to 
Tankers, 524 feet long, capacity 18,580 and 18,650 short tons 
Package freight steamers, 442 feet long, capacity 11,673 to 11,920 short tons. 

Bulk cargo steamers, 442 feet long, capacity 10,000 short tons each. 

Steam tankers, 502 to 661 feet long. capacity 17,300 to 36,600 short tons. 

Tankers, 235 feet long, capacity 2,350 short tons. 

Steamer, 43 35 feet long, capacity 7,480 short tons. 

® Tanker, 524 feet long, capacity 18,608 short tons. 

1034 tankers, 502 to 715 feet long. capacity 131,136 to 311,360 barrels, and 5 tankers, 
221 to 260 feet long, capacity 1,170 to 2,310 short tons. 

1. Steamers, 611 to 647 feet long, capacity 15,200 to 22,400 short tons. 

12 Tanker, 502 feet long, capacity 133,812 barrels. 

1312 tankers, 472 to 551 feet long, capacity 101,053 to 142,840 barrels, and 6 tankers, 
159 to 256 feet long. capacity 3.985 to 12,300 barrels. 

“4 Steamers, 600 to 617 feet long, capacity 15,680 to 16,919 short tons. 

1 Bulk cement and ore steamers, 308 to 447 feet long, capacity 3,150 to 7,90 short tons. 

16 Steamers, 569 to 678 feet long, capacity 12,400 to 23,693 short tons. 

17 Steamers, 545 and 600 feet long, capacity 11,200 and 14,800 short tons. 

% Steamers, 524 to 710 feet long, capacity 11,704 to 27,888 short tons. 

1% Steamer, 262 feet long, capacity 3,920 short tons. 

» Bulk cement steamer 260 feet long, capacity 13,600 barrels. 

2 Steam tankers, 259 and 420 feet long, capacity 2,600 and 6.500 short tons. 

22 Steamers, ranging from 524 to 602 feet long, capacity 10,640 to 14,800 short tons. 
2% Steamers, 617 to 710 feet long, capacity 19,757 to 28,000 short tons. 

#13 tankers, ranging from 472 to 661 feet long, eapacity 92,863 to 208,177 barrels, and 
4 tankers, ranging from 140 to 392 feet long, capac ity 4,400 to 51,328 barrels. 

16 tankers, 502 to 645 feet long, capacity 133,800 to 254,849 barrels, and 4 tankers, 
289 to 300 feet long, capacity 22,300 to 28,794 barrels. 

Steamer, 98 feet long, capacity 150 short tons. 

16 tankers, 397 to 547 feet long, capacity 58,639 to 153,750 barrels, and 1 tanker, 202 
feet long, capacity 9,280 barrels. 

Tankers, 390 to 435 feet long, capacity 6,529 to 8,613 short tons. 

Steamer, 444 feet long, capacity 11,480 short tons. 

14 tankers, 524 to 641 feet long, capacity 13,415 to 251,114 barrels, and 8 tankers, 
196 to 325 feet long, capacity 6,557 to 31,723 barrels. 

3124 tankers, 514 to 565 feet long, capacity 107,147 to 156,565 barrels, and 2 tankers, 
249 and 380 feet long, capacity 15,602 and 46,892 barrels. 

827 tankers, 524 to 628 feet long, capacity 17,450 to 28,560 short tons; 3 tankers, 462 
to 515 feet long, capacity 105,184 to 128,047 barrels; and 5 tankers, 251 to 325 feet long, 
capacity 2,111 to 4.145 short tons. 

ss Tankers, 524 to 565 feet long, moe 18,000 to 19,700 short tons. 

* Steamers, 497 to 647 feet long, capacity 9,128 to 21,952 short tons. 

% Motor vessels, 168 feet long, capacity SOO short tons. 


33,945 short tons. 
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Source: Transportation Lines, series 3, 4, and 5, Corps of Engineers, U.S. Army. 
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Illustrative list of manufacturing and commercial concerns owning, chartering or 
leasing and operating private (exempt from ICC regulation) vessels and 





ng or barges, as of Dec, 31, 1958, showing number of such craft operated by each— 
and Continued 
h EXEMPT BARGES 
Number | Number 
Company operating of barges Company operating of vessels 
“one f s. B. Adams Lumber Co____-__-__- 4} Lone Star Cement Co__.______- 24 
204 pe OY 0 a 2| Merry Shipping Co_......._._~- 3 
19 Allied Chemical Corp__........... 9} Milbridge Canning Corp_____-_~_ 2 
e 29 American Bitumuls & oe Co__ 1 | Mill Ridge Coal Co___________-_-~ Za 
gg 3 American Oil Co____ _-- ane 2} Monsanto Chemical Co_________ 10 
~ 24 17 American Sugar Refining Co__. , 3} meortee Balt Cen oon os 1 
25 OW) Atlantic Creosoting Co__________ 2} munising Paper Co............... 1 
* 4 Atlantic Refining Co __________~_ Bre MUON CON ON oi i eee 4 
147 Berwind-White Coal Mining Co 8 | Olin Mathieson Chemical Corp__ 15 
a m8 4 Champion Paper & Fibre Co__- 1 | Owens-Illinois Glass Co_________ é 
24 Columbia-Southern Chemical Phillips Petroleum Co________-__ 1 
"~ 30 99 Oy cs i. Se nn cl ta 3) Ete Ct CO scene ectce ees us 2: 
8 6 Consolidated Chemical Indus- Puritan Petroleum Products Co_-_ 1 
~~ 39 15 Etta wee coua anes. 3 |W. M. Ritter Lumber Co_______- 5 
a Continental Grain Co., Ine______ 8 | Savannah Sugar Refining Co____ 1 
tie Cook & Brown Lime Co_________ 1 | Socony Mobil Oil Corp_________~ 27 
, 54 Crown Zellerbach Corp s___-_-_- ¢ | South. Coast Corp............. 6 
" Davison Chemical Co_________~_ 2 Standard Oil Co. of California___ 4 
943 Diamond Alkali Co_____________ 4 | Standard Oil Co. of Indiana____ 7 
“ea Diamond Gardner Corp______-~- 1} Standard Oil Co. of Kentucky_ 8 
Dow Caemical Co... cnc 12 | Stilley Plywood Co______-_____- 1 
't tons. E. I. du Pont de Nemours & Co__ I | Seppetiee Onl Oe... 2.22 15 
— Esso Standard Oil Co bane OS | Scr Ca ia oe ne 6 
Freeport Sulphur Co__________~ 16 | Dee RORNE Oe ieee 22 
Pe et Re neath denn dees 2 | Peewee: Ce Cec. = 9 
CE Sl ote ee ea 20 | Triangle Refineries, Inc__________ 1 
co a a aos 3| Twenty Grand Oil Co., Inc_____- 1 
Ideal Cement Co_______ ite iapab ie 13} Union Bag-Camp Paper Corp____ 10 
ankers, Imperial Oil Co______- oie on 1} Union Oil Co. of California_____ 11 
International Paper Co_________ 44 | United States Gypsum Co________ 7 
| Kieckhefer-Eddy Division of United States Steel Co__________ 3f 
anaes, Weyerhaeuser Timber Co_____ 1} Universal Atlas Cement Co______ 1 
CB eee ee 5| Warren Petroleum Corp____-__--_ 10 
rt tons. La-Clede Steel Co_____________ 8 — 
ae aie 30 OR inte tees eee 909 
PE Ce O06. ce 
ns, 
els, and 
tankers, 
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Exuisit No. 19 


THE S.S. MARTHA MAC 
BEGINS SERVICE BETWEEN 
FLORIDA AND MISSISSIPPI 
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Self-unlooding gear of the 
Martha Moc is _ silhovetted 
ogoins!t the sky os the collier 
sails. Below, tasty fore is 
Prepared im modern galley 
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Exuisit No. 20 
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New on the Gulf, the “De Bardeleben Marine |.” 


SPECIALIZED SHIP 


One of the most unusually spec- 
ialized ships in the American Mer- 
chant Marine sailed Feb. 3 after 
conversion at Bethlehem’s Balti- 
more Yard, for the Gulf of Mexico. 

There the ship, the “De Bardel- 
eben Marine I,” will go in service 
carrying hot molten sulphur east- 
bound from Texas to Florida and 
heavy crushed phosphate rock on 
the westbound return trip. 

During the eastbound trips steam 
heated tanks will keep the molten 
sulphur at 270 degrees Fahrenheit, 
58 degrees above the boiling point 
of water. 

Originally built as the Liberty 
ship “Lloyd S. Carlson,” she was 
designed for general cargo, but her 
new owners, The De Bardeleben 
Marine Corporation of New Or- 
leans, had the yard completely re- 
design her five holds for these two 
specialized cargoes. 

The second deck was removed 
throughout the ship and web 
frames were added for strength. 
Holds numbers 1, 3 and 5 were 


reserved to carry phosphate rock, 
and new mechanical sliding hatch 
covers were put on these holds. 

Steam-heated dual tanks capable 
of holding about 4,100 and 3,200 
long tons of molten sulphur were 
built into cargo holds numbers 2 
and 4 respectively. These hatches 
were permanently covered. Three 
sets of deep tanks were removed 
during the conversion and another 
set was built in along the sides of 
the shaft alley to hold #5 where 
handling of bulk cargo would have 
been awkward. 


All cargo handling gear was re- 
moved except a boom to handle 
hoses over #2 hold. The tanks in 
both holds are filled from this spot 
on the starboard side. Discharge 
is from a single spot on the port 
side. Loading will be by gravity. 

The “De Bardeleben Marine I” 
looks little like a Liberty. Her stack 
was altered, one mast as well as the 
cargo handling gear removed, some 
of her quarters rebuilt and radar 
added. Her draft under the con- 
version is 26 feet and her «lead- 
weight tonnage 9,200. 
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ExHIisIt No. 22 


REPRODUCTION OF ANONYMOUS LETTER TO FLORIDA RAILROAD & PUBLIC UTILITIES 


COMMISSION FROM Party BEING Hurt By ILLEGAL TRUCKING OF LUMBER, 
RECEIVED JULY 7, 1955 


Get some lumber company to lease your trucks letting you have a supply of 
their bills. Then you can haul for anyone and bill it on the letterhead of the 
proker or lumber company. This is being done by ABC of . Ga., who is 
supposed to be leased to DEF of Jacksonville, Fla. MNYZ Lumber Co. is work- 
ing practically the same thing except they haul for BCD Lumber Co. of ———, 
Ga., even though they are leased to XYZ Lumber Co. Whenever XYZ cannot 
keep them busy then they haul for of the BCD Lumber Co. who sells 
lumber for XYZ and who finances same. JKIL Lumber Co. of —, Ga., has 
three trucks and would have to haul every load that he runs through his planer 
twice in order to keep three trucks moving. So he uses mill letterheads and 
hauls for anyone without fear of being caught. 

Have some fake bills printed saying you are a lumber buyer. Go to Talla- 
hassee and get a Florida sales tax exemption number and use these bills and 
haul away. This is the method used by MNO of . Ga. Am attaching a 
pill from him showing this method. How many of the other bootleggers are 
using this method I cannot say. But it has been working for sometime. 

Simply print the name of some lumber company on your truck doors. This 
works well also as no one checks them to see if the truck is even leased to 
the mill or if even the mill exists. They carry no lease papers or truck title 
with them. I know of only one mill that complies with the iaw. That mill is 
GHI of . They have valid lease, pay the driver, 
the driver and carry the insurance in the mill’s name. 

Just have the lumber billed to you from the planing mill. It clearly shows 
a conspiracy by the mill and the hauler. This is being done by QRS of 
on all the lumber that he hauls. 

But by far the best is simply load the lumber and haul it into Florida. There 
is very little danger of being caught by this method. If you are caught the fine 
is small and you can overcome that by putting another truck to work. If busi- 
ness gets slow then cut the price another dollar. By not having to fork out 
tax or for-hire tags or brokerage you can always come out ahead of the boys 
that are struggling trying to stay with Watkins and haul it right. The number 
is increasing daily. Unless there is some positive action taken there is little for 
us to do. It has boiled down to just a matter of price. These mills in this 
area do not care about service, authorized legal carriers. Their interest is sim- 


pay social security on 


ply in the cheapest truck rate they can get. —— Trucking Co. hauls lumber 
out of Georgia with trucks clearly showing the name of Trucking Co. 


on the doors. They will haul from Alabama, north Georgia to Miami for $12 
per thousand. They do not charge tax and it makes it impossible for me to 
secure business. If something is not changed soon, we won't be in business very 
much longer. 


NoTe.—Names in original letter have been disguised. 
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Seasonal shipments of frozen citrus concentrates via rail, truck 
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SEPT. 1, 1952-AUG. 31, 1953 
Via rail Via truck Via water 
Ps | had = ee Si Total 
ro “| pounds 
Pounds Per- Pounds Per- | Pounds Per- 
cent cent cent 
pie e Sica nena = = * 
Connecticut 3, 289, 688 59.4 2, 249, 749 ol 4 40.6 5, 539, 437 
Massachusetts 22, 236, 473 66.5 11,219,200 |} 33.5 | | 33, 455, 673 
New Jersey 40,847,954 | 69.2 | 18,181,227] 30.8 | | 50; 029, 181 
New York 16, 504, 230 36.0 29, 288, 183 64.0 | 45, 792, 413 
Pennsylvania 25, 133, 730 57.9 18, 311,780 | 42.1 43, 445, 510 
Rhode Island 652, 745 21.4 | 2, 394, 195 78. 6 | | 3, 046, 940 
Total 108, 664.820 | 57.1 | 81,644, 334 | 42.9 | 190, 309, 154 
| | 
SEPT. 1, 1953-AUG. 31, 1954 " 
es sila — : aie - a ceiaieesach — 
Connecticut __. 2, 362,574 | 44.6 | 2,928,764 | 55.4 |. .| | _5, 201, 338 
Massachusetts - 26,601,117 | 69.5 | 11,689, 106 30.5 38, 290, 223 
New Jersey 32, 854, 963 62.0 20, 094, 960 38.0 52, 949, 923 
New York---_-_- | 26,972,712 | 38.1 | 43, 803, 746 61.9 70, 776, 458 
Pennsylvania- -_- } 17,236,063 | 47.1 | 19,392,844 52.9 36, 628, 907 
Rhode Island 364,237 | 18.5 1,605,141 | 81.5 1, 969, 378 
| » . | } | 
Total _..--| 106,391,666 | 51.7 99, 514, 561 48.3 | | 205, 906, 227 
| i | 
SEPT. 1, 194-AUG. 31, 1955 a oe . 
| | | oe Ta 
Connecticut -- 2, 661, 861 | 44.2 3, 361,726 | 55.8 | 6, 023, 587 
Massachusetts. 38, 560, 628 79.9 9,708,275 | 20.1 .| | 48, 268. 903 
New Jersey - - 34, 803, 350 62.1 21, 226, 581 | 37.9 -|-- 56, 029, 931 
New York 29, 837, 650 40.3 44, 218, 597 59.7 |-- -|-- 74, 056, 247 
Pennsylvania--___- 25, 652, 876 48.9 26,821,268 | 51.1 |-- -=|-- | 52, 474, 144 
Rhode Island ________| 682, 584 40.9 985, 292 | 59.1 | ie 1, 667, 876 
| — — | — 
Total. __...| 132,198,949 | 55.4 | 106, 321, 739 | 44.6 238, 520, 688 
SEPT. 1, 1955-AUG. 31,1956 a 
Connecticut _.._- | 3,127,180 | 54.5| 2,600,687| 45.5 | 5, 736, 867 
Massachusetts - | 34, 442, 846 79.3 | 8, 999, 298 20.7 43, 442, 144 
New Jersey 27, 408, 945 | 61.6 17, 080, 502 38.4 44, 489, 447 
New York... 43, 931, 040 56.8 | 33, 430, 77 43.2 77, 361, 818 
Pennsylvania 25, 009, 157 51.1 | 23,950, 258 48.9 48, 959, 415 
Rhode Island 535, 303 27.2 | 1, 432, 164 72,8 1, 967, 467 
- = a | — — 
Total__- 134, 454, 471 | 60. 6 | 87, 502, 687 | 39.4 221, 957, 158 
' 
SEP T. 1,1956-AUG., 31, 1957 
Connecticut ___- 7, 276, 477 73. 1 2, 673, 358 26.9 9, 949, 835 
Ma;ssachusetts 28, 033, 624 74.9 9, 418, 173 25. 1 37, 451, 797 
New Jersey 22,261,905 | 57.7 16, 310, 795 42.3 , 38, 572, 700 
New York... 67, 701, 833 63.8 38, 372, 991 36. 2 106, 074, 824 
Pennyslvania 30, 283, 135 50.9 29, 186, 793 49.1 | 59, 469, 928 
Rhode Island 195, 688 9.1 | 1,954,629 | 90.9 | 2, 150, 317 
Total 155, 752, 662 61.4 | 97,916, 739 38.6 253, 669, 401 
; SEPT. 1, 1958-AUG. 31, 1959 
Connecticut 3, 583, 613 *36. 1 4, 396, 874 44.4 1, 933, 871 19.5 9, 914, 358 
Massachusetts. - 10, 508, 683 28.4 17, 503, 173 47.2 9, 036, 816 24.4 37, 048, 672 
New Jersey 5, 184, 193 18.1 16, 723, 918 58.4 6, 735, 729 23.5 28, 643, 840 
New York 32, 791, 584 30. 6 52, 906, 211 49.4 21, 461, 388 20.0 107, 159, 183 
Pennsylvania 19, 797, 155 37.8 24, 614, 258 46.9 8, 038, 536 15.3 52, 449, 949 
Rhode Island 1, 492, 788 63.1 872, 354 36.9 2, 365, 142 
Total 71, 865, 228 30. 3 117, 637, 222 49. 5 48, 078, 694 20. 2 237, 581, 144 


NOTE.— No re ‘eport from Se ept. l, 


Source: 
lando, Fla. 


1957 to Aug. 3 


1, 1958. 


Florida Canners Association through courtesy of Growers 


and Shippers League of Florida, Or- 


ate tas * pee 


from 
nt of 


tal 
inds 


539, 437 
455, 673 
029, 18] 
792, 413 
445, 510 
046, 940 


309, 154 
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, 074, 824 
. 469, 928 
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Exnispir No. 24 


Statement showing rail, truck, and water shipments of canned citrus products 
from Florida to Eastern States shown for seasons indicated, as reported by 
plants producing 85 to 90 percent of total canned citrus packed in Florida 


SEPT. 1, 1955-AUG. 31, 1956 





Via rail Via truck Via water 
Total 
To pounds 
Pounds | Per- | Pounds | Per- Pounds | Per- 
cent cent cent 
Connecticut | 6,733,108 | 57 62, 670 0.5 4,930,172 | 42.1 11, 725, 950 
Massachusetts 8, OSS, 227 36.7 436, 503 2.0 13, 535, 804 61.3 22, 060, 534 
New Jersey 7,365,529 | 16.4 2, 508, 795 | 5.6 35, 056, 225 78.0 44, 930, 549 
New York | 24, 806, 910 28.3 5, 999, 921 6.8 56, 974, 327 64.9 87, 781, 158 
Pennsylvania | 26, 413, 386 37.9 26, 058, 732 37.4 7,219,273 | 24.7 69, 691, 391 
Rhode [sland - 954,200 | = 19.0 | 561, 798 11.2 3,500,153 | 69.8 5, 016, 211 
Total 74, 361, 420 30.8 35, 628, 419 | 14.8 131, 215, 954 54.4 241, 205, 793 
SEPT. 1, 1956- AUG. 31, 1957 
2 : | . - = 
Connecticut 5, 211, 227 57.4 190, 72 2.1 3, 673, 761 40.5 9, 075, 709 
Massachusetts 10, 530, 300 61.6 , 054, 280 6.2 5, 496, 355 32.2 17, 080, 935 
New Jersey 17, 202, 403 44.3 283, 951 11.0 17, 389, 827 44.7 38, 876, 181 
New York 38, 947, 317 47.4 5, 504 21.0 26, O15, 482 31.6 82, 218, 303 
Pennsylvania 29, 741, 634 46.9 27, 334, 350 43.1 6, 308, 560 10.0 63, 384, 544 
Rhode Island 1, 926, 499 45.7 369, 673 8.8 1, 923, 770 | 45.6 4, 219, 942 
Total 103, 559, 380 48.2 50, 488, 479 23. 5 60, 807, 755 28.3 214, 855, 614 
SEPT. 1, 1958-AUG. 31, 1959 
Connecticut - - -- 972, 479 9.9 273, 742 2.8 8, 571, 904 87.3 9, 818, 125 
Massachusetts 2, 414, 981 11.2 667, 692 3.1 18, 541, 113 85.7 21, 623, 786 
New Jersey 4, 688, 195 13.2 1, 472, 414 4.2 29, 253, 847 $2.6 35, 414, 456 
New York } 31,852,371 | 25.9 7, 063, 858 5.8 83, 926, 447 68.3 122, 842, 676 
Pennsylvania | 30,514, 987 37.7 19, 046, 221 23. 5 31, 405, 303 38. 8 80, 966, 51 
Rhode Island 544, 336 | 11.5 33, 350 | 7 4, 171, 301 87.8 4, 728, 987 
Total 70, 987, 349 25.8 28, 557, 277 10.4 175, 849, 915 63.8 275, 394, 541 


Note.—No report from Sept. 1, 1957, to Aug. 31, 1958. 


Source: Florida Canners Association through courtesy of Growers and Shippers League of Florida, Or- 
lando, Fla. 


ExHIBIT No. 25 


REPRODUCTION OF PAGES 936, 1021, 1032, 1035, 1036, anp 1044 To 1047, INCLUSIVE, 
OF TRANSCRIPT OF JANUARY 7, 1960, TESTIMONY oF Mk. EpMoND H. GAIENNIE, 
TRAFFIC VICE PRESIDENT, SEATRAIN LINES, INC., BEFORE INTERSTATE COMMERCE 
COMMISSION IN ITS DOCKET No. 33257. 


BEFORE THE INTERSTATE COMMERCE COMMISSION 
Docket No. 33257 


IN THE MATTERS OF GEORGIA PUBLIC SERVICE COMMISSION, ET AL. tv. THE BUSH 
TERMINAL RAILROAD COMPANY, ET AL. 


GoLp Room, Horret DESoro, 
Savannah, Georgia, Thursday, January 7, 1960. 
Met, pursuant to adjournment, 9 :30 a.m. 
Before J. A. RUSSELL, E.raminer. 
Appearances (As heretofore noted). 
Edmond H. Gaiennie was recalled and testified as follows: 
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DIRECT EXAMINATION 
By Mr. EISEN: 

Q. State your name, sir.—A. Edmond H. Gaiennie. 

Q. Are you the same Mr. Gaiennie that previously testified in this proceeding 
as vice president of Seatrain Lines, Inc?—A. Yes. 

Q. Mr. Gaiennie, Mr. Saunders in his cost studies in part has utilized a figure 
of 95 cars for the costing of New York-Savannah operations. Are you familiar 
with his use of that figure?—-A. Yes, I am. 

Q. Did you have anything to do with the ascertainment of that 95-car figure?— 
A. I did. 

Q. Were you part of the management team that determined upon the use of 
that figure?—A. Yes. 

Q. Will you tell us upon what basis the management arrived at that figure? 
A. On the basis of experience. 

Q. Tell us what that experience consisted of. —A. Well, we took the experience 
in the year 1955 in our Texas City service. 

Q. Why did you take the year 19557—-A. Because that was the last normal 
year of Seatrain operation, of complete normalcy. 

Q. Inthe New York-Texas City operation ?—<A. That is correct. 

Q. Will you explain what you mean by complete normalcy ?—A. It is the only 
year in which we did not have one or more of the following things—a strike of 
one kind or another. 

Q. You mean industrial strikes?—A. Industrial strikes, steel strikes, or 
strikes within our own industry, ship repair, major ship repairs that took 
ships out of service, where we had the number of voyages through the year in 
a normal operation. 

Q. Now, what was your experience in the New York-Texas City service dur- 
ing—incidentally, did you after that year have a disruption of your Texas City 
service by virtue of the injection of a new form of competition?—A. We cer. 
tainly have. In 1956, Pan-Atlantic came into the operation with a new con- 
tainer operation, and as a result our rate structure was disrupted, and because 
of the reduction in rates we have not had a normal year as a result of that 
competition. 

Q. Now, in 1955, which was your last normal year of operation in that trade, 
what was your actual carrying? 

Q. With the attainment of joint rates into the southern area, and the coopera- 
tion of the railroads, do you have any doubt about your ability to regularly 
achieve a 95-car average in your New York-Savannah sailing?—A. No, I do not 

Q. And in your New York-Texas City service, when you achieved the average 
that you did, did you run over 100 car carryings in any one voyage ?—A. Oh, yes, 

Q. How high have you run?—A. I believe, as I recall, it was around 104. 

Mr. Ersen. Thank you, sir. The witness is available for cross-examination. 

The WITNESS. Not around—it was. 


CROSS-EXAMINATION 
By Mr. REYNoLbDs: 

Q. You say in the year 1955 you averaged 95 cars in your New York-Texas City 
service ?—A. 94.7. 

Q. How much did you average in your New York-New Orleans service 7—A. I 
don't know whether I have those figures—I don’t have those figures. 

Q. How much did you average—how many cars did you average in 1955 in your 
New York-Savannah service?—A. I don’t have those figures, because those 
weren't needed in what we were doing, for the use to which this was being put. 

Q. I understood you to say that you considered 1955 a normal year because 
you didn’t have any strikes or no economic depression, or anything of that sort? 
A. That is right. 

Q. And also because you didn’t have Pan-Atlantic competition?—A. That is 
correct. 

Q. Pan-Atlantic is a factor—scratch that. Pan-Atlantic is in operation today, 
isn’t it?—A. In 1956 they began operation. 

(Q). And they are in operation in 1960, aren't they ?—<A. Yes, sir; they are from 
Texas City. 

Q. And they are quite a factor in the coastwise trade, are they not?—A. They 
certainly are. 

Q. And they are trying to get authority to operate to and from Savannah, aren't 
they ?—A. Not that I know of. 





eding 


igure 
iliar 


re?— 
ise of 
ire /— 
rience 
ormal 
> only 
ike of 
Ss, OF 

took 
“ar in 
» dur- 
~ City 
e cer- 
y con- 
cause 
f that 
trade, 
opera- 
ularly 
» nof;t, 
rerage 


h, yes. 


ition, 


is City 
A. I 
nh your 
those 
put. 
ecause 
ort? 
‘hat is 
today, 
e from 
They 


aren't 


DECLINE OF COASTAL SHIPPING INDUSTRY 511 


Mr. BIsen. Mr. Reynolds, whether you have learned about it or not, they have 
withdrawn their application in view of the Loveland operation. 

Mr. ReyNoutps. And Loveland is authorized. 

Mr. Ersen. That is barge service. 

By Mr. ReEyYNOLDs: 

Q. As I understand your Savannah operation, ——————A. I assume that is cor- 
rect mathematically. 

Q. So that, in 1957, the arrivals and departures at Savannah were far less 
than the theoretical capacity of your vessel ?—A. They certainly have been. 

Q. Now, in 1955, how many vessels were operating in your whole service?—A. 
Six. 

Q. The full year, generally speaking ?—A. As I recall, they were. 

Q. Let me ask you this. If you had full capacity—I mean if you had enough 
traffic tendered for full capacity, how would you operate your vessels? Would 
you run the New York ship and stop at Savannah to New Orleans, or run New 
York-New Orleans’—A. I would leave it up to the operating department to 
divide the service. The scheduling of the ships—we would run one ship be- 
tween New York and Savannah direct. 

Q. And that would mean you would have to run a New Orleans ship to New 
Orleans direct and back ?—A. Not necessarily. 

Q. You might go there on the way to Texas City ?—A. That is right. 

Q. Now you have Pan-Atlantic competition at New Orleans and Texas City, 
do you not ?7—A. We sure do. 

Q. The Erie & St. Lawrence announcement that they would begin service 
between New York and Jacksonville and later extend to the gulf, will that affect 
you if it is extended to the gulf?—A. It will aYect both of us. 

Q. It will affect both Pan-Atlantic A. And Southern Railroad and the 
Seaboard and the Coastline. 

Q. Southern will take care of itself—A. Well, join us and help us, let’s both 
do it. 

Q. You think it will affect Seatrain and Pan-Atlantic, both?—A. Any new 
form of competition. They are not going in there without looking for business. 

Q. I might ask you this, Mr. Gaiennie. You gave us the system average for 
1955. Do you have the system average for 1956?—A. No. 

Mr. BRISTLINE. Mr. Eisen, I am going to ask for 1956 and 1957. 

Mr. E1sen. I am told no; this study was made specifically for management 
purposes in connection with this, and was made for 1955 only. 

Mr. BISTLINE. Can you develop the system average from Mr. Saunders’ think 
for 1957? 

Mr. E1rsen. I would have to ask Mr. Saunders. I don’t know what he has. 

Mr. BIsTLINE. Have you developed 1958 or 1959, do you know ? 

Mr. Ersen. I am told the only thing that was studied was the year 1955 for 
this management study. 

The Wirness. That is right. 

Mr. BISTLINE. I have one further question. 

By Mr. BISTLINE: 

Q. You stated, I believe, you had Pan-Atlantic competition in 1956, is that 
right. sir?—-A. Right. 

Q. Now the original Pan-Atlantic competition was by means of putting 
trailers on top of T-2 tankers, was it not, rather than the trailer ships?— 
A. That is right. 

Q. And when did Pan-Atlantic start the trailer ship that is now operated ?- 
A. IT don’t recall that date. 

Q. It was about a year later, wasn’t it ?—A. I just don’t know. 

Q. But the competition you had—let me ask you this. Was the competition 
you had in 1956 a limited competition insofar as putting trailers on the top 
of the tanker was not as much competition as running a full boat of trailers? 
A. That is obvious. 

Mr. BIsTLINe. I believe that is all I have. 

By Mr. Scort: 

Q. The present Pan-Atlantic competition is entirely different from that which 

you first received in 1956 from them’?—A. Not entirely, but it is different. 


Q. Well, I mean different in the sense that it is much more intense today than 
it Was at that time.—A. That is right. 
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Q. As competition ?—A. I don’t say intense. 

Q. Do I understand correctly that this management team of which you were 
a member has studied only the one year, 1955?—A. That was the year that we 
took as being the typical year. We went back to get a year where we would not 
have some sort of disruption. 

Q. In other words, no subsequent vear was studied ’—A. The subsequent years 
have all had disruptions which I have explained, one or more, and we have had 
the Pan-Atlantic ever since with the rate cuts that really disrupted us. 

Q. But as of today, your normal operation would be in contemplation of Pan. 
Atlantic and other competition which today exists?—A. That is right. 

Mr. Scorr. Thank you, sir. 

By Mr. BIsTLINE: 

Q. Mr. Gaiennie 

Examiner RUSSELL. I thought you were through. 

Mr. BISTLINE. My mind was cogitating. 

Examiner RusseELL. You had better get through, you won't get another chance, 


By Mr. BISTLINE: 
Q. I just want to ask this one question. 


ExHIBIT No. 26 


REPRODUCTION OF PaGES 5055 to 5067, INCLUSIVE, IN VOLUME XXXVIII or 
TRANSCRIPT OF APRIL 1, 1959, TESTIMONY oF Mr. DONALD WILLIAM SMITH, 
VICE PRESIDENT AND SECRETARY, SEATRAIN LINES, INC., BEFORE FEDERAL MAnrt- 
TIME BOARD IN ITS Docket S—73: Atso His Exutpits 183 AND 185 REFERRED 
TO THEREIN 


Mr. STOUDEN MIRE. Have you decided on the speed of the vessel ? 

Mr. EIseN. Oh, I think—— 

The WITNEss. I think we are - 

Mr. EIsen. I am going to have to ask that I be permitted to complete my 
direct examination. I thought you had some matters for clarification. I was 
willing to cooperate. But now we are running all around the gamut. 

Mr. STOUDENMIRE. Go ahead. 

By Mr. EISEN: 

Q. Mr. Smith, what effect did the decline in tonnage that you referred to 
have upon your overall operations?—<A. Well, it’s been very drastic, and I have 
for presentation here as exhibits statements of income for the years 1955, 1956, 
1957, and 1958. 

Q. First of all, for the year ended December 31, 1956, may I ask you this: 
What is the statement that has been distributed’ Just where does it come 
from ?—A. The statement covering the vear ending December 31, 1956, is the 
photostatic copy of Seatrain’s—of the income statement from Seatrain’s report 
to its stockholders. The same is true of the 

@. Wait. I haven't gotten to that.—A. I beg your pardon. 

Mr. EISEN. May that be identified as exhibit 1837 

(The document above referred to was marked for identification as exhibit 
No. 1838.) 

By Mr. EISEN: 

Q. Let me ask you this, Mr. Smith: Does exhibit 188 also contain comparative 
data for the year 1955?—A. It does. 

Q. Will you state for the record, please, sir, so that we can have this all in 
one place, what was the net water-line operating revenue for the year ended 
December 31, 19557—A. $4,402,989.95. 

Q. And that was the year prior to the Pan-Atlantie container service ?—A. 
That is correct. 

Q. And what was the same figure for the year ended 1956%7—A. $1,844,692.48. 

Q. Was that a year in part of which Pan-Atlantic was operating a containeri- 
zation service ?—A. That is correct. 

Examiner JouNnson. Mr. Smith, what is the significance of the statement 
“net water-line operating revenue”? What is the term 

The Witness. That, Mr. Examiner—I’m not an accountant, but I think I 
can explain it briefly. If you will refer to the exhibit, you will notice the top 
line covers two items of revenue, water-line Operating revenue. One is entitled 
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‘line service freight.” That is our normal revenue received from cargoes 
carried on our vessels. The second, a very much smaller item—— 

Mr. EIsen. Before you leave that, maybe this will help too. 

By Mr. EISEN: 

Q. Mr. Smith, in connection with your normal Seatrain operation do you 
conduct what might be called a rail-water-rail service?—A. We do. 

Q. And are some—some portion at least—of the revenues collected based 
upon so-called joint rail-water-rail rates?—A. That is correct. ; 

Q. It is a one-factor rate that applies from some inland origin to some inland 
destination ?—A. That is correct. 

Q. And in dividing that revenue, does Seatrain obtain a portion thereof ?— 
A. It does. 

Q. Now, does your exhibit 183, in showing revenue, show only the revenues 
that Seatrain obtains for its water operations?—A. That is correct. 

Mr. SroupENMIRE. Before you proceed auy further, may I inquire, Mr. Eisen, 
whether Mr. Smith is going to be qualified to answer financial questions relating 
to this statement? 

Mr. Ersen. Mr. Smith is secretary of the board of directors, and this is a state- 
ment that was distributed, as he says, to the stockholders by the board of direc- 
tors in its annual report. 

Now whatever questions you want to ask you can ask them. I will have no 
objection to them. If he can answer them, he can. If not, we will supply a 
witness to answer them. 

Mr. SToupENMIRE. You are having him sponsor this particular exhibit, which 
is a financial statement. 

Mr. E1sen. Well, Iam having him- 

Mr. STOUDENMIRE. He is not associated with the financial department. That 
is my point. I may object to the exhibit when it is offered on that ground. 

Mr. Ersen. I am having him as the secretary of the board introduce a docu- 
ment which the board distributed to the stockholders for the year showing one 
basic point that he is now pointing out. If you have any further additional 
questions, we can see how we will handle them when the time comes, 

Mr. STOUDEN MIRE. We will see when we get to cross-examination. 


By Mr. EIsenN : 


Q. Now, Mr. Smith, did you also obtain and reproduce this statement of in- 
come from the annual report of Seatrain for the year ended December 31, 
1957?—A. I did. 

Q. In the same manner as exhibit 183 ?—A. I did. 

Mr. E1sen. May that be identified as exhibit 1847 

(The document above referred to was marked for identification as exhibit 
No. 184.) 

By Mr. EISEN: 

Q. What was your water-line operating revenue by the end of 1957?7—<A. It 
had been dropped to $1,530,145.51. 

Q. Have you obtained before printing the 1958 statement of Seatrain? And 
by “before printing” I mean before printing the annual report ?—A. I have ob- 
tained an unaudited statement from our chief accounting officer which was 
completed as of yesterday which shows the same data as is shown on exhibits 
183 and 184, but with respect to the year ending December 31, 1958. This is 
believed to be substantially accurate, but it is still subject to final audit. 

Mr. Eisen. May that be identified as exhibit 1857 

(The document above referred to was marked for identification as exhibit 
No, 185.) 

By Mr. EIsen: 

Q. Let me ask you with respect to exhibit 185 

Mr. STOUDEN MIRE. I am going to object to any questions on exhibit 185. This 
Witness is not qualified to testify with respect to it. He didn’t prepare it. It 
didn’t come to him as an official document for an annual report as was the case 


with the other two documents. It has not yet been offered in evidence, but I am 
going to object to testimony relating to it. 
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By Mr. EISEN : 

Q. Mr. Smith, do you know what water-line net operating revenue was for 
the year ended December 31, 1958?—A. It showed a loss of 250— 

Mr. STOUDENMIRE. I object. 

By Mr. EISEN : 

Q. Do you know? As vice president of your company, do you obtain such 
information ?—A. As vice president of the company I obtain the statements 
every month from the chief accounting officer showing the revenues and expenses 
of the company from month to month. 

Q. All right. Now, based upon the monthly reports made to you, month to 
month, as vice president in charge of operations, do you know from that infor- 
mation so ascertained in the regular course of your business what the net water- 
carrier operating revenues were for the year ending December 1958? 

Examiner JOHNSON. He knows what is reported to him. 

Mr. EISEN. Yes, sir. 

The WirTNEss. I know what is reported to me by our chief accounting officer, 
and, incidentally, this statement was prepared by him yesterday at my request. 

By Mr. EISEN : 

q. Now what was the figure so reported to you as the net water-carrier oper- 
ating revenue for the year ended December 31, 1958? 

Mr. STOUDENMIRE. I object on the grounds of hearsay. It did not come to him 
in the regular course of business. It is not a usual document. It is something 
requested specifically for this proceeding. It was not prepared by this witness 
and doesn't come within the function of his duties for Seatrain. 

Examiner JOHNSON. Do you insist on having the responsible official here 
to testify to this? 

Mr. STOUDENMIRE. Yes, sir. I don’t think he will be able to stand cross- 
examination I have planned for it. 

Examiner JOHNSON. That is the question I mean. 

Mr. EIsen. I indicated as to any matter of pertinency that Mr. Stoudenmire 
or anybody else wanted information on I would have him available. We are in 
New York. I can have anybody in the company down here within a half hour. 

Examiner JOHNSON. Well, I think the witness here can report what has been 
reported to him, but that is within—wait just one minute now. That is hearsay 
type of testimony ; there is no question about that. 

Mr. EIsEN. Well, maybe, it is, but I'll have the chief accounting officer come 
down here, take a cab and come down and say he gave it to him. 

Mr. STOUDENMIRE. Let him identify the statement and furnish the information. 
He is the best information. 

Mr. Ersen. He can’t identify exhibits 183 and 184, because those documents 
were distributed under the personal supervision of Mr. Smith as the secretary of 
the board to the stockholders. It is his job to do that, which he has done, and 
he merely indicated these were the documents furnished to the stockholders, 
and they are the official documents for 2 years. 

Now I will say this 

Examiner JoHNsOoN. They are documents, Mr. Eisen- 

Mr. STOUDEN MITRE. I am talking about 185 now. 

Mr. Ersen. Just one moment. Now up until last week Mr. Smith had the 11 
months’ statement of Seatrain for 1958, which would fall in the same category 
as 183 and 184. I indicated to him that if he could get the 12th month before 
he came down to do it. 

Now if there is objection to the 12th month, we can dispense with that and I 
can ask him specifically as to the 11 months. 

I thought we wanted facts here, and I am willing to support any facts that 
I submit with any witness whatsoever. I haven't refused to submit the wit- 
ness. I have asked him what figures have been reported to him as net water 
carrier operating revenue for the 12 months. Now-— 

Examiner JoHNson. Well, I mean if you are going to produce Mr. Weber who 
prepared this document—— 

Mr. EIsen. I will be glad to, I said. 

Examiner JomNnson. Then we are talking about something of little conse 
quence here. He will be able to testify as to your exhibit 185 for purposes of 
identification. 

Exhibits 183 and 184 were prepared apparently in the regular course of 
business and distributed as such. Now 185 has a little different look to it. A 
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technical objection has been raised to it on the basis of hearsay. That technical 
objection in the light of its present status here I suppose should be sustained. 
By Mr. EISEN : 

Q. Mr. Smith, did you receive in the regular course of your business activities 
and in your position reports for the first 11 months of 1958 reported to you 
monthly ?—A. I did. 

Examiner JOHNSON. Are they the audited figures, Mr. Smith? 

The WITtNEss. No, sir. Our general books of account are never audited until 
after the close of the year. So that the month-by-month statements are as pre- 
pared by our own accounting department, 

And insofar as audit is concerned, they have been internally audited, but they 
have not been audited by a certified public accountant from the outside, an 
independent accountant. 


By Mr. EIsen: 
Q. Will it be some time before they are so audited? 


Mr. STrouDENMIRE. I am not raising any objection on the basis that they 

haven't been audited and certified. 
By Mr. EISEN: 

Q. My question was: Did you receive reports each of the first 11 months of 
1958 in the normal and regular course of your businses activities ?—A. I did. 

Q. Will you give us the net water-line operating revenue for the first 11 months 
of 1958 as so reported ?—A. Yes, sir. I can give it to you here without an exhibit 
to present, but that can be produced. 

Q. I just asked you to give us the figures, sir—A. In round figures, $238,000. 

Examiner JOHNSON. Is that profit or loss, Mr. Smith? 

The WitnEss. That is a profit. 

Mr. SCHMELTzZER. Would you give us the label for that $238,000? 

The WirNess. I beg your pardon? 

Mr. ScHMELTZER. Will you give us the complete label for that? 

The WirngEss. Net water-line operating revenue. 

By Mr. EISEN : 

Q. For the 11 months ending November 1958 ?7—A. November 30, 1958, correct. 

Examiner JOHNSON. Well, are you able to say whether those figures were 
arrived at in the same way, in the same fashion, that similar figures contained in 
exhibits for identification 183 and 184 were? 

Mr. STOUDENMIRE. I object unless—I don't object to the examiner's question, 
but I don’t think this witness can testify to something unless he knows of his 
own knowledge. 

Examiner JOHNSON. Well, read my question back. It may well be objected to. 
I have been known to sustain objections to my own questions. 

(Reporter read the question. ) 

Examiner JoHNSON. Do you still have an objection ? 

Mr. STouDENMIRE. Of his own knowledge. 

Examiner JOHNSON. That is, of his own knowledge. 

The WITNEss. I would have answered in that fashion, sir, that to my kKnowl- 
edge and belief they are, but I would prefer the man who prepared them to 
make that statement under oath. 

Examiner JOHNSON. All right. 

Then 185 is not in evidence. I mean it has been marked for purposes of 
identification merely. 

Mr. E1sen. Yes, sir. 

Examiner JOHNSON. You will make the author of all of these documents avail- 
able upon request? I think that is your statement, isn’t it? 

Mr. Elsen. Yes, sir. And I am arranging to have him come down here and 
be here so if request is made he will be here. 

By Mr. EISEN: 

Q. Now pursuant to my request, Mr. Smith, did you make an analysis of your 
exhibit No. 181 to determine what portion of the loaded cars and tonnages 
actually transported by Seatrain in its Texas City service actually originated 
and terminated in the Houston, Tex., terminal area?—A. Yes, sir; I did. 

Mr. E1sen. May that be identified as exhibit No. 186? 


(The document above referred to was marked for identification as exhibit 
No. 186.) 
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Exuisit No. 
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Senator Eneie. Thank you, Mr. Hicks, for that statement, and you 
have very, very clearly pointed up that there are other factors that 


make for competition ‘bet ween these various kinds of carriers besides 
the matter of price. 


We appreciate your statement. 

The next witness is Mr. T. H. Maguire, chairman of the execu‘ive 
committee, Western Traffic Association, Chicago, I. 

Mr. Maguire, do you have a prepared statement 4 


STATEMENT OF THOMAS H. MAGUIRE, CHAIRMAN, EXECUTIVE 
COMMITTEE, WESTERN TRAFFIC ASSOCIATION, CHICAGO, ILL. 


Mr. Macvire. Yes; I have Senator Engle. 

Senator Eneie. Can you manage this statement in a half hour? 

Mr. Macuire, Easily. I tried to condense it in the first plac e, and 
I will try further to condense it because, as I understand it, it will be 
copied | in full in the record. 

Senator ENcie. That is correct. The statement will appear in full 
as if read, and if you depart from your prepared text, will you please 


indicate to the reporter in order that such extemporaneous remarks ag 
you make may be included in the record. 

Mr. Macutre. I shall be glad to do that. 

Mr. Chairman and members of the committee, my name is Thomas 
H. Maguire. I am chairman and counsel, executive committee, West- 
ern Traffic Association, which association is organized under the pro- 
visions of a contract which has been duly approved by the Interstate 
Commerce Commission pursuant to section 5(a) of the Interstate 
Commerce Act. The association is composed of more than 100 rail- 
roads, including all of the class I railroads, operating in the territory 
which may be ‘roughly described as that part of the United States 
lying west of a line running along the west bank of Lake Michigan, 
the boundary between Illinois and Indiana, thence along the Ohio and 
Mississippi Rivers. Iam a lawyer by profession and have represented 
common carriers before the Interstate Commerce Commission and 
other regulatory bodies for the past 36 years. I am appearing here 
today primarily as the representative of the western railroads. 

In order to avoid cumulative testimony I have not incorporated in 
my testimony various detailed information regarding the carriers 

engaged in other modes of tr: ansportation which has been set forth 
in the testimony of other railroad witnesses. I concur, however, in 
such testimony. 

I wish to say that you have heard testimony and will hear further 
testimony not only from the railroads as a whole, as represented by 
Mr. Langdon, but also representatives of the southern and eastern 
carriers, and my testimony is directed principally and primarily 
toward the interests of the western railroads, but I concur in the 
statements made by the other vieuen merely to avoid repetition. 

I believe it proper at this time to remind this committee of the gen- 
eral characteristics of the territory served by the western railroads 
and of the general conditions under which these railroads operate. In 
the eastern tier of States served by the western railroads there area 
number of large centers of population in which there is a great demand 
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for foodstuffs and raw materials which are produced all over the 
country. 

Then to the west of this tier of States comes a wide stretch of 
plains, plateaus, and mountains which are more sparsely populated 
than the rest of the United States but where many raw materials and 
other products are produced. 

To the west of this area lie the Pacific coast States where food prod- 
ucts, lumber, and many other important commodities are produced, 
the supply of which, however, is greatly in excess of consumption in 
that rapidly growing area. 

The economy of the Western States is completely dependent upon 
the ability of the producers in those States to ship their products into 
the large consuming areas of the Middle West and Eust in competition 
with production areas which are closer to the centers of population. 

The carriers serving the West have the heavy responsibility of mak- 
ing adjustments in rates which will enable the western producers to 
compete in the large markets with their more fortunately located com- 
etitors east of the Mississippi River. 

I think it is merely a factual statement to say that the tremendous 
development of agriculture, lumbering, and other industries in the 
West has been due almost entirely to the development of the western 
railroads, 

It is not unduly boastful to state that if the railroads had never en- 
tered the economic picture the western territory would consist of some 
farms and settlements along the navigable rivers and seacoasts, and 
that the main industries in the rest of the territory would probably 
consist of trapping and buffalo hunting. 

The railroads and western production have grown up and developed 
together, and one of the keystones of this development has been the 
fact that over the years there has been a constant series of adjustments 
and readjustments of rates to enable the western producers to reach 
their markets, to the mutual benefit of the territory and the railroads. 

Since the opening of the Panama Canal to commercial traffic and 
since the advent of the motor carrier industry, which latter has, dur- 
ing my memory, increased from a short-haul industry conducted by 
scattered, small operators to its present mammoth proportions, the 
western railroads have been faced not only with the necessity and 
duty of making rate adjustments which would permit western pro- 
(ducers to compete in the large markets but they have also been obliged 
to compete against the vigorous competition of other modes of 
transportation. 

In addition to this competition, the railroads, as well as all other 
common carriers, have had to price their only product, namely, trans- 
portation, so as to compete with contract carriage, haulers of exempt 
commodities, and the increasing “do it yourself” trend of proprietary 
hauling. 

To illustrate the growing trend of proprietary and other unregu- 
lated motor transportation, the publication entitled “American 
Trucking Trends,” published by American Trucking Associations, 
shows that during the year 1950 there moved in intercity freight traf- 
fie, Via proprietary and other unregulated hauling, 107,212 million 
ton-miles of freight, or 62 percent of the total of motor freight in 
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intercity movement, which latter amounted to 172,860 million ton- 
miles. 

By 1955 proprietary and other unregulated traffic increased to 
143,282 million ton-miles, or 63 percent of the total movement. by 
motor, which latter amounted to 226,i88 million ton-miles. 

By 1957 the proprietary and other unregulated hauling increased 
to an estimated 175,000 million ton-miles, or over 67 percent of the 
total of 260,000 million intercity ton-miles moving by motor vehicle, 
The unregulated ton-miles in 1957 increased 63 percent over the vol- 
ume in 1950. 

Although no figures are available for 1958 and 1959, this type of 
movement is increasing both in volume and relative proportion. 

We submit, the western railroads submit, that the passage of any 
legislation along the lines suggested by witnesses for other modes of 
transportation, which have been dise ‘ussed at length in these hearings, 
would impose artificial restrictions upon the free movement of the 
important surplus commodities of the West, which would inflict ir- 
reparable damage on the western district, not only on the rail ear- 
riers but, more importantly, upon the entire economy of the West. 

Witnesses who have appeared for other modes of transportation be- 
fore this committee have attempted to give the impression that. the 
railroads were doing something almost immoral, because they have 
not, in all cases, retained the full measure of the general rate increases 
granted the railroads since the close of World War II. 

Regardless of the cause for rate reductions, whether to equalize 
market competition—and I might interpolate that market competi- 
tion is a vital asset and a vital necessity for industry in the heavily 
producing areas of the west coast, in particular, the States of Cali- 
fornia, Oregon, and Washington. They have to get their products 
to market, and they have to get it by a large-volume mode of trans- 
portation. 

Regardless of the cause for rate reductions, whether to equalize 
market competition or to engage in the perfectly legitimate practice 
of meeting carrier competition, the opposing witnesses have assailed 
these adjustments as “selective rate cutting” and have intimated that 
railroad traffic not subject to competitive pressures, whether market 
competition or carrier competition, is bearing more than its (air share 
of the transportation burden and is the victim of discrimination. 
They overlook some basic facts. 

If the railroads were obliged to avail themselves of the full measure 
of increases authorized by the Interstate Commerce Commission 
without regard to whether they could retain certain portions of this 
traffic in the face of competitive pressures, a very heavy percentage of 
the business handled by the railroads would immediately be diverted 
to other forms of transportation, leaving a set of attractive looking 
“paper rates” which would exist only in tariffs but would not move 
any business. This would mean that the entire burden of maintain- 
ing the railroads in business would fall upon traffie not subject to 
these same competitive pressures. The inevitable result would be re- 
curring increases upon an ever-narrowing body of traffic until finally 
it would all be gone. 
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The Interstate Commerce Commission in granting authority for 
these various general increases has recognized this fundamental fact. 
In Fa parte 168 (276 I.C.C. 9), Increased Freight Rates, 1948, the 
Commission said, page 112: 

We may add that, as the petitioning carriers have the burden of initiating 
and maintaining rates that comply with the act, the burden is on them in good 
faith and with all possible promptness and in a spirit of cooperation to devise 
and suggest for the consideration of the shipping public the rates which in their 
judgment will correct maladjustments. 

As previously shown, the cumulative effect of increases in rates already made 
and those now authorized may tend to diversion or suppression of traffic because 
exceeding the value of the service. The petitioners have represented that they 
are aware of this situation, and may be expected to protect their traffic and 
revenue therefrom by rate revisions necessary for the purpose. 


In Ex parte 175 (281 1.C.C. 557, 637), Increased Freight Rates, 1951, 
the Commission reaflirmed the above-quoted admonition. 

With reference to market relationships the Commission said in 
Ew parte 196 (298 I.C.C. 279, 316), Increased Freight Rates, 1956: 

If disruptions occur, the carriers should readjust the resulting rates to restore 
rate relations and market, gateway, and port equalizations, and to adhere to 
effective rate-break principles. 

In Fe parte 206 (300 I.C.C. 633), Increased Freight Rates, Eastern, 
Western, and Southern Territories, 1956, the Commission recognized 
the growth of private carrier transportation and cautioned as follows: 

Both the railroads and the motor carriers must face the fact that if their 
rates become too high, more traffic will be diverted from common-carrier to 
private-carrier transportation (p. 668). 

In Fx parte 206 the Commission also recognized the need for com- 
petitive adjustments of authorized increases: 

Neither the effect of the improvements in the art of railroading, nor the exact 
amount of revenues which the railroads will receive from any authorizations 
herein can be determined with mathematical preciseness. There undoubtedly will 
be some competitive adjustments which the railroads will make in their man- 
agerial discretion in order to maximize their profits (p. 685). 

While we have often observed that we expect the railroads to retain all 
revenues which they may be able to obtain as a result of these general revenue 
increase proceedings, we believe they should be left free to meet their competi- 
tion whenever it may be done lawfully under the act. The complaint and the 
investigation and suspension procedures are designed to protect, in the public 
interest, all parties concerned in matters of this kind (p. 700). 

In Fae parte 212 (304 1.C.C. 289), Increased Freight Rates, 1958, 
the Commission said : 

While we do not discount the possibility of a diversion of some traffic under the 
increased rates, the respondents can, if necessary, preserve the traffic and their 
revenues by any required adjustments. In all respects, the rates as increased 
appear lawful under the act (p. 343). 

The above exerpts are typical of the practical realization by the 

Interstate Commerce Commission of the basic facts which I have 
mentioned above. 
_ [now wish to make some general remarks regarding the procedure 
in connection with the suspension of rates. This has been a subject 
of discussion not only by the coastwise and intercoastwise but also 
Inland waterways and motor carriers who have been invited in. 

Some parties have gone so far as to say that the Commission should 
enter specific findings of fact, not only in support of orders of sus- 
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pension but also in support of the negative action of nonsuspension, 
The record before you demonstrates the tremendous volume of work 
handled by the Suspension Board and by the Appellate Division of 
the Commission. 

If the Commission were required to prepare findings in connection 
with every petition for suspension, they would be faced with an 
impossible task. As a matter of fact, such a congestion of work would 
insure that many rate changes would go into effect on the effective date 
of the tariffs before the Commission could get around to making the 
findings, even though t’xe Commission might have believed the rates in 
question should be suspended and which would have been suspended 
if they had not had to go through the formality of preparing formal 
findings. 

I think everyone has overlooked the fact that the issuance of an 
order of suspension is an extraordinay remedy closely akin to the 
issuance of a temporary restraining order in a court case. 

In each case the party seeking the relief directly or indirectly 
alleges irreparable damages and in each case it is left to the discretion 
of the court or the Commission as the case may be to determine, and to 
determine quickly, whether such damage will follow if the prelimi- 
nary restraining order or the suspension order, as the case may be, is 
not issued. 

No court in the land is required to make specific findings of fact in 
connection with either the issuance or denial of a restraining order, and 
there is no more reason why the Commission should be required to 
do so than would obtain with respect to a court. It is a simple matter, 
where the exercise of discretion is required, to criticize either the 
issuance or the refusal to issue an order. 

There are any number of cases where railroad counsel have not 
agreed with the Commission’s action in this respect, but we must 
remember that this extraordinary remedy is one addressed to the 
discretion of the Commission. I venture the thought that if either 
faction now appearing before this committee were to express entire and 
complete satisfaction with every decision of the Commission, then I 
think such a situation would require searching investigation. 

I believe that the Commission is acting ably and honestly in dealing 
with petitions for suspension and, although I may have at times been 
disappointed in the result, I certainly would not say that the pro- 
cedure should be changed. 

I now wish briefly to comment upon the testimony of witnesses for 
other modes of transportation insofar as their testimony applies to 
the western railroads. I will first comment upon the testimony at 
the February hearing offered by W. Claude Farnell, Jr., on behalf of 
Pan-Atlantic Steamship Corp. 

As stated by Mr. Farnell, from 1933 to May 1957, Pan-Atlantic 
maintained a coast wise service between North Atlantic and gulf ports, 
carrying general cargo and passengers, and used the conventional 
break-bulk type of vessels. 

Pan-Atlantic began its sea-land service between New York and 
Houston, Tex., in April 1956 with 2 converted tankers, each equipped 
to handle 60 trailer vans. Two additional such tankers were added 
to that service later in 1956. A year later, in October 1957, Pan- 
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Atlantic placed in the New York-Houston service 2 converted cargo 
ships each equipped to carry 226 trailers. 

1 wish to emphasize the fact that whereas Pan-Atlantic had been 
a conventional break-bulk type of carrier, in 1956 it originated an 
entirely new type of service, sometimes called fishyback, whereby 
motor carriers and Pan-Atlantic joined together in picking up traf- 
fic by motor carrier at points of origin, moving same in semitrailers to 
the ports, running them up on the ships, and at destination the trailers 
were removed from the ship and delivered to inland destination. 

The service and rates included noé only pickup at origin and de- 
livery at destination but also the loading and unloading of the trail- 
ers, and marine insurance en route. The service is approximately the 
same as trailer-on-flatcar rail service from interior points to interior 
points and is superior to all-rail service from port to port. In other 
words, this was not the type of water carriage which, on account of 
certain alleged disabilities of service, was allowed a differential under 
rail port-to-port rates in ICC docket 28300, the class-rate case. This 
was an efficient and complete service with no extra expense to the 
shipper tacked on to the freight rates themselves. 

Yet, as shown in Mr. Farnell’s own testimony, Pan-Atlantic arro- 
gated to itself and insisted upon maintaining a rate level under all- 
rail service which reflected the old docket 28300 differential, which 
was established solely in connection with break-bulk service. Pan- 
Atlantic instead of being on the defensive, as Mr. Farnell would infer, 
undertook an aggressive program of cutting under existing rail rates. 

The territory which I represent, the carriers in that territory are 
subject to water competition up and down the Mississippi River and 
also in their interterritorial traffic to operations of Pan-Atlantic in 
particular here and on the west coast, of course, and in their trans- 
continental movements they are subject to competition by coastwise 
carriers up and down the Pacific coast and also intercoastal water 
lines. 

Prior to the expansion of the Pan-Atlantic fleet, southwestern rail- 
roads had established trailer-on-flatear service and rates between 
points in the Southwest and points in official territory. These rates 
were established on various dates in 1956. The trailer-on-flatear rates 
were generally made the same as the prevailing motor carrier rates 
which were, generally speaking, higher than the all-rail rates in rec- 
ognition of this difference in service such as pickup and delivery, time 
in transit, elasticity of service, et cetera. 

Upon inauguration of the Pan-Atlantice service with its cut rates, 
the railroads in the Southwest quickly lost so much business that they 
found it necessary to take defensive measures in order to retain at 
least a share of the traffic. 

These railroads and their representatives in the field, through their 
contacts with their patrons, were convinced that Pan-Atlantic service 
was equivalent and, in many instances, superior to rail TOFC service, 
and they came to the conclusion that it would be necessary to have 
equal TOFC rates in order to participate in the traffic. 

The files of the southwestern railroads are full of detailed reports 
from their field representatives upon conversations with shippers of 
a large variety of products who stated very bluntly that TOFC rates 
would have to be reduced at least to a parity with Pan-Atlantic, and 
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their boxcar rates below Pan-Atlantic if the railroads hoped to share 
in this traffic. 

Mr. Farnell in his testimony tells of certain rate reductions which 
were withdrawn by the railroads. In practically every one of these 

cases the rates were inadvertently published at a level lower than Pan- 
Atlantic. 

The southwestern railroads have never pursued a policy of under- 
cutting Pan-Atlantic rates with lower TOFC rates, although they 
have and should have a perfect right so to do, if necessary in order 
to remain on a competitive basis. Their policy has been to meet Pan- 
Atlantic on an even basis. 

All of the diminutions in revenue, of which Mr. Farnell complains, 
were caused by the insistence of Pan-Atlantic of a differential under 
the rail rates which, as I have already pointed out, was est ablished by 
the Commission for an entirely different type of water service sub. 
ject to disabilities which do not exist in connection with Pan-Atlantic 
service. 

I do not claim that there is anything unethical or wrongful in vig- 
orous competition on the part of any “mode of transportation, which 
does not cast any aspersions on Mr. Farnell, but it does seem to me 
that the complaints of Pan-Atlantic have no more validity than would 
the complaint of a pickpocket who found that his victim had placed 
a mousetrap instead of a purse in his hip pocket. 

Mr. Farnell in his testimony also offers a number of examples under 
the alleged application of the Interstate Commerce Commission Cost 
Section’s out-of-pocket cost formula to certain rates. He also com- 
pares such alleged costs with costs shown in his protest to the rate 
reductions. 

I, personally, have examined a number of these protests and have 
had checks made under my supervision of many others and I have 
yet to find a case where the protestant gave satisfactory grounds either 
for his inter pretation of the ICC formula or the factors used in his 
own computations. 

On the other hand, the railroads in each of these cases have shown 
cost figures which demonstrate that the railroads will make money on 
the rates in question. 

I will now touch upon testimony offered by other witnesses with 
reference to activities of the western railroads. 

At the February hearing, Mr. Daniel J. Seid, vice president, Coast- 
wise line, complained of what he refers to as “the now infamous news- 
print case.” He alleges that the railroads “decided to go after the 
newsprint and thus to destroy their only water competition on the 
Pacific coast, knowing they could then run wild with high rates.” 

The rail reductions in question were made because a large volume 
of newsprint was manufactured in British Columbia and had moved 
in foreign unregulated ships from British Columbia to major Cali- 
fornia ports. 

In 1957 the railroads operating between British Columbia and 
California published reductions in order to participate in this traffic. 
These reduced rates were used as maximums over the entire rail route 
so as to permit American producers of newsprint in the Pacific North- 
west to compete in the dn lifornia markets with the Canadian pro- 
ducers. 
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As to Mr. Seid’s insinuation that by reason of the expiration date 
of 18 months upon these rates the railroads apparently felt that the 
depressed rate for 1 year would destroy water competition, this temp- 
orary rate was made with the full approval of the shippers, where an 
experimental basis of rates is proposed and these were proposed with 
the full approval of the American shippers to put an expiration date 
on it so that at the end of a certain time both parties, the shippers 
and the carriers, can take another look at it and see whether these 
rates have accomplished the purpose for which they were designed, 
which was primarily in this case to equalize or to place the American 
producers of newsprint upon a better competitive position so far as 
their Canadian competitors were concerned. 

Mr. Seid and other witnesses complained also of adjustment of rail- 
road rates on beer between points on the Pacific coast. These rates 
were published not only to meet motor carrier and combination water- 
truck rates both northbound and southbound, but also were in the 
nature of incentive rates whereby the shipper was given a lower 
measure of rates for heavier loading in one car. This was merely a 
method of utilizing an inherent advantage of railroad transportation 
which is low costs per unit of weight in heavier loads per car. 

By publishing these incentive rates the railroads not only utilize 
fewer cars in carriage of the same tonnage with consequent reduction 
in overall operating costs per 100 pounds, but they also pass on the 
benefits from this manner of loading to the shipper in the form of 
lower rates. 

This practice of establishment of incentive rates is not necessarily 
dependent upon competition because they are a benefit to the railroad 
in that more tonnage 1s handled in fewer cars. 

Mr. Seid’s statement of the facts is not correct. 

The initial publication was suspended solely on the ground that 
certain departures from the long- and short-haul provisions of the 
act existed. These same rates were republished 2 months later with 
the long- and short-haul departures removed and no further suspen- 
sion request was filed. 

Mr. Seid certainly cannot contend that newsprint rates should be 
held up at a level which would give preference to foreign producers, 
merely to keep his own company in a prosperous condition. 

Mr. James Sinclair, of Luckenbach Steamship Co., particularly 
complained of a reduction in rail rates on canned goods moving from 
the west coast to points in the Middlewest and East. Since these 
rates are still under investigation by the Interstate Commerce Com- 
mission, I shall not go into them in detail but will merely repeat the 
main considerations which influenced the railroads in publishing the 
reductions. 

_ The reduced rates were incentive rates which would substantially 
increase the loading per car and correspondingly increase total reve- 
nues per car, as well as increasing the utilization of equipment. 

Another important factor was that the share of the Pacific coast 
canners in the eastern canned goods market had been diminishing 
by reason of their ever-increasing inability to compete with producers 
in other areas. The reduced rates would enable the Pacific coast 


canners to regain the share of their eastern markets which they had 
nso losing. 
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Each of these reasons was paramount and took precedence over 
the meeting of competition of the intercoastal water carriers. 

Mr. John Tannant, a hauler of lumber from Portland, Oree.. to 
California points, complained of the reductions in railroad lumber 
rates from points in Oregon, Washington, and California to points 
in California; I believe those reductions extended into Arizona ag 
well. 

These again were incentive rates which alternated with the regular 
rates but with higher loads per car required. The rail business which 
had formerly been handle d had practically evaporated by diversion 
to water and truck competition. 

The incentive rates did attract a substantial tonnage back to the 
railroads. In other words, the *y were On the way to losing it entirely, 
One of the r: ailroa ls alone informed me that their tonnage in lumber 
in the territory in question had increased 68 percent i le vear in 
which those rates—in the period in which they had been tn effect. 

Although the water lines complained that the proposed rail rates 
would materially curtail their ton nage, the barge movement to Los 
Angeles, Long Beach, and San Diego, Calif., substantially increased 
in 1959 over 1958. j 

Mr. H. S. Brown, of Intercoastal Steamship Freight Association, 
complained of rail reductions on a number of commodities moving 
between the Pacific coast and Middlewest and East. I am going to 
touch briefly upon a few typical reductions. 

A reduction in the westbound rates on malt liquors from New Jer- 
sey to the Pacific coast was sought by the eastern brewers in order to 
permit eastern brewers to compete with their products with brewers 
located in the Pacific coast area, and also to permit those shipping 
from interior origins to the coast to compete. 

The redue tion o ne aati electrodes from eastern points to the Pacifie 
coast were made at the solicitation of the shippers in order to meet the 
nr of large importations from Japan, and ies to compete 
with loc a] p _— ‘tion on the Pacitie coast. 

The 1 “all « Tiers reduced rates on bor: ic te acid, borax, and borate 
rock from the Pacific coast to transcontinental destinations, the sole 
basis being economics, as the shippers contended that, unless some 
relief was obtained in the transportation charges, the various glass 
and chemical industries would obtain substitute materials and use 
them in lieu of borax in the manufacture of end products 

Various shippers and receivers supported the rail adjustment 
against the protest of the Intercoastal Steamship Freight wen int ion. 
One large receiver called attention to the fact that only 4 percent of 
its total tonnage of these commodities had ever moved the water. 

The reduction on dried fruits from the Pacifie coast to transconti- 
nental groups was made primarily due to lower rates quoted by non- 
regulated motor carriers and the diversion of traflic to that mode of 
transportation. All of the rail rate adjustments had the full support 
of the dried fruit industry, because that industry desired the stability 
in transportation and marketing, which would result from a return 
of this traflic to regulated carriers. The Intercoastal Steamship 


Freight Association, for whom Mr. Brown speaks, did not even protest 


these adjustments. 
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The tinplate reductions from the eastern group to the Pacific coast 
were necessitated because of importation of tinplate from Great 
Britain moving via steamer direct to the Pacific coast. Adjustments 
were made, consequently, to preserve the rail relationship between 
eastern seaboard producers and interior producers. 

It is the position of the western railroads, whom I re present, and, I 
believe, of the entire railroad industry, that it is not only futile, but 
seriously Injurious to the publie interest, to endeavor to hamper the 
free play of competition between carriers, or between producers and 
shippers in different parts of the country by the prescription of any 
artificial relationship between the rates of one mode of transportation 
and those of another. 

The three bills which are proposed by the water carriers and the 
additional amendments suggested in the testimony of the water car- 
riers and their adherents would not only set up a set of rules slanted in 
favor of the water carriers but would also furnish them with a stacked 
dec ‘k of eards. 

The water carriers, regardless of whether or not they ) participate 
in any particular movement would be absolute dictators of the level of 
railroad rates and could | by their own rate manipulations force rail- 
road rates up to such a level that rail traffie would be forced either into 
motor common carrier channels or, what is more likely, into private 
highway hauling. 

The controlling factor In the rate level of common carriage of all 
sorts should be what the public is willing to pay for the services offered 
by the res spective modes of tr: unsportation, provided, of coulted, thal no 
traffic should be handled at a loss. 

I believe that all modes of transportation should come to the real- 
ization that the common menace which they all face is a rate level 
which renders it more economical or convenient for indust ry to mate 
private arrangements for the transportation of its products. 

The bolstering up of a competing mode’s rate levels to levels whieh 
will permit another mode to survive in comfort merely opens wider 
the gate for private and proprietary transportation which will be to 
the detriment of all common carriers. 

The rerlization of the growing trend toward private carriage is not 
confined to the railroad industry. 

In the April YS, 1960, issue of the Journal of Commerce of New 
York there are reported the comments of Mr. F. S. Thompson, traffic 
vice president of Western Express Co., of Cleveland, Ohio, a large 
motor carrier, made at the meeting of the National Association of 
Shipper Motor Carrier Conferences, who warned that: 


Common carrier truckers like railroads, are losing their most profitable traffie 


to private and contract carriers because they “refuse to acknowledge that their 
present rate structure is obsolete.” 

Mr. Thompson is quoted as describing the “rather fantastic increase” 
in private carriage during recent years and the “constant spread of 
contract carriage.” He is also quoted as saying that today’s traflic 
manager shops around alternative modes and routes of transport and 
takes the cheapest or fastest. 

It is my opinion that the fact which is most disturbing to other 
modes of transportation is that the railroad industry, after years 
of seeing its traffic siphoned off into private carriage and competing 
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modes of transportation has, during the past few years, adopted a 
dynamic and active posture and is not only revising its rates so as 
to reflect the inherent advantages of railroad transportation but is 
also devising new and improved services which it hopes will stem the 
erosion of its share of transportation of the national products, 

We submit that the different modes of regulated transportation, 
instead of trying to place legislative and regulatory handcuffs upon 
each other, could more profitably and with greater benefit to the true 
party in interest in these proceedings; namely, the public, devote 
their time to pricing and service improvements which will return the 
movement of freight into the channels where it belongs—into the 
hands of carriers for hire. 

I wish to thank the committee for hearing me. 

Senator Eneie. Mr. Maguire, I followed the reading of your state- 
ment very carefully and I want to thank you for an illuminating and 
helpful addition to the record in this matter. We appreciate your 
statement. 

The next witness is Mr. R. C. Gill, general commerce manager, 
Traffic Executive Association, Eastern Railroads, New York. 

Mr. Gill, I observe you have a prepared statement with a number 
of exhibits. Without objection, the exhibits will be made a part of 
the record following your statement or in such place as you desire to 
insert them. 


STATEMENT OF R. C. GILL, GENERAL COMMERCE MANAGER, 
TRAFFIC EXECUTIVE ASSOCIATION, EASTERN RAILROADS, NEW 
YORK, N.Y. 


Mr. Girt. My name is R. C. Gill. My address is 1 Park Avenue, 
New York, N.Y. I am general commerce manager of the Eastern 
Railroads. I have had more than 40 years experience in railroad 
ratemaking and related activities. 

I appear before this subcommittee on behalf of the railroads serv- 
ing eastern territory, otherwise known as official territory. Official 
territory comprises generally that portion of the United States east 
of the Mississippi River, north of the Ohio River to the Atlantic 
Ocean, and northward to the Great Lakes and Canada. 

In the testimony presented to you at the hearings which have 
already been held, the principal argument made is that the railroads 
are selectively reducing freight rates and that the Interstate Com- 
merce Commission sanctions such reductions. 

I wish to comment on the various references to selective rate cut- 
ting by the railroads. In a certain sense all rate adjustments by all 
oe of transportation are selective, inasmuch as a study is made of 
the circumstances which compel the adjustments, whether they be 
competition as between carriers, market competition as to the product 
involved, or competition with different commodities which may serve 
the same purpose. 

Selectivity of traffic, however, is something that the waterlines and 
the motortrucks know all about. The railroads are the only true com- 
mon carrier in service today. We haul any and all freight offered us, 
whether it is highly manufactured merchandise or raw materials or 
waste and residues. On the other hand, you find the water and truck 
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interests hauling what is to their liking but avoiding freight that is 
undesirable or unattractive. . 

To illustrate, before a railroad agent can issue a bill of lading for 
a carload of freight to be handled via Seatrain Lines, the shipper 
must make reference to a Seatrain booking number. In periods of 
traffic availability you can well imagine which traffic will be booked. 

Many truckers are also far from being common carriers. They 
select types of freight for specialization and proceed to take such 
business to themselves to the exclusion of all other freight. 

For the purpose of maintaining orderly tonnage statistics of freight 
carried by railroads, the Interstate Commerce Commission has 
through the years developed a grouping of the innumerable commodi- 
ties which enter interstate commerce. 

These groups are as follows: Group I, products of agriculture; 
group IT, animals and products; group ITI, products of mines; group 
IV, products of forests; group V, manufactures and miscellaneous; 
group VI, freight-forwarder traffic; group VII, less than carload 
traffic. 

From the annual compilations, I have prepared the attached appen- 
dix A consisting of six pages. This appendix contains figures indicat- 
ing for each specific group, tons originated and the total tons handled 
by the class I railroads in eastern territory for the years 1947 through 
1958, the latter being the latest year available. With each page is a 
chart illustrating graphically the tonnage trend of traffic originated in 
each group. For the purpose of comparison I have pegged the 1947 
tonnages as index 100. You will observe that we have suffered severe 
losses in all classes of tonnage. 

The railroads traditionally with the largest single block of ton-miles 
reached a peak in their share of the total traffic during World War II 
but since have been declining. The low point was reached in 1958; 
during that year the ton-miles dropped to 84 percent of those in 1947. 
During the intervening years other modes of transport made great ad- 
vances at a faster rate than the expanding economy. 

In 1958 motor carriers, including private and for hire, produced 
approximately 21% times the ton-miles they handled in 1947 and nearly 
5 times the 1939 total. Preliminary figures for 1959 show that the 
1959 ton-miles have in fact more than doubled 1939 ton-miles. 

Oil pipelines ton-miles in 1958 were double their 1947 ton-miles and 
the preliminary figures for 1959 show that they are more than four 
times the 1939 totals. 

The Department of Army Corps of Engineers summary indicates 
that coastwise traffic during the period 1947-58 increased by 26 per- 
cent. 

Page 5 of my appendix A shows the tons of commodities in the 
manufactures and miscellaneous group originated by railroads in 
eastern territory for the years 1947 through 1958. The 1959 figures 
are not yet available. The decline 1958 under 1947 was approxi- 
mately 77 million tons or 34 percent. This traffic is of vital importance 
to the railroads. 

This substantial tonnage reduction was in the face of an increase of 
36 percent in the index of production of total manufactures as deter- 
mined by the Federal Reserve Board. Had we participated in the 
growth of the economy, as a healthy industry should, instead of a de- 
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cline of 34 percent in tonnage originated, we would have had a sub- 
stantial increase in tonnage and revenue on this class of traffic Over 
that handled in 1947. 

We have lost tremendous tonnage to highway transportation. Tn- 
terstate Commerce Commission statistics sa ie e that intercity traffic 
in 1946 divi ded rail 66.6 percent; > truck 9.1 melee In 1958 the heures 
were rail 46.5 percent; truck 20.5 percent: a decrease for railroads of 


50.5 percent and an increase fo ‘trucks of 125 percent, Yr pre 
fioures for 1959 show that the rail portion further dechned 15.6 
perce! nt while the motortruck portion inereased to ZL percent. 

Vith your pernussion, [ will deal with certain of the presentations 


submitted to you which should be placed mn ther proper perspective, 

[ will turn first to the presentation of Witness Cozzens of the Great 
Lakes Ship Owners Association who refers to railroad rate activities 
in the Great Lakes area, which he states are adversely atfecting his 
members. 

I conclude from his testimony that this witness has an interest in 
the common or regulated lake carrier as well as the exempt or bulk 
carrier, although this distinction is not precisely so stated. 

The transport statistics issued by the Interstate Commerce Commis- 
sion, Bureau of Transport Economics and Statistics, indicates revenue 
freight handled on the Great Lakes by regulated carriers was 14.- 
315,060 tons in 1947 and 17,455,542 tons in 1958, an increase of 22 
percent. These 17 million tons are only a small portion of the water- 
borne commerce on the Great Lakes. The Department of the Army, 
Corps of Engineers report that more than 132 million tons moved on 
the Great Lakes in 1958. 

On page 3 of his statement, Mr. Cozzens complains of recent. rail 
rate reductions on coal. Most of the reductions made by the eastern 
railroads in lake cargo coal rates during the recent past have been 
designed to maintain or increase the movement of coal on the lakes. 

Commodity tonnages prepared by the U.S. Department of Com- 
merce show bituminous coal on the Great Lakes as follows: 


Year: Net tons | Year—Continued Net tona 
UMN Ai tS hh ns 5 os ted 30, 712, 566 IR ae aah OE ek 36, 421, 671 
NE Ss canted bib eens 27, 004, 798 BOO G Ac cudpbeed 23s Sok 38, 450, 459 
I sc ci aaa cad 32, 072, 869 i he 38, 207, 608 
ea 31, 486, 688 TOD sa 32, 165, 226 


The Corps of Engineers, U.S. Army, reports that there are 338 
companies oper: ating vessels on the Great Lakes. Of the 338 com- 
panies listed, 314 are designated as providing service exempt from 

rate regulation and 24 are ‘listed as providing common carrier serv- 
ice. Of these 24 common carr iers, 4 are railroad car ferry companies 
and 6 furnish towing services only. 

This showing is a clear indication of our water competition in the 
Great Lakes area. Here we meet a host of exempt carriers, including 
the vessel equipment. of private industry, as well as common carriers. 
We must tailor our rates to meet this growing competitive situation. 
We cannot stand idly by if we hope to survive. 

The opening of the improved St. Lawrence Seaway has created 
an additional field for the lake carrier. My appendix B is an excerpt 
from the 1959 annual report of the St. Lawrence Seaway. 
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On pages 7 through 10 of his statement, Mr. Cozzens makes refer- 
ence to Various rates on pig iron established by the railroads in the 
Great Lakes area. An explanation of these adjustments is set forth 
In my appen Wdix C. As will be noted, these reduced rates were made 
to meet pr ivate water carrier compel ition and it is note worthy that the 
reduced rates were extended to imterior points which were atiected 
by market competitive factors. ‘Thus, we practiced the kind of rate- 
making ot which some of the water lines approve and some 
disapprove. 

Mr. Cozzens sees in these rail pig tron adjustments “one of the pri- 
mary evils in this type of rate reduction” because “it has a tendency 
to, and most often does, spread to other areas.” These quotations are 
rom page - 9 of his ee ment. 

But this position by the Great Lakes operators is directly adverse 
to the attitude of other segments of the water carrier Industry. Thus, 
Mr. Ingersoll speaking for the American Waterways Operators com- 
plains in his statement to you, of railroad rate adjustments to meet 
water competition which were not spread to other areas or to the in- 
terior. On page 14 he states that such rate changes constitute geo- 
graphic discrimination, 

Also, Mr. Taylor for the Inland Waterways Common Carriers 
Association in treating rail rates to meet water competition has this 
tosay: 

Producers competing in the same markets find trade barriers erected in the 
form of preferential freight rates for their competitors * * *. A depression of 
rates is produced in one area and a depression of business in another (p. 8). 

Mr. Farnell, for Pan-Atlantic, on page 10, complains that when 
we reduce rates to meet water competition, we do not establish a 
basis consistent with the levels prevailing in territories not suscepti- 
ble to water competition. Also on the same page he refers to our 
reducing rates on traffic to and from intermediate points when estab- 
lishing water competitive rates. Thus, it is difficult to interpret the 
objectives of Pan-Atlantic in referring to these situations, for appar- 
ently they are prepared to register objections if the water competitive 
adjustment is not spread to other areas and also complain when it is 
spread to intermediate points. 

A rational explanation of the situation is that each rail adjustment 
rests upon its merits such as has been set forth in my appendix C. 
To state, however, that in meeting water competition in a specific 
area there is created a depression ‘of business in another area is to 
overlook entirely this fact: That the depressed rate is already avail- 
able at the water location and because the railroagls elect to meet that 
competition, the market competitive situation eoateeetiaie the shipper 
located away from the water is not altered in any manner. If a “de- 
pression of business” is involved at all, it would have started with the 
depressed water rate established by the water carrier. 

The rail rate structure however, is sufficiently flexible to bend to 
the needs of commerce and of shippers in maintaining whatever 
balance may be required in such circumstances created by water 
competition. The explanation in appendix C of the pig iron rate 
from Jackson, Ohio, to Saginaw, Mich., illustrates the point. 

I come next to the statement of the Nicholson Transit Co., through 
Mr. C. D. Jackson, its traffic manager. His company is a member of 
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the Great Lakes Ship Owners Association, the testimony of which I] 
have just discussed. 

I wish now to review the principal commodities handled by Nichol- 
son and I will show that if there has been any reduction in tonnage 
it is attributable to factors other than railroad rate adjustments. — 


PRODUCTS OF AGRICULTURE 


On page 1 of appendix D there is shown the tons and revenue of 
products of agriculture handled by this carrier for the years 1955 
through 1959. 'Tonnagewise, there was an increase in agricultural 
products and an increase in total revenue. The agriculture products 
tonnage reduction 1959 under 1958 was approximately 81,000 tons. 
The annual report indicates a reduction of close to 70,000 tons in the 
handling of wheat, corn, and soybeans. Undoubtedly the opening of 
the St. Lawrence Seaway in the spring of 1959 was responsible for this 
tonnage loss inasmuch as the seaway caused many upheavals in divert- 
ing traffic from its former channels. 


BITUMINOUS COAL 


For convenience I am setting out directly below the tonnage figures 
as to bituminous coal taken from this exhibit covering Nicholson and 
comparing them with tonnages of bituminous coal handled during the 
same years by other Great Lakes operators according to their annual 
reports : 











Year Nicholson Oglebay- McCarthy 
Norton 8.8. 
Bib nuhcibsassa ein cieaes Std edat aaa Sot ein Sele coeds 240, 675 ORS Tee loses cb secede 
ab ewe aed sais miatieseeiedanewwk | 317, 220 BORE GEE bsciacccaiecaas 
catia iNts 0 aie chests oe Sgt Sadana eae p edie Limca tach abe aoesliias amet wled Sect 724, 386 6, 205, 703 372, 124 
Na a es a i a apes 2 ok a ee 250, 697 7, 085, 756 337, 339 
heh eh ean elocciematiine nigtesdatehieddadaadés sun kpaeeicatomae siieiaivciibatin 106, 895 8, 370, 020 392, 618 


I respectfully ask this committee to compare this showing with 
the statement by Witness Cozzens that we are adversely affecting 
coal tonnages on the lakes. We have made no rate changes to take 
coal from the lakes. 

Please note that Mr. Cozzens is vice president of Oglehay-Norton, 
whose bituminous coal tonnage has almost doubled in the past 5 years. 
Mr. Cozzens’ complaint about bituminous coal tonnage must only 
concern the Nicholson Transit Co. whose tonnage 1959 versus 1955 
decreased approximately 134,000 tons. 

Other members of the Great Lakes Ship Owners Association fared 
quite well during this period; Oglebay-Norton—Mr. Cozzens’ con- 
cern—increased 3,500,000 tons; Gartland Steamship increased 46,700 
tons; Roen Steamship increased 225,800 tons; and Copper Steam- 
ship Co. who Sondied no bituminous coal from 1955 through 1958 
carried 205,000 tons in 1959. 
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IRON ORE 


Next I show the tons of iron ore handled by Nicholson. Surely 
no one has intimated that we are diverting iron ore from the lakes, 
yet this carrier suffered a decrease of 90 percent, 1959 under 1955. 


FLUXING STONE 


The movement of fluxing stone by Nicholson is shown to have dis- 
appeared entirely from his route in 1958. We have not changed any 
rates on this commodity to meet competition on the Great Lakes, 
yet this company’s participation has steadily declined. During the 
period 1955 through 1958, the tonnage of fluxing stone handled by 
eastern railroads declined 33 percent. 


PIG IRON 


The last item shown on page 1 shows data of pig iron handled. 
This is the commodity which, because of our rate revision, appears 
to have been singled out by the Great Lakes Association and Nichol- 
son as the one which most affected them. Nicholson showed a drop 
of about 187,000 tons or 56 percent 1958 under 1955 but the rail rate 
reductions of which they complain did not take place until the latter 
part of 1959. In 1959 Nicholson handled 41,500 more tons than in 
1958 and Oglebay-Norton—Mr. Cozzens’ company—increased 342,000 
tons 1959 over 1958. 

I have already mentioned in exhibit C that the eastern railroads 
pig iron tonnage in 1958 was 47 percent less than in 1957. It seems 
obvious that Nicholson’s decline in handling pig iron was not re- 
lated to our revisions from Cleveland and Buffalo. 


IRON AND STEEL 


On page 2 of appendix D there are shown the tons, revenue, and 
rate per ton of manufactured iron and steel articles handled by 
Nicholson. ‘The witness attributed the decline in 1958 to railroad 
rate reductions. Rail originations in eastern territory 1958 versus 
1955 declined 32 percent. It is interesting to note from the appendix 
that the manufactured iron and steel tonnage handled by Nicholson 
in 1959 was 90,000 tons greater than that handled in 1958, or an in- 
crease of 87 percent. 


AUTOMOBILES, FREIGHT AND PASSENGER 


Page 2 of the appendix also contains information as to tons of auto- 
mobiles handled. This item is noteworthy, not only because of the 
loss of tons and revenue by Nicholson but also because the general 
witness for the lake operators, Mr. Cozzens, as well as Mr. Jackson, 
have told you the rails are responsible, 

This page indicates that Nicholson handled fairly large tonnages 
until 1958 when the drop was considerable. However, the railroads 
did not take the Nicholson business and the following quotation from 
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page 510, item 592, of the 1958 annual report of Nicholson to the Inter- 
state Commerce Commission may explain the situation : 

Around April 1, 1958, our largest shipper of automobiles—Chrysler Corp.— 
advised us that they no longer would use Nicholson service for transportation of 
automobiles from Detroit to Cleveland and Buffalo, that we would have complete 
shipments by water to Duluth, Minn., and McCarthy SS Co., the lower lakes 
complete. Therefore, our leases in port of Buffalo were not renewed and as a 
consequence, three specially constructed auto carriers were tied up at the dock 
in Detroit, Mich., for entire season. 

The loss of automobile traffic by the railroads has been a serious blow 
to our rail carriers and has been the direct cause of greatly reduced 
revenues, the true situation is shown in my appendix E. This is a 
statement of the method of shipping motor vehicles from factories 
from the years 1946 through 1959. 

It will be observed that highway carriers now move 90 percent of 
all vehicles, the railroads 8 percent. While the water lines proportion 
has been steadily declining, their loss has not been nearly as severe as 
that sustained by the railroads. In 1955 the eastern railroads origi- 
nated 914,982 tons of freight and passenger automobiles; in 1958 this 
traffic had fallen to 328,839 tons. 

Mr. Jackson testified : 


I have no comment to make on the trucking situation since I am not too 
familiar with it. 


Perhaps exhibit E will enlighten him in this respect. 
SCRAP IRON AND STEEL—WASTE MATERIALS 


Page 2 of appendix D indicates no movement of scrap iron in 1957, 
1958, and 1959, but this was not because of any rail adjustment, and 
here also we suffered severe losses. The scrap iron tonnages originated 
by the eastern railroads in 1958 was 45 percent less than in 1955. The 
appendix also shows that there was a substantial increase in tons and 
revenue of waste materials. 


TOTAL REVENUE AND TONNAGE 

Page 3 of appendix D shows the yearly totals of revenue and ton- 
nage of Nicholson Transit Co., for the years 1955 through 1959. This 
information was extracted from the carriers annual reports on file 
with the Interstate Commerce Commission. 

While both revenue and tonnage for the year 1958 are below earlier 
years, there was a business recession in that year. It will be ob- 
served that for the year 1959 total revenue as greater than in 195s. 

Attached is appendix F, which sets forth certain data regarding the 
Columbia Transportation Co., which in 1957 became the ( \vlebay- 
Norton Co., a Great Lakes operator and a member of the Great 
Lakes Ship Owners Association, for whom Witness Cozzens was the 
spokesman. Tonnage and revenue statistics are shown for the years 
1955 through 1959. I will discuss the principal commodities handled 
by this carrier and again show that where reductions in tonnages 
occurred rail rate adjustments were not the cause. 
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PRODUCTS OF AGRICULTURE 


On the first page is shown the tonnage of products of agriculture, 
which indicates an increase in tonnage 1958 over 1955. In 1959 there 
was a substantial drop, again as with Nicholson in wheat, corn, and 
soybeans; whereas in 1958 they handled 109,876 tons of these three 
items, in 1959 they had no sue h tonnage. The substantial decline in 
this class of traffic is undoubtedly attributable to the same cause 
St. Lawrence Seaway—suggested in connection with Nicholson’s 
situation. 





PRODUCTS OF MINES AND BITUMINOUS COAL 


Also on page 1 are the products of mines, which increased almost 
3 million tons. Next, bituminous coal, which figures are included with 
chose of products of mines, are shown separately and indicate an in- 
crease Of over 3,500,000 tons. This again points up the inaccurate 
reference by Witness Cozzens to our taking coal from the lakes. 


IRON ORE, MANUFACTURES AND MISCELLANEOUS, SCRAP IRON AND 
STEEL, SLAG 


There follows data as to iron ore traflic, and on page 2 statistics 
relative to manufactures and miscellaneous, scrap iron and steel and 
slag. ‘Two of these items, namely, iron ore : and slag, show a decline in 
tonnage 1959 versus 1955. No suggestion has been made to you by 
anyone that railroad adjustments in any way affected these commodi- 
ties. Two of the items, namely, manufactures and miscellaneous and 
scrap iron and steel, show tonnage increases 1959 over 1955. 


PIG IRON 


Finally on page 2, I show the pig iron tonnage handled by Oglebay- 
Norton Co., which indicates an increase of 20 percent 1959 over 1955. 
For comparative purposes, it is noted that tonnage in 1958 was 35 
percent under 1955; 1958 was a recession year and the reduction shown 
is not out of line with the general trend at that time, to which I have 
already referred ; the dec line in rail or iginations of pig iron in eastern 
territory 1958 under 1955 was 52 percent. 


TOTAL REVENUE AND TONNAGE 


Finally, page 3 of appendix F shows a steady increase in revenue 
and tons for this carrier, except in the recession year of 1958. For 
the period 1946 through 1950 the revenue freight handled by this 
carrier averaged approximately 7 million tons annually. You will 
observe that this average was doubled in 1959. 

Mr. Cozzens also discussed the “fate” of the Gartland Steamship 
Co. A check of this company’s statistics shows that in 1941 it handled 
1,966,963 tons of revenue freight; in 1946, 1,833,305 tons; and over 
2 million tons annually from 1953 through 1958. 

I have related these facts in detail because I believe you have not 
been accurately informed as to the real situation on the lakes. I have 
already stated that Interstate Commerce Commission statistics show 
that 17 million tons of revenue freight was handled in 1958 on the 
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Great Lakes by regulated carriers. In 1940 only 4 million tons were 
handled. <A recent release by the Commission’s Bureau of Transport 
Economics states that the domestic tonnage of carriers on the Great 
Lakes subject to the jurisdiction of the Interstate Commerce Commis. 
sion increased 13 percent, 1959 over 1958. Revenue was up 15 percent, 

I come next to the testimony on behalf of the Pan-Atlantic Steam. 
ship Corp. The Pan-Atlantic testimony has been reviewed by Mr, 
Hicks and Mr. Maguire and I subscribe to their statements. I wish, 
however, to discuss two of the situations referred to by Mr. Farnell, 
These are typical : 


PAINT, FROM PITTSBURGH, PA.; MALDEN-BOSTON, MASS.; AND PHILADEL- 
PHIA, PA.j TO FLORIDA AND LOUISIANA 


On page 1 of appendix B attached to the Pan-Atlantic statement 
reference is made to Suspension Board Case No. 16468 covering rates 
on paint materials effective September 10, 1958. These reduced rates 
are the outgrowth of a general adjustment to meet competition of mo- 
tortrucks first considered by the railroads in 1956. The general ad- 
justment produced increases in the rail charges from several origins 
in the North to destinations in the South. The principal origins 
where this would happen were Malden, Mass., Philadelphia, Pa., and 
Pittsburgh, Pa. 

As a result of further study the railroads proposed rates, in addi- 
tion to the general adjustment, from Malden, Mass., to St. Petersburg, 
Fla., and from Philadelphia, Pa., to Jacksonville, Fla., 10 cents below 
the going truck rate to cover rail loading and dunnage cost, items of 
expense which the shipper does not incur when forwarding by motor- 
truck. From Pittsburgh, Pa., to New Orleans the railroads published 
a rate of $1.36 per 100 pounds which the shipper stated would be 
necessary to meet Pan-Atlantic competition ; the latter maintained the 
same rate. 

Pan-Atlantic protested our filings and in reply we showed that the 
rates bore relationships to costs as follows: 


Percent | Percent 








rate is rate is 
O.P. | full 
cost cost 
Pittsburgh to New Orleans____............---.-- iiaiucees a Michels | 137 | 108 
Philadelphia to Jacksonville._..._.._...-- gid ukemauapintn aaa hematite ak dia eae eed 166 | 128 
SN ie nk i as Si ccemtycuncapiath ae nieek basen 


ik th ilaleddbatiacd wareed eel | 151 116 


There was every justification for the Commission permitting these 
rates to become effective. 


COFFEE FROM CANAJOHARIE, N.Y., TO FLORIDA 


On page 4 of the same appendix, reference is made to Suspension 
Board Case No. 19699 covering rates on roasted coffee from Cana- 
joharie, N.Y., to destinations in Florida. This revision involved rates 
of $1.88 to Miami and Hialeah and $1.87 to Tampa. Traffic had been 
moving in railroad service at higher rates but with the advent of 
Pan-Atlantic service we were advised by the shipper that continued 
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rail movements would require rates no higher than Pan-Atlantic 
rates. In answering the protest filed by the water carrier, we demon- 
strated that our rates greatly exceeded the out-of-pocket costs. This 
is another illustration of this carrier with a service in no way resembl- 
ing or related to railroad service attempting to gear its charges to the 
rail rate. If the rail rate is held above the Pan-Atlantic rate, then it 
is clear that the tonnage moving in the competitive area will flow pri- 
marily to the water line and the railroads must survive on the traffic 
not taken by water or by the highway carriers. 

Mr. John L. Weller, president of Seatrain Lines appeared before 
you and used the same theme as many others have in presenting their 
case to you, namely, that this is “a calculated and concerted campaign 
of selective rate cutting by the railroad industry aimed at the elimina- 
tion of coastal water transportation.” 

I have already explained to you the significance of the term “selec- 
tive rate cutting.” Of all the selective ratemaking engaged in by com- 
mon carriers, it is my opinion that the water carriers, particularly Sea- 
train and Pan-Atlantic, lead the field, followed closely by the motor- 
trucks. It is common knowledge that they seek exclusively high- 
grade, highly remunerative traffic and they seek to preserve this as 
their own. 

If any differential is required by Seatrain in its boxcar service it 
should be for the disability incurred in the use of the boxcar. The 
railroads encounter the same difficulties when traffic is routed all-rail 
as well as rail-Seatrain-rail. Such movements are not on a par with 
Pan-Atlantic truck-water-truck, highway or rail trailer-on-flatcar 
service. When loaded in a boxcar, freight is subject to additional 
costs for loading, unloading, blocking, bracing, and frequently dray- 
age at origin or destination or both. 

Mr. Weller, speaking for Seatrain Lines, Inc., refers to examples 
of what he calls fighting commodity rates which “squeeze Seatrain out 
of one piece of traffic after another.” An examination of the examples 
furnished by the witness, present a somewhat different picture. 


PIPE, FROM SPARROWS POINT, MD., TO HOUSTON, TEX. 


The first example referred to on page 12 of Mr. Weller’s exhibit is 
oil field pipe from Sparrows Point, Md., to Houston, Tex. Sparrows 
Point, Md., is in Baltimore Harbor and I believe Mr. Weller would 
agree that its location is at about the southern boundary of the area 
which Seatrain taps from New York. 

The major production of steel pipe in the United States is con- 
centrated in the Pittsburgh, Pa., Youngstown and Lorain, Ohio, and 
Chicago, Ill., and Gary, Ind., district. It is estimated that less than 
1 percent of the pipe production which is subsequently shipped to the 
Southwest is on the eastern seaboard. 

The petroleum industry are large consumers of steel pipe and move- 
ments to the petroleum fields in the Southwest are substantial. Dur- 
ing the period 1950 through 1953, steel pipe constituted almost one- 
fourth or 25 percent of all-rail traffic moved from eastern origins to 
the Southwest. A serious decline set in after 1953 and for the year 
1958, pipe represented but 7.6 percent of the traflic moving from the 
East to the Southwest. This loss of traffic to the railroads was due 
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chiefly to the enormous increase in pipe tonnage handled by barge- 
lines to the Southwest. 

Shown below are the tons of pipe moved by class I railroads from 
official territory to the Southwest and tons of pipe reported by barge- 
lines as handled during years shown. The source of rail figures is car- 
load waybill statistics prepared by the Interstate Commerce Commis- 
sion restated to indicate an estimated total movement, while the barge- 
line tonnages are the actual tons supplied the C ommission by the barge- 
lines named. 





| Net tons | Net tons 
I Tp ait a Ek ge 8 Year eS : 

Rail | Index | Barge | Index | Rail | Index | Barge Index 
1950__- 1, 281, 700 100.0 | 66,900 | 100. 0 1955 g 773,300 | 60.3 | 218,400 326.5 
1951___ 1, 485 115.9} 69,200 103. 4 1956 -| 1,405,600 | 109.7 | 171,400 256, 2 
1952__ 1, 112. 5 | 55, 600 | 83. 1 1957 992, 600 | 77.4 168,100 | 251.3 
1953_- 1, 522, ¢ |} 118.8 119,800 | 179.1 1958 . 390,100 | 30.4 133, 200 199, 1 
1954 1,049,500} 81.9 182,600 | 272.9 | | 


Source: Rail, Territorial Distribution Traffic and Revenue, ICC; barge, annual reports: American 
Commercial Barge Line Co.; Federal Barge Line; Union Barge Line Corp.; Dixie Carriers, Inc.; Coyle 
Lines, Inc.; Sioux City and New Orleans Barge Lines, Inc.; John I. Hay Co.; Mississippi Valley Barge 
Line Co. 


In its initial prescription of rates on pipe to the Southwest which 
rates became effective in 1940, the Commission prescribed a water 
differential and stated that such action was due in part to the fact 
that barge and ocean routes are so-called break-bulk routes under 
which the transportation hazards increase, such, for example as loss 
and damage, delays, and the mixing of goods intended for one desti- 
nation with goods intended for another destination. After some fur- 
ther Commission litigation, differential rates were made applicable 
with the break-bulk ocean carriers via rail-ocean-rail routes to the 
Southwest. 

As described by Mr. Weller, the Seatrain operation is not a break- 
bulk operation but involves the use of railroad freight cars, handled 
by railroad to or from the ports served by Seatrain and then carried 
by water between the ports. There is no physical transfer of the 
freight as loaded by the shipper and the car goes intact on its journey. 
Thus Seatrain service was not and is not the break-bulk type service 
cliscussed by the Commission in prese ‘ribing differentials. 

During the period 1946 to 1953, the break-bulk ste amship lines re- 
tired from coastwise services to be supplanted by the Sea-Train and 
Pan-Atlantic freight car or container service and the reasons set forth 
by the Commission in the prescription of the differential on pipe do not 
prevail by any water service operating between the East and the 
Southwest. Subsequently, the r: ailroads have worked out an adjust- 
ment of all-rail rates rel: ited directly to the quality of shipping by 
barge and truck from the principal producing areas to which I have 
referred. In considering this matter, the railroads learned that a 
change in the system of marketing and distribution of pipe had oc- 
curred. During the recent years pipe plants have been set up closer 
to the consuming area of the pipe and the material is thus transported 
by truck directly to the point of use. The development prompted the 
Midwestern and Southwestern producers to set up storage yards in the 
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Southwest to which pipe could move in volume quantities thence via 
truck beyond the storage yards; in this manner they could meet 
servicewise the competition of the pipe mills located in the consuming 
area. In fostering this plan the Eastern and Midwestern producers 
located their yards along river and intercoastal waterways to take 
advantage of the barge rate available on volume shipments. This 
is the adjustment complained of by Seatrain. 

The complaint that the railroads have refused to make joint ri ates 
on pipe maintaining the differential prescribed in the Commission’s 
order is not a valid one. This Commission’s order prescribing dif- 
ferentials finds it sole justification and support in the disabilities of 
the break-bulk water carrier. Seatrain is not that kind of carrier 
and a reasonable interpret: ation of the facts on which the order was 
based would deny its applicability to other than break-bulk opera- 
tions. Seatrain has ridden the coattails of the break-bulk operators 
ratewise for many years, seeking to preserve an unjustifiable rate 
advantage. 

The Interstate Commerce Commission has recently directed the 
railroads to maintain, in connection with the reduced rates, the dif- 
ferentials prescribed in the initial orders. However, it is suggested 
to the railroads that, following publication of the differential rates, 
a petition be filed with the Commission seeking reopening of the 
original case and a retrial of the issues on the merits of Seatrain serv- 
ice. This we propose to do. 


WELDING COMPOUNDS, FROM NIAGARA FALLS, N.Y., TO ORANGE, TEX. 


Another example referred to by Mr. Weller is an adjustment in the 
rate on welding compounds from Niagara Falls, N.Y., to Orange, 
Tex. As stated, the railroads, effective August 16, 1959, published a 
rate of $1.61 applicable in trailer-on-flatcar service. The witness 
states that we “completely eliminated the water differential.” There 
is not now and never has been a differential via water routes in rela- 
tion toa trailer-on-flatcear rate. 

The facts are that boxcar service on this traffic became undesirable 
to the shipper. The advent of Pan-Atlantic container service, with 
its pickup and delivery within the plants of the receiver and con- 
signee, as well as assistance furnished by the carrier in loading and 
unloading the merchandise, is in effect the equivalent of highly effi- 
cient motortruck service. We had to meet this kind of service to re- 
main a factor in the business and accordingly published the same 
rateas Pan- Atlantic Steamship Co. 

You have received testimony by Mr. Weller and others as to the 
necessity of a water differential and I welcome the opportunity to 
review this matter. 

The records and decisions of the Interstate Commerce Commission 
contain many references to this subject and the situations previously 
previ ailing are seized upon particularly by Pan-Atlantic Steamship 
(o., and Seatrain Lines as inheritances beyond dispute. The fact is, 
however, that these waterlines furnish a service and technique of 
transportation, neither in operation nor considered by the Commis- 
sion in earlier decisions. 
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Water service, for which differentials related to the rail rate adjust- 
ment were prescribed, involved rail boxcar traffic originating with a 
shipper back of the port. Traffic so handled required transfer, or so- 
called break-bulk service at the initial port and following an interven- 
ing water haul, a second transfer and reloading to freight car at the 
second port short of destination; delivery was then made by boxcar, 
The reluctance of some shippers to these transfers, together with ac- 
companying delays, and possible higher—than all-rail—claim factors 
required, in the opinion of the former break-bulk operators, a differen- 
tial under the all-rail rate to attract a share of the available traffic, 
These differentials were in many cases approved by the Interstate 
Commerce Commission and that was in the period in which virtually 
all intercity traffic moved in railroad service. The situation today is 
vastly different. In the first place, neither Pan-Atlantic nor Sea- 
train are of the type operation for which differentials were permitted 
and today the motor carrier has spread the field. 

You have been advised of the phenomenal growth of private or in- 
dustry transportation which poses a serious threat to all common car- 
riers. My appendix G is a hsting of some of the industries engaged 
in the performance of their own water service. Hundreds more could 
be listed, but these will confirm the widespread water carriage of 
company materials by other than the transportation companies. A 
similar showing could be made with respect to private truck opera- 
tions. 

I thank you. 
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Group II.—Animals and products 


Originated | Index Total Index Originated | Index Lota Index 
1947 es 1, 785, 3 OO. { 18, 441, 109 | 100.0 953 10.7 | le 1, 90 73.7 
1948 4. 186, 446 Q7 16, 105, 946 87.3 1954 65.3 7 
1949 t 76. ( ] 5,949 72.0 ] Hb, ¢ 72 
19-0 , 6 HOU 75.6 13, 890, 916 75.3 1959 bs 73.7 
1951 3, 487 72. § 13, 469, 61 73. ( 1957 S ! , 63.8 
1952 3, 386, O7¢ 70.8 | 13, 481, 532 £5 10), ¢ 1.4 
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Group Il1I—Products of mines 


— 
f 1 1 , ' r 
Inde Origit a bndex Lotal Index Orig ted Index | 
0 itt 1947 19 437 » 100. 0 ) 3s Y¥, 609 LO ] ; 75, 244, 4 76. 2 i 6, 97S 0. ] 
, bn 1948 76, 268, S11 YO. 4 YAU, 115, 904 YS. 7 954 320, 430, S4¢ 65. ] 633, 238, 057 tt 
7s 1949 348, 394, OF: 70.7 | 689,191,864 | 72.3% || 1955 378, 322, 152 76.8 | 748, 735,346 | 78.6 
a 1950 $49. 451, U4] SI. 1 S10, 715, 646 5. 1056 106, 738, 023 x? 6 805, 325, 44 S4 
63.8 1951 34, 330,014 38. 2 | $63, 3 0.6 | 1957 392, 712, 2 7 815, 0 R11 
‘ Ter 1952 389, O12, 352 i390 7381, O90, TSS $2.0 1Q5S 30Y, O58 ( 62.8 iY, TSO j 62.9 
+ — ~- 


TONS ORIGINATED BY CLASS |! RAILROADS IN EASTERN DISTRICT 


y INCLUDING POCAHONTAS REGION 


lil. PRODUCTS OF MINES 


MILLIONS OF TONS 
GNOL JO SNOITTIN 


GNOL dO SNOITTIN 





1947 1948 1949 1950 1951 1952 1953 1534 1955 2956 1957 1958 
TEA 
4/20/60 
1956 
EA 
/20/60 











546 DECLINE OF COASTAL SHIPPING INDUSTRY 


Group I1V.—Products of forests 
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| 

Originated | Index Total Index Originated | Index | Total Inder 
arcs cence cea cee cscs | ee SS Rl 
Re asiacceel 8, 404, 962 100.0 | 42,065,576 | 100.0 Pee asadaa 6, 005, 094 71.4 | 33,611, 197 79.9 
sn ocisore 7, 454, 089 88.7 | 39, 790, 838 94.6 |} 1954....... 5, 137, 428 61.1 | 30, 827, 436 73.3 
ero 5, 382,229 | 64.0 | 30,134,381 | 71.6 || 1955_...-- 5,976,851 | 71.1 | 35, 133,899 | 83.5 
Bowawicoh 5, 911, 600 70.3 | 34, 932,779 63:0 1) 3006....02. 6, 517, 403 77.5 | 35,398,026 | 84.1 
Pe bia 7, 131, 185 84.8 | 40, 199, 468 95.6 1957__.....| 5,493,051 65.4 | 29, 959, 292 71.2 
Pee nannk 6, 304, 651 75.0 | 36, 597,911 S70 tt aeeansenaa 4, 484, 863 53.4 | 25,068,782 | 59.6 


| | | 
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Group V.—Manufactures and miscellaneous 


———————— SS - — 


Originated | Index Total | Index 




















1 

| Originated | Index Total | Index 
1947.---- 226, 628,103 | 100.0 | 462, 111, 365 | 100.0 || 1953..... 210,042,545 | 92.7 | 420,913,070 | 91.1 
1948... 219,558,920 | 96.9 | 451,322,256 | 97.7 || 1954..... 172, 396,981 | 76.1 | 354,521,186 | 76.7 
1949... 180,090,483 | 79.5 | 364,209,832 | 78.8 || 1955..__- 207,067,609 | 91.4 | 418,477,857 | 90.6 
1950... 200,495,588 | 88.5 | 405,198,756 | 87.7 || 1956.__- 209,677,994 | 92.5 | 427,334,084 | 92.5 
1951... 219, 561,386 | 96.9 | 446,465,984 | 96.6 || 1957_-..- 193,710,506 | 85.5 | 395,382,907 | 85.6 
1952... 198,042,197 | 87.4 | 409, 769,585 | 88.7 || 1958___-- 149, 265,311 | 65.9 | 314,625,840 | 68.1 


| 
} | | 
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Grand total, carload traffic 


| {| | 


| Originated | 


eg 


| Originated | Index Total Index | Index | Total Index 
Ge kane . : 
63. 871. 121 00.0 | 1,571,985, 790 | 100.0 || 1953___| 626, 420, 412 82.0 | 1,312, 968, 718 83.5 
38, 953, 355 7 | 1,536, 986, 673 97.8 1954 | 532, 264, 832 69.7 | 1, 110, 527, 336 70.6 
69, 449, 253 74.5 | 1,183, 551, 344 75.3 || 1955 628, 437,143 | 82.3 | 1, 298,041,267 | 82.6 
637, 921, 209 s 1, 339, 302, 664 85.2 1956 661, 803, 938 86.6 | 1, 367, 657, 326 87.0 
694, 378, 972 90.9 | 1,444, 619, 050 91.9 || 1957 626, 883, 870 S2.1 | 1, 288, 657, 811 82.0 
627, 708, 678 82.2 | 1,321,015, 789 | 84.0 || 1958 495, 741, 397 64.9 | 1,027,020, 491 65.3 
TONS ORIGINATED BY CLASS { RAILROADS IN EASTERN DISTRICT 
INCLUDING POCAHONTAS REGION 
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APPENDIx B 


Excerrt From THE 1959 ANNUAL ReEporT OF THE SAINT LAWRENCE SEAWAY 
DEVELOPMENT CORPORATION 


DOMESTIC AND INLAND TRADE 


By far the greater portion of seaway commerce in 1959 represented trade 
hetween the United States and Canada and domestic trade within the two coun- 
tries. With the opening of the improved seaway, the previousiy landlocked 
freighters on the Great Lakes found an exit to the lower St. Lawrence River and 
into the guif of the St. Lawrence. Many cf the lakers as well as river steamers 
were, for the first time, in service from one end of the seaway to the other in 
1959. Several new giant bulk carriers were designed, built, and put into seaway 
service this year. 

The inland bulk earriers transiting the seaway are different from ocean ves- 
sels. They have a lower freeboard and when loaded rest low in the water. 
They are designed and equipped for maneuvering in rivers apd channels, and 
for handling in high lift locks, as well as for operating on the open lakes. The 
inland type of vessels include the Great Lakes bulk carriers, self-unloacers, 
grain vessels, tankers, and package freighters, as well as the old “canaliers,” 
all of which have been developed to provide low-cost transportation service be- 
tween the Great Lakes and St. Lawrence Seaway ports in both the United 
States and Canada. 

Most of these vessels were developed for and specialized in the movement 
of certain bulk commodities which included iron ore, grain, coal and coke, pulp 
wood and woodpulp, and petroleum. Some of the large inland bulk carriers 
transported grain downbound and iron ore upbound on the same trip. This 
practice is expected to increase. In addition to the bulk traffic, other vessels 
specialize in the movement of such commodities as newsprint, chemicals, and 
package freights. These vessels are operated as industrial carriers where the 
company Owns and operates the vessels for the movement of its own commodi- 
ties, contract carriers, trip or time charters, as well as common carriers offer- 
ing both scheduled and nonscheduled services 


APPENDIX C 
EXPLANATION OF PIG IRON ADJUSTMENTS REFERRED TO BY WITNESS COZZENS 
INTRODUCTION 


Pig iron is produced and consumed in substantial quantities at most of the 
large cities on the Great Lakes, which include Buffalo, N.Y.: Cleveland, Ohio: 
Toledo, Ohio; Erie, Pa., and the Chicago, Il1., district. Total production is 
ample at all these points except Chicago, so that there is relatively little pig 
iron received at these lake locations except Chicago. 

Chicago is a so-called Ceficit aren as to pig iron and it is necessary for con- 
Sumers there to reach out for their supply. Substantial tonnages move into 
the Chicago area by water and during the last 5 years for which figures are 
available, the movements have grown appreciably. Statisties prepared by the 
Chief of Engineers, Department of the Army, indicate annual receipts of pig 
iron at Chicago by water as follows: 


Year: Jionnage 
I aii hic eth occ iaaccign a tctetsn are e ea eS ees paypstiitinks 38, 068 
Di ain ee Re ae ee ae ee a ee 65, 821 
IG haat at cased tall oa tg ic otis sos hid vaaighie-bipcpdinomsh calc acke ak belies ee ae eee 
8s er ao is Sul pin <asp pn Aelanssca-tnchag webiste: sagen Mt Gute akc ai ae aie 138, 834 
RNY nis cancheaeats hg veneers cans ; : et eee 


The decrease 1958 under 1957 of approximately 25 percent reflects the busi- 
ness recession. However, the Great Lakes traffic held up remarkably well in 
the face of a reduction in the U.S. production of pig iron 1958 under 1957 of 27 
percent. The decline in the movement by railroad was even more severe for in 
1958 the pig iron tonnage originating on the class I eastern railroads was 47 
percent less than originated in 1957. As of interest to this committee, the fol- 
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lowing figures indicate the drastic decline in pig iron tonnage by the eastern 
railroads since 1951 : 


| Net tons 














a aah 
Originated | Terminated Total 

OO i iesstinthebtninnoreenntiternntins sii Si) - Sane 8, 341, 020 
A pT RSet nEES apie celine 4,155,211 | 4, 706, 949 6, 806, 430 
ee 3,792,515 | 4,131,307 5,759, 259 
RR eek eos a, Se era as STITT} -9'320}498 | 2, 4942728 | 3, 421 O15 
RRR ERIE ORE TR IO “wi sss ssse..| 3,622,653 | 3,960,212} 5, 843,049 
a ea ica ak all atin ean 3,622,495 | 4,073,087 | 5, 812° 756 
ne a Lea ee 3, 2, 000 | 5, 372, 374 

>; 814, 099 

i 


A wocseececces ee ee 1, 741, 760 1, 966, 685 








In the face of a substantial water movement of pig iron to the Chicago area, 
the rail movement has been relatively negligible, and that which did move 
has been principally during the period when lake navigation is closed. The 
situation is attributable in no small measure to the private carriage by water 
of these materials by the producers. 


FROM CLEVELAND, OHIO, TO CHICAGO, ILL. 


In June 1959 the railroads serving the Great Lakes area learned that a large 
shipper of pig iron at Cleveland would enter the Chicago market by private 
water carriage, as producers at other lake origins were already doing. In an 
effort to place this traffic on the rails, rather than see it move by private water 
carriage, our railroads negotiated with the shipper to ascertain just what the 
competitive situation was and what rail freight rate would be necessary to ob- 
tain this business. After the subject was thoroughly explored by the shipper 
and the railroads, it was concluded that a rail rate of $6.02 per gross ton would 
forestall private water carriage and place the business on the rails. Before 
arriving at this figure, the elements of cost of private carriage were made avail- 
able to the railroads, and we were convinced beyond doubt that our proposed 
rate would go no further than to meet the competition via private carriage. 

The Bureau of Accounts, Cost Finding, and Valuation of the Interstate Com- 
merce Commission prepares a series of rail cost studies for each rail territory 
based on the operation of class I railroads. The resulting figures reflect the 
cost under a range of operating conditions such as the type of car; the percent 
of empty return movement; the net weight of the load; the length of haul; the 
type of train, etc. A comparison of our pig iron rate of $6.02 per gross ton 
with the cost factors as determined by the Commission’s formula indicated that 
a car with an average load of 118,000 pounds would produce revenue approach- 
ing double the out-of-pocket cost. 

This rail rate adjustment was made as stated, to meet private water competi- 
tion, and did not involve competition with common or exempt carriers by water. 
Had we decided against making this competitive rate, the tonnage would not 
have moved in the vessels of the Great Lakes Association members but in pri- 
vately owned vessels. Stated another way, our publication permitted the rail- 
roads to obtain additional traffic at a compensatory level, which otherwise no 
common carrier by rail or water would have handled. To the extent that this 
traffic contributes revenue above the variable costs incurred in its handling, it 
is revenue which contributes to the general transportation burden, thus reducing 
the burden which would have to be assumed by other traffic moving in rail service. 
This is a fundamental axiom of rail rate construction, which will be reviewed 
in detail by another witness. 
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Having shown clearly that our proposed rate to meet water competition was 
lawful, the Commission justifiably permitted the rate to become effective. 


FROM BUFFALO, N.Y., TO CHICAGO, ILL. 


Reference is also made in the statement submitted by Mr. Cozzens to a re- 
duced rail rate from Buffalo to Chicago. The background of this adjustment, 
which resulted in the establishment of a rate of $6.27, just recently made effec- 
tive, is as follows: A Buffalo producer shipping pig iron to the Chicago market 
for several years advised that it would be necessary for him to seek lower trans- 
portation costs in reaching his market. This producer had available a number 
of vessels used for the movement of iron ore from the head of the lakes to 
Buffalo which ordinarily return empty on their westbound trip. The shipper 
submitted detailed information as to the cost of moving this pig iron to Chicago 
in their privately owned boats and convinced us that a rate of $6.27 would be 
necessary to handle in rail service. 

All of this information was submitted to the Interstate Commerce Commission 
in response to protest by the Great Lakes Ship Owners Association, and we 
feel very strongly that our reply to these protests, which is now an official 
document on file with the Government, justifies our being permitted to make 
this rate effective. The protest filed in opposition to this rate conceded that 
the proposed rate was compensatory. Use of the Interstate Commerce Com- 
mission’s cost formula indicated that the rate was 40 percent greater than 
out-of-pocket costs and the handling of this business in rail service certainly 
contributed to the overhead constant cost burden. Here again, had the railroads 
decided against meeting this competitive situation, the traffic would have 
moved by private carrier and the business would still be lost to water and rail 
common carriers. 

The importance of private carriage in the transportation field cannot be over- 
emphasized. In this Buffalo situation, once the shipper had decided to divert 
from common carrier water carriage to private carriage, the railroad could not 
possibly deprive the common carrier of any tonnage, but by publishing a rate 
of $6.27 we insured movement in common carrier rail service rather than in 
private water service. 


FROM VARIOUS ORIGINS TO SAGINAW, MICH. 


The pig-iron rate from Jackson, Ohio, to Saginaw, Mich., was approved by the 
railroads in 1953. A shipper at Jackson, whose rate to Saginaw was $8.26 per 
gross ton, was forced completely out of his market by a Buffalo shipper moving 
pig iron by water at cost slightly over $4. The tonnage, amounting to approxi- 
mately 3,200 tons per month, had been moving from Jackson prior to the diversion 
to Buffalo as a source. The railroads published a rate of $5.28 per gross ton 
to meet this water competition and to restore this shipper to his market. 

Competing shippers were located at Keokuk, Iowa, and Calvert, Ky. They 
were confronted with the same competitive problem as the Jackson shipper, and 
the railroads established relative rates from those points to maintain market 
competition. 

Subsequently other shippers in the Buffalo area sought to reach the Saginaw 
market and we then decided to establish a water competitive rate from the 
Buffalo area to meet the competitive situation created in the first instance by 
the Buffalo water shipper. 

CONCLUSION 


Additionally this witness discusses a proposal before the railroad rate com- 
mittees which has as its purpose a review of all our pig-iron rates in the Midwest. 
Certain of our shippers have requested the railroads to look into the present rate 
structure on pig iron in the light of present conditions which we propose to do 
and the matter is pending in our rate committees. 
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APPENDIX D 


Tonnage and revenue statistics extracted from annual reports to the Interstate 
Commerce Commission by Nicholson Transit Co. 























: — 
Tons | Revenue ) Tons Revenue 
| | | 
| | | | ae 
Products of agriculture: | | || Pig iron—Continued | 
oes 42 e _.-------| 435,928 | $1, 253, 662 | WO Gaon tea eee a cota 185,683 | $319, 097 
Oe i Se | 651, 918 2, 205, 591 || Iron and steel, n.o.s.: 
SONI ob bec |t RE 1, 896, 850 | Ss chshctunshonusal i): aan | 474, 031 
een Fi 1, 516, 074 || Pet ae ce 135, 122 | 268, 989 
1959 Se ee 491, 003 1, 547, 494 || BT 2 eet ne a cotahed 104, 951 218, 315 
Bituminous coal: | Reeth ies oe | 103, 687 | ¥ 
a deudat 240, 675 127, 400 {| 1959 a _ 193, 402 
2 ee es a 317, 220 159, 347 || Automobiles (freight and | 
ee a a a 724, 386 303, 793 | passenger) vehicles, 
SONOS so taxn-k. 250, 697 | 178,067 || .0.s.: 
ESTEE eee | 106, 895 | 66, 744 || NI coi ncmaccden's 237, 620 2, 116, 871 
[ron ore: 1} Da ccknecnnabeueacs | 175,757 | 1,654, 553 
ere cathe 141, 421 | 214, 657 || i Ob 3 2s cade | 236,490 | 2,230,411 
BM nied s odd nid cabbducialebacias sia undhtatligle ance a eT ee | 22, 416 448, 220 
SE ERS 95, 202 | 128, 713 eR 27, 180 | 537, 132 
Sawa pct aoe 10, 350 | 14, 843 || Scrap iron and steel: | 
eee: 13, 144 | 16, 334 RS cree ee 87, 559 162, 481 
Fluxing stone: | | | Bia akttzicss cdansnn 97,615 | 222, 560 
Ie ct icles 61, 818 59, 948 Ue et ea ca dba tewiias ace 
Peso ees eae 56, 211 67, 413 Rs ieee suatta RSIS PN 
STL Sxucuniddiincandid | 17, 833 | 17, 849 Bd sartcéiduesealinddndduchidce Debialta sien 
Rare 68 5d oe Be oe ae || Waste materials, n.0o.s.: | 
ep ge I 7, 109 | 6, 412 || EPC REAL ES SESS 11,415 | 11, 464 
Pig iron: | | ROE. = ccccnadecceos * 25, 118 24, 265 
SOL ch cbeddto Shean | 331, 638 | 535, 961 || Week cttiasesecceses 51, 910 111, 337 
Es diaknnten Cotatamare | 274, 148 | 459, 123 || dt: Citsigllaitsiiiatin ied 59, 947 116, 416 
ha a alae 215, 247 | 398, 974 || WS <cancumicasennnes 54, 156 | 111, 058 
GO, Foc topanss | 144,153 | 250, 319 | | 
Yearly totals of revenue and tonnage from annual reports 
| | {| 
Tons | Revenue | Tons Revenue 
Di cntkdconwadadaceaws | 1, 789, 787 $5, 001, 203 | Rs sukedknndaeengbhouten 1, 163, 139 $2, 746, 377 
SE Di dade tees bee 1, 733, 325 5, 067, 081 SOa Kadsiemcwiavadieceds 1, 078, 572 3, 061, 556 
BE bia cgipcemtumaniepien | 1, 988, 960 5, 310, 591 





Source: Annual reports to Interstate Commerce Commission. 
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APPENDIX E 


Methods of shipping motor vehicles from factories 


L . . - saneann neon 











| | l l 
| Highway | Railroad Boat r 
You fi Aaya te obi otal motor 
. crs ] = es . ? i. ie: .S te vehicles 

| Number Percent | Number Percent | Number | Percent shipped 
eee face es ela a ali meien es papel eect ? niaeeii 
1946. --------------- | 1,661, 637 | 53.8 | 1,258, 264 40.7 169, 664 5.5 | 3,089, 565 
1947..------------ ---| 2,822,773 | 58.8 | 1,685, 660 | 35.2 | 286, 188 6.0 4, 797, 621 
ee 3, 289, 641 62.2 | 1,664,088 31.5 331,815 6.3 5, 285, 544 
ae 5 -| 4,167,269 | 66.6} 1,596,109 25.5 490, 273 7.9 6, 253, 651 
MM ences | 5, 776, 706 | 72.2 1, 640, 904 20.5 585, 35 7.3 &, 003, 056 
ee re ‘ | 4 | 73.4 | 1, 329, 838 19.7 | 468, 716 6.9 | 6, 5, 263 
1952- - - f« 78.0 840, 262 15.2 | 377, 424 6.8 5 , 959 
ee } 5 78.0 | 1,114,479 15.2 | 496, 375 | 6.8 7, 323, 214 
io 5 | 80.5 | 916, 185 13.9 370, 044 | 5.6 | 6,601,071 
a $2.4 | 1,141,095 i2.4 | 478, 911 5.2 | 9,169, 292 
Bem eo : | 84.7 760, 019 | 11.0 300, 805 | 4.3 6, 920, 592 
UE engi oo eee 85.3 | 657, 067 | 9.1 | 404, 340 | 5.6 7, 220, 520 
ee 86.9 | 508, 375 9.9 | 164, 323 | 3.2 | 5, 135, 106 
oe... | 90.0 | 538, 293 8.0 | 134, 573 | 2.0 | 6,728, 664 

| 





Source: Automobile Manufacturers Association. 


APPENDIX F 


Tonnage and revenue statistics extracted from annual reports to the Interstate 
Commerce Commission by Columbia Transportation Co., Oglebay Norton Co. 





























| Tons | Revenue | Tons Revenue 

Products of agriculture: | || Manufactures and miscel- | 

WS 555 Sahc cues Gite $330, 184 || laneous: 

BN as ccasds — 709, 509 |) 1955 Sic een alana | 1,173,919 $2, 558, 877 

Rs el ne 413, 198 || 1956 ‘ 1,002, 465 2, 436, 694 

ies ee. | 338, 720 || ee 1,023,399 | 2.694, 684 

Bi nuda Cunns acute | 68, 355 || 1958 eer 890, 473 2, 492, 189 
Products of mines: | | 1959 ---| 1,257,397 3, 468, 901 

eS eee = 10, 503, 485 || Scrap iron and steel: | 

Bie: os cove debe 12, 083, 213 1955 eGseawsteiewad 239, 552 667, 411 

= 553 oa LTR: 13, 927, 179 || re a bicie 208, 194 696, 719 

Ep Re peepee 10, 972, 704 || NT he ie ice B 149, 730 478, 384 

ea eee 13, 265, 179 1} 1958 hciaois selena waice - 317, 684 971, 216 
Bituminous coal: 1959 sae | 323,276 | 856, 514 

SiS urns a wisi 3, 123, 241 Slag: | 

DE deacon oe 4, 107, 644 1955 ed : See 139, 024 109, 582 

1957 a = | 4, 692, 816 || | En dnpirse neil 110,030 | 95, 999 

1958 4 4, 825, 878 1957 “aS : .| 62,950 | 56, 669 

Feee 2.6 Riel 5, 962, 467 || 1958 jseee | 37,000 | 40, 343 
Iron ore: 1959 Seca dg onal 37, 750 48, 918 

SEL cutie ncicamnit een 3 56 | 5, 542, 240 Pig iron: 

WS ess cig tie 3, 55% 5, 842, 814 SS signs | 619,833 | 1,354,773 

1957... ..- 3 6, 904, 372 1956 eee 569, 507 | 1, 292, 657 

1958 _ . iia akin 2 4, 580, 135 1957 : ‘ 624, 133 1, 564, 905 

aaa a 2, 689, 575 4, 759, 709 Me se seen inti 398, 724 1, 036, 646 

ee a it 741, 413 2,056, 312 
Yearly totals of revenue and tonnage from annual reports 
| Tons | Revenue | Revenue 

ke gthce stk hence ehh bate wing hie nied ea eos ee Sain aeeas icaaeN ee src leh iRandplehetaii ace 11, 577, 519 aii] $13, 392, 546 
ic skindskinnwinishoninadcmpiiieanciciseneaskiicetiaaddtheUsts s2, 55 SAL AteS 12, 555, 4 | "15, 229) 416 
BE eit bc Aaa Bathe ee Amante kakmmannakins a aaeteaien biel oan ---| 13,139,844 | 17,035, 061 
BE Sa deakacdsstaucbasccuadcos Vadesasedidshasgecadideenadnabaunencasaiearaiee | 12, 086, oa 13, 803, 613 
Ep rdie aa ccududnd dunandcninh aehdae db aamadee saan inmate aaa ab beteetins 14, 596, 315 | 16, 802, 435 





Source: Annual reports to Interstate Commerce Commission. 
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APPENDIX G 


PARTIAL LISTING OF INDUSTRIES ENGAGED IN PRIVATE WATER TRANSPORTATION 


Ashland Oil & Refining Co. 
Columbia-Southern Chemical Co. 
Food Machinery & Chemical Corp. 
Cargo Carriers, Inc. (Cargill, Inc.) 


Time, Ine. 

Monsanto Chemical Co. 

Esso Standard Oil Co. 

Pastern Gas & Fuel Associates 





Jones & Laughlin Steel Corp. 
Peabody Coal Co. 

Wyandotte Chemical Co. 
Abitibi Corp. 

Michigan Limestone Division 
Ford Motor Co. 

Hanna Coal & Ore 

National Steel Co. 

Huron Portland Cement Co. 
Socony Mobil Oil Co. 
International Harvester Co. 
Material Service Corp. 
Morton Salt Co. 

U.S. Gypsum Co. 

Inland Steel Co. 

Republic Steel Co. 

Du Pont Co. 

Philadelphia Coké Co. 

Allied Chemical Co. 

Rohm & Haas Co. 

Calmar Steamship Co. (Bethlehem 


Standard Slag Co. 

Armco Steel Corp. 

Elk Refining Co. 
Tidewater Oil Co. 

Texaco, Inc. 

American Oil Co. 

Cities Service Refining Co. 
Citeon Corp. 

Continental Oil Co. 
Petroleum Chemical, Inc. 
Freeport Sulphur Co. 
Shell Oil Co. 

Dow Chemical Co. 
Celanese Corp. of America 
Warren Petroleum Co. 
Acme Steel Co. 

Dravo Corp. 

Gulf Oil Corp. 
Olin-Mathieson Metals Division 
U.S. Steel Corp. 

Weirton Steel Co. 


Steel Co.) Wheeling Steel Corp. 
National Gypsum Co. Central Soya Co. 
Dixon Co. Shenango Furnace Co. 


Swift & Co. 

Petri Wine Co. 
Weyerhauser Timber Co. 
Tropicana Fruit Co. 
News Syndicate Co., Inc. 

Senator Eneate. I thank you, Mr. Gill, for your very fine statement. 

It would appear to me that the common carriers have not only the 
problem of competition among themselves, but the growing threat of 
private and industry type of transportation. 

Mr. Git. That is true, sir. 

Senator Eneie. Would you feel that common carriage ought to be 
maintained if private and industry type transportation is more effi- 
cient and cheaper ? 

Mr. Guu. Well, you would be faced with this: What happens to the 
little fellow that can’t perform his transportation? You are always 
going to have a common carrier, and if he is going to be healthy 
and vigorous he has to handle to capacity, or close to capacity; but 

ou couldn’t throw common transportation to the winds and say: 
“We'll go on a private basis.” It would be chaotic. It would be 
destructive for the small businessman that has to reach markets 
through the public means of transportation. 

Senator Enerx. The point is that they haven’t any other place to go. 

Mr. Git. That is right. 

Senator Enerr. Therefore they have to use the common carriers. 

Mr. Gitt. That is right. 

Senator Enair. And the question we ought to decide is what is a 
fair basis of competition between the common carriers ? 

Mr. Git. That is right. 


Sinclair Refining Co. 
International Paper Co. 
International Salt Co. 
C. Reiss Coal Co. 
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Senator Enete. I get confused about these facts because as I listened 
to your statement and the preceding statements of the witnesses, there 
is a good deal of disagreement with respect to the facts—not only in 
your statement, but in the preceding ones, in some of the allegations 
made by the representatives of other types of transportation which 
are specifically challenged. 

Mr. Git. You mean, Senator, that there is a disagreement between 
the railroad picture and the water picture ? 

Senator Eneitr. No. With respect to whose bull is getting gored, 
you might say. ; 

The water people come in and they say that they are hurting and 
the railroads did it; and the railroads come back and say: “You are 
not hurting; and if you are, we didn’t do it.” And the legislator 
sits here and he gets pretty puzzled about this because he doesn’t live 
in this picture sufficiently to evaluate these facts. 

What you get down to, finally, without trying to determine the 
facts of each particular situation—and you mention a great number 
of them on the Great Lakes in reference to automobiles, and in refer- 
ences to various types of carriage—and what particularly happened, 
it just seems to me that eventually we have to decide what is a sound 
basis for a ratemaking structure and follow it. Then, if somebody 
goes broke they go broke under a standard set of rules, and presumably 
you try to come up with a set of rules that would let the most efficient 
type of transportation get the business. I don’t know how else you 
would do it. 

I suppose that in some instances water would be more efficient and 
cheaper than other types of transportation; and that in other in- 
stances trucks or railroads would have the advantage. It is the kind 
ofa problem that you need a Solomon to decide. 

In any case, I would say in all candor that I am sufficiently con- 
fused now that I have an important start when we recess these hear- 
ings to June 17 to listen to the witnesses from the Interstate Com- 
merce Commission. 

Thank you very much for your statement, Mr. Gill. 

Mr. Gri. Thank you, Senator Engle. 

Senator Enate. I appreciate. 

And the committee will stand in adjournment until June 17, and 
we will hear the witnesses from ICC. 

(Whereupon, at 11:55 a.m., the committee was adjourned. ) 
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DECLINE OF COASTWISE AND INTERCOASTAL 
SHIPPING INDUSTRY 


FRIDAY, JUNE 17, 1960 
U.S. SENATE, 


CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10:45 a.m., in room 5110, 
New Senate Office Building, the Honorable E. L. Bartlett presiding. 

Senator Bartierr. Today we have the resumption of the hearings on 
the decline of coastal and intercoastal shipping industry. We will 
hear now from Mr. John H. Winchell, Chairman of the Interstate 
Commerce Commission. 

We are glad to have you here, Mr. Winchell. The committee will 
be glad to hear you. 


STATEMENT OF HON. JOHN H. WINCHELL, CHAIRMAN, INTER- 
STATE COMMERCE COMMISSION; ACCOMPANIED BY HOWARD G. 
FREAS, COMMISSIONER, AND GEORGE HILTON, CHAIRMAN, 
BOARD OF SUSPENSION, INTERSTATE COMMERCE COMMISSION 


Mr. Wincuetu. Mr. Chairman and members of the subcommittee, 
my name is John H. Winchell. I am the present Chairman of the In- 
terstate Commerce Commission and have served in that capacity since 
January 1 of this year. 

I am generally familiar with the testimony of previous witnesses 
before this subcommittee who have expressed their views as to the 
reasons for the decline of the coastwise and intercoastal shipping 
industry. 

I am appearing today to testify on the Commission’s behalf, and to 
outline some of the factors which we believe contributed to the cir- 
cumstances described by many of the witnesses who have already ap- 
peared before this subcommittee. I shall also comment on some of the 
criticisms that have been leveled at the Commission, its procedures and 
personnel. No effort will be made, however, to answer charges of a 
vague and irresponsible nature. 

My comments will be generally directed to suspension power proce- 
dure, Suspension Board personnel, prescription of compulsory joint 
rates, rate differentials, and a general discussion of the decline in 
coastal and intercoastal shipping industry. 
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1. GENERAL SUSPENSION PROCEDURE 


Under the present provisions of the Interstate Commerce Act car- 
riers which are required to file their schedules of rates, classifications, 
regulations, and practices with the Commission make the initial deter- 
mination themselves as to whether such rates, et cetera, meet the stand- 
ards of the act. In other words, it is they who in the first instance must 
determine whether such rates are just and reasonable, nondiscrimina- 
tory, do not result in undue preference and prejudice, and are in con- 
formity with the national transportation policy. 

No change may be made in rates except upon 30 days’ notice, al- 
though the Commission may, in its discretion, and for good cause 
shown, allow changes on less notice. However, once the rate adjust- 
ment has become effective neither the Board of Suspension nor the 
Commission has the power to suspend. The tariffs must be published, 
filed, and posted in the manner and form prescribed by the regula- 
tions established by the Commission. 

During the fiscal year ended June 30, 1959, over 193,000 publica- 
tions containing hundreds of thousands of newly established or 
changed freight, express, pipeline, or freight forwarder rates, passen- 
ger fares, or contract carrier rate schedules were received at the Com- 
mission for filing. About 3,350, or slightly over 114 percent, of such 
tariffs and rate schedules were rejected for failure to give notice as 
required by the statute or for nonconformity with the Commission’s 
tariff publishing regulations; the remainder were accepted for filing. 

Acceptance for filing does not mean that the Commission has con- 
sidered and approved the rates or charges in the publications. The 
limited number of employees in the Section of Tariffs will permit only 
a cursory examination, prior to the effective date, of the thousands of 
tariffs and schedules tendered annually for filing. About all that can 
be done is to ascertain whether they are filed on proper notice, conform 
to the Commission’s regulations, and that they do not violate outstand- 
ing orders of the Commission. 

I might point out that even a detailed tariff check might not uncover 
all unlawfulness, as, for example, where undue prejudice to a shipper 
or locality would be created by the proposed tariff; or even where it 
would be unjust and unreasonable, unless there is something wrong on 
its face. 

Various sections of the Interstate Commerce Act authorize the filing 
of complaints alleging that something has been done or has not been 
done by a regulated carrier in violation of the provisions of the act. 
It is under these sections that investigations into the lawfulness of ex- 
isting rates ordinarily are instituted. 

Insofar as new or changed rate schedules are concerned, the Com- 
mission is authorized either upon complaint or upon its own initiative 
to enter upon a hearing concerning the lawfulness of such rates, classi- 
fications, regulations, or practices, and, pending a decision, to suspend 
the operation of such rates for a period not exceeding 7 months. 

Protests looking toward suspension of a proposed rate must be in 
writing—or by telegram in an emergency—and must be filed with the 
Commission in Washington at least 12 days before the effective date 
of schedules filed on the statutory 30 days’ notice, and not less than 5 
days before the effective date of schedules filed on less than statutory 
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notice. Copies must be served by the protestant upon the respondent 
and other persons known to be interested. 


THE BOARD OF SUSPENSION 


This is a Board of employees authorized by section 17 of the act. 
The present membership of the Board is five—a Chairman and four 
Board members. The appointment of Board members is a matter for 
action by the entire Commission. 

Initially, selection is made by the Director of the Bureau of Traffic, 
who has administrative supervision over the Board. His selection is 
made from eligible and qualified employees certified by the personnel 
office under the Commission’s established promotion program. 

The Bureau Director, in making his selection, consults with the 
Chairman of the Board, other officials of the Bureau whose employees 
may also be under consideration, and the Commissioner who is the 
Chairman of Division 2 of the Commission. The recommendation of 
the Bureau Director is then submitted to the Managing Director of the 
Commission for approval. If the Managing Director is satisfied that 
the employee recommended meets the requirements and is the best 
qualified of those empioyees eligible to fill the vacancy, he can either 
concur in the recommendation, or submit any additional recommenda- 
tions of his own. In either event, the entire matter is then submitted 
by the Managing Director to the Chairman of the Commission, and the 
final decision is made as a result of full Commission action. 

Before passing upon the appointment of a Board member, the Com- 
mission has before it the entire background and qualifications of the 
recommended employee and, in many instances, the background and 
qualifications of other employees who were considered. In order to 
qualify for appointment to the Board an employee must have had a 
minimum of 6 years’ experience in progressively responsible work in 
the field of traffic and transportation. This must have included the 
handling of technical assignments requiring a practical working 
knowledge of traffic or transportation problems and activities. Three 
years of this experience must have been in one or more of the major 
fields of transportation in such activities as classification, rates, and 
routing, or comparable work in regulatory agencies. It must also have 
included substantial responsibility in the analysis of motor, water, 
freight forwarder, or rail-rate adjustments and their conformity w ith 
statutory requirements. I might add that the present membership of 
the Commission’s Board of Suspension has a combined total experi- 
ence of 187 years in the field of traffic and transportation, both in pri- 
vate industry and Government service, or an average of about 37 years 
per man. I believe it is abundantly clear that every precaution is 
taken and great care is exercised in the selection of people to serve on 
our Suspension Board. 

The Board is authorized by the Commission to consider upon pro- 
test or upon its own motion, new or changed rates, classifications, 
regulations, et cetera, in the exercise of its jurisdiction. The Board 
may (1) decline to suspend and institute an investigation; (2) enter 
an order of investigation and suspension; or (3) enter an order of 
investigation without suspension. In this connection I refer you to 
exhibit I which I have attached to my statement. Its authority also 
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includes the institution of investigations into existing or proposed 
rates, as ancillary to investigations ordered by the Board in the 
manner in which I have just described. 

The authority of the Board, however, does not include the considera- 
tion or disposition of (1) petitions or requests related to schedules or 
tariffs filed in pur por ted compliance with any Commission or division 
decision or order; (2) petitions or requests for suspension of proposed 
general increases for application throughout a rate territory or region; 
nor (3) any action in connection with suspensions to be taken during or 
after formal hearings or investigations. These three exceptions in- 
volve situations which are reserved for the consideration of Division 
2. The Board may, and does, certify to Division 2 any matter which, 
in the Board's judgment, should be passed upon initially by that 
Division. 

When the Board has declined to suspend a proposed tariff or 
schedule, any protestant may file in writing a petition for reconsidera- 
tion by an appellate division. Such petition must reach the Commis- 
sion at least 2 workdays prior to the effective date of the tariff or 
schedule in question. Telegraphic notice must be given to the re- 
spondents by the petitioners. It is apparent that, if such an appeal 
procedure is to be practical and effective, the Board of Suspension 
must make such an initial decision at least 2 or more days prior to 
the effective date of the protested tariff or schedule. 

Consideration of such appeals is assigned to Division 2, which acts 
as an appellate division. When acting in this capacity, Division 2 has 
the authority to sustain, reverse, or modify the action of the Board. 
Decisions of the Appellate Division are administratively final and are 
not subject to review by the Commission. 

On the other hand when the Board has entered an order to suspend 
and investigate, or to investigate without suspension, petitions for 
reconsider: ation ‘of such orders may be filed by any interested pay 
within 20 davs after the date of service of the order, and replies to 
the petition may be filed within 20 days after the petition is filed with 
the Commission. These petitions are also assigned to Division 2 
acting as an appellate division. 

When the Appellate Division has denied a petition seeking a re- 
versal, change, or modification of an original determination by the 
Board, any ie petition for reconsideration by the same party 
upon substantially the same ground will not be entertained. If, how- 
ever, upon consideration of a petition for rec onsideration, the Appel- 
late Division reverses, changes, or modifies the previous determina- 
tion of the Board, a further petition may be filed by any party to 
the proceeding adversely affected by the decision of the Appellate 
Division, and this petition will be considered and disposed of by the 
same Appellate Division which passed upon the initial petition. 


THE FOURTH SECTION BOARD 


This is also a Board of employees created pursuant to section 17 of 
the act. It consists of three Board members, who are appointed by 
the Commission in a manner similar to that involving the Board of 
Suspension. One of them is designated as Chairman. This Board 
has been authorized to consider matters relating to relief from the 
long-and-short haul and aggregate-of-inter mediate-rates provisions 
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of section 4 of the act, except (1) proceedings made the subject of 
formal hearing; (2) matters prompted by an order or requirement 
of the sSdeationieiy or a division; or (3) matters arising from general 
increase proceedings. ‘These three exceptions are reserved for con- 
sideration by Division 2. This Board, like the Board of Suspension, 
may, and does, cert ify to Division 2 any matter which, in its judgment, 
should be passed upon initially by that Division. 

When related petitions for suspension and applications for Fourth 
Section relief are being considered by the Board of Suspension and 
the Fourth Section Board, 1 respec tively, the actions of the two Boards 
are coordinated and the decisions of both are released simult: meously. 
If the rate adjustment is suspended by the Board of Suspension, the 
Fourth Section Board withholds relief, and the Fourth Section ap- 
plication is assigned for hearing along with the investigation and 
suspension proceeding. If Fourth Section relief is denied, the rate 
will not be permitted to go into effect. 

If both Boards are considering the same tariff provisions, and 
either Board concludes that the matter is one that is either reserved 
to or should be certified to Division 2 for action, then the other 
Board will likewise reserve or certify its matter for action by the 
Division. 

No discussion of the general suspension procedure would be com- 
plete without devoting some remarks to the criteria used by the Com- 
mission in determining whether a proposal should be suspended. The 
provisions of the Interstate Commerce Act which must be considered 
when petitions for suspension of a proposad rate has been filed are 
that the protested schedules must not be: 

(1) Unfairly or destructively competitive; 

{2) Unjust and unreasonable; 

(3) Unjustly discriminatory ; 

(4) Unduly preferential or prejudicial ; 

(5) In violation of the long-and-short haul or aggregate-of- 

intermediates provisions of Section 4. 

Generally speaking, allegations advanced in petitions for suspension 
are that the protested schedules violate one of these prohibitions in 
the act or the national transportation policy. 

In all cases ful and careful consideration is given to all of the 
representations of the protestants, whether they are carriers, shippers, 
receivers, or other parties claiming to be adversely affec ted. Similar 
consideration also is given to the statements submitted by the pro- 
ponent carriers, and by any supporting interested parties in justifica- 
tion of the proposal. 

As I will point out later, the discretionary authority of the Com- 
mission to suspend rates is analogous to the exercise of the power of 
injunction by the courts. The complexities and variations involved 
in such situations make it impracticable to devise a fixed general 
formula, mathematical or otherwise, for determining in any particu- 
lar instance whether the relief sought should be granted. This is as 
true with respect to matters before the Commission as it is with like 
proceedings before the courts. Nevertheless, there are certain types 
of cases which fall into general categories to which definite standards 
may be applied. The guiding rule is that a tariff is suspended when a 
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probable violation of the provisions of the statutes or of a require- 
ment promulgated thereunder is indicated. This occurs— 

(1) When the proposed rate appears to return revenue jn- 
sufficient to cover the out-of-pocket costs of the carrier ; 

(2) When the proposed reduced rate, though returning more 
than out-of-pocket costs, and with differences in services con- 
sidered, is below the rate level of a competing lower cost mode of 
transportation ; 

(3) When the proposal appears to result in an unnecessary dis- 
ruption of a rate structure which would adversely affect or be 
unduly preferential to certain shippers, markets, areas, or car- 
riers; 

(4) When the proposal involves an unnecessary reduction of 
a on high-value commodities by the low-cost carrier below 
its full costs; 

(5) W hen the proposal appears to violate or be inconsistent 
with a prior formal decision by the Commission involving a simi- 
lar subject matter; 

(6) When there appears to be a violation of the long- and 
short-haul or the aggregate-of-intermediates provisions of sec- 
tion 4 of the act; 

(7) When the proponent carrier appears to be without ap- 
propriate operating authority. 

This list is not intended to be exhaustive, nor does any one of these 
tests necessarily control a given situation, for cases are not always 
clear cut, neither do they always present single issues. Agency ac- 
tion in this area is by law and of necessity committed to agency dis- 
cretion. This is exercised within the framework of the act. Our 
objective is to carry out the mandate of the Congress as given us in 
the national transportation policy. We would, of course, have no 
objection to more specific guidelines if such could be devised to meet 
ms multitudinous situations presented. We caution, however, 

gainst the prescription by statute of requirements seemingly de- 
sieahled in a given set of circumstances but impractical and inappro- 
priate when the full scope of their impact is considered. 

In addition, I would like to emphasize strongly that suspension of 
proposed schedules is not a decision that they are unlawful. It is, 
in substance, merely an indication that we are sufficiently in doubt 
concerning the lawfulness of the schedules and that we believe their 
operation “should be deferred until their lawfulness has been deter- 
mined in a formal] investigation of the matter. 


II, SUSPENSION POWER IS AN EXTRAORDINARY REMEDY 


The rate suspension power of the Commission strongly resembles 
the discretionary _power of a court to issue a temporary restraining 
order which requires the maintenance of the status quo pending fur- 
ther proceeding and trial. The Commission, in Vulcan Detumning 
Company v. New York Central Railroad Company (203 I.C.C. 260, 
261 (1934) ), said: 


* * * a suspension order is in the nature of an emergency measure to pre 
serve the status quo until determination can be had as to whether certain 
proposed acts are legal. 
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Since a restraining order is an extr aordinary remedy, the courts are 
slow to invoke this power except in proper cases where it is shown 
(1) that the plaintiffs will suffer irreparable injury if the relief is 
not granted prior to trial, (2) that the defendants will not be seri- 
ously inconvenienced or unduly injured if the relief is granted prior 
to trial, and (3) that there is a strong possibility that the plaintiffs 
will ultimately prevail on the merits ¢ the case. In Acme Fast 
Freight, Incor sporated v. United States, 135 F. Supp. 823, the court, 
in refusing to grant a temporary restraining order against the C om- 
mission for refusing to continue the suspension of certain freight 
forwarder rates, stated, at page 825: 

The parties seeking a temporary restraining order or a preliminary injunction 

must not only allege facts as to which there is no serious dispute but also indi- 
eate such facts which show that the moving party has a reasonable proba- 
pility of success upon final hearing. If any doubts are created by the paper 
record as to the merits of the claim to relief, or the power of the court to act, 
the preliminary injunction will be denied. 
However, satisfaction of the above criteria is not enough where a 
case is og ted by the public interest. Thus Chief Justice Stone, in 
Yakus v. United States, 321 U.S 414, after pointing out that an 
interlocutory injunction has never been regarded as a matter of right, 
stated at page 440: 


But where an injunction is asked which will adversely affect a public interest 
for whose impairment, even temporarily, an injunction bond cannot compensate, 
the court may in the public interest withhold relief until a final determination 
of the rights of the parties, though the postponement may be burdensome to the 
plaintiff (Virginia Railway Company v. United States, 272 U.S. 658, 672-673; 
Petroleum Exploration Company v. Public Service Commission, 304 U.S. 209, 
229-223: Dryfoos v. Edwards, 284 F. 596, 603, affirmed, 251 U.S. 146; see Beau- 
mont, S.L. &€ W. Railway Company v. United States, 282 U.S. 74, 91, 92. 
Compare Wisconsin v. Illinois, 278 U.S. 367, 418-421). 

Since all suspension proc eedings are affected by the public interest, 
the same reasons operating against the issuance of a ten nporary re- 
straining order are considered by the Commission before it issues an 
order suspending rates pending an investigation into their lawful- 
ness. This, of course, is in keeping with the thinking of the Mem- 
bers of Congress who were intimately concerned with ‘enacting legis- 
lation giving the Commission the power to suspend rates. For ex- 
ample, see 45 Congressional Record, pages 5846-5847, where it was 
pointed out that the suspension power should be used ‘sparingly. 

Shortly after the enactment of the Mann-Elkins Act in 1910, which 
contained the amendment to section 15(7) of the act establishing the 
suspension power, the Commission in 1911 held in Suspension of Rates 
on Packing House Products (21 ICC 68, p. 70), that 1t had the power 
to suspend reduced rates and that: 

* * * a prima facie case clearly and affirmatively persuasive should be pre- 
sented before the power to suspend is exercised. 

Ly Commisison restated this principle in Board oi Trade of Chicago 
y. Illinois Central Railroad Company (26 ICC 522, 545 (19138) ). 
The necessity of establishing a prima facie case before we may 

invoke the drastic power of suspension, as in /ron and Steel Within 

and to the Southwest (302 ICC 329, 332), recognizes a basic concept 
of the act, namely that the right to change rates should generally 
remain unhampered with the carriers. Certainly a rate change should 
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not be suspect merely because it may result in a reduced rate. In this 
connection, the situation is the same whether the change results in 
an increase or a decrease. 

The Supreme Court in /nterstate Commerce Commission v. Chi- 
cago Great Western Railway Company (209 U.S. 108, 119-120), 
succinctly made the point that: 

It must also be remembered that there is no presumption of wrong arising 
from a change of rate by a carrier. The presumption of honest intent and right 
conduct attends the action of carriers as well as it does the action of other cor- 
porations or individuals in their transactions in life. Undoubtedly when rates 
are changed, the carrier making the change must, when properly called upon, be 
able to give a good reason therefor, but the mere fact that a rate has been 
raised carries with it no presumption that it was not rightfully done. Those 
presumptions of good faith and integrity which have been recognized for ages 
as attending human action have not been overthrown by any legislation in re 
spect to common carriers. 

Therefore, unlike the power of a court which may require a bond to 
protect a defendant from the improvident issuance of a preliminary 
restraining order, the Commission has no such power, and before a 
reduced rate is suspended as a result of petitions by competing car- 
riers, it must consider the overriding public interest. Thus, if a car- 
rier’s new reduced rates are held up by a suspension order and later 
it is found that there is no validity to the position of the protesting 
carriers, there would be no way to compensate the shippers and the 
public for having to pay the going rates. 

This comparison of our suspension procedure with an injunction 
proceeding in Federal court is made to emphasize that thus is an ex- 
traordinary remedy. It is entirely different from a complaint pro- 
ceeding in which the lawfulness of existing rates are challenged. 
Clearly, considerable confusion has arisen regarding the nature and 
purpose of these two entirely different types of proceedings. 


Ill. COMPULSORY JOINT RATES 


I turn now to a discussion of the suggestion, as we understand it, 
that the Commission prescribes compulsory joint rates in investi- 
gation and suspension proceedings. Section 1(1) of the Interstate 
Commerce Act makes it the duty of common carriers by railroad to 
establish reasonable through routes with common carriers by water 
along with just and reasonable rates, fares, charges, and classifications. 
It is also made the duty of such common carriers, in the case of joint 
rates, to establish just, reasonable, and equitable divisions not unduly 
preferential or prejudicial to any of the participating carriers. Simi- 
lar provisions concerning common carriers by water and rail are 
found in section 305(b). 

A through route may be established by the voluntary action of 
carriers. Such a route is established where participating carriers 
hold themselves out as offering through transportation service. 
Through carriage implies the existence of a through route, whatever 
the form of the r: ates, whether a combination of locals, or propor- 
tionals, or a joint rate. Thompson v. United States (1952, 343 U.S. 
549,557). 

Sections 15(3) and 307(d), respectively, provide a remedy for the 
failure or refusal of a rail or water carrier to enter into the establish- 
ment of a through route or a joint rate. Under these sections, through 
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routes and joint rates between such carriers may be required by the 
Commission after full hearing “upon complaint or upon its own initia- 
tive without complaint.” 

Thus, if no through route exists and a carrier or shippers desire 
one, proceedings for the purpose of securing an order from the Com- 
mission requesting that it commence the proceeding on its own initla- 
filing by such carrier or interested shippers of an appropriate com- 
plaint naming as defendants the carrier or carriers whose participa- 
tion in the route is sought, or a petition may be filed with the Com- 
mission requesting that it commence the proceeding on its own initia- 
tive. Now, if a complaint is filed, the burden of proving the need or 
desirability of the route, and the justness and reasonableness of the 
joint rate—if the prescription of such a rate is sought—is upon the 
complainant to adduce evidence at the hearing to support his com- 

laint. 

Under the present provisions of the act dealing with the prescrip- 
tion of joint rates, the Commission has consistently taken the posi- 
tion that the paramount question of whether or not the public inter- 
est would be served is to be determined by the facts and circumstances 
of each case, including the nature of the traffic, the characteristics of 
the transportation service, and the needs of the shippers involved. 
Thus, Congress has left the prescription of joint rates to the informed 
discretion of the Commission. 

In some cases, the Commission has, after full hearing, prescribed 
joint rail-water rates, finding them necessary and desirable in the pub- 
lic interest. See, for example, U.S. v. Pennsylvania Railroad Com- 
pany (323 U.S. 612, 1945), and Pan-Atlantie Steamship Company Vv. 
Akron, C. & Y. Railway Company (279 ICC 66—Division 2, 1950). 
In other instances we have declined, after full hearing, to prescribe 
joint rail-water rates, holding that it had not been shown to be neces- 
sary or in the public interest. See, for example, /n/and Navigation 
Company v. The Big Creek and T. R. Company (281 ICC 515—Com- 
mission 151); Algonguin-Missourt Chemical Corporation v. A.T. & 
SF. Railway Company (286 ICC 307—Division 3, 1952); 7. J. AMe- 
Carthy Steamship Company v. New York Central Railroad Com- 
pany (294 ICC 263—Division 2, 1955). 

The critical issue raised by the testimony of previous witnesses con- 
cerning compulsory joint rates is one which we would like to make 
clear. When we talk about a complaint proceeding initiated for the 
purpose of requiring the establishment of joint rates, we are con- 
cerned with a remedy that is entirely different from that which is 
available under our suspension procedure. As I have said before a 
suspension proceeding before the Commission is similar to an injunc- 
tion proceeding before the court. These are extraordinary remedies 
which are to be used sparingly, and they should not be confused with 
a complaint proceeding. To require the Commission to suspend a 
rate reduction proposed by one mode, not because of its questionable 
lawfulness, but in order to use the proceeding as a vehicle to determine 
whether a through ronte and joint rate shall he established with 
another mode, is, in our opinion, to use the suspension power for a 
purpose for which it was not intended. Even where a request for joint 
rail-ocean rates, for example, is pending we do not believe suspension 
should be effected solely for the purpose of requiring a competing 
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all-rail route which proposes a rate reduction to comply with the joint 
rate request, something we could require only upon a proper showing 
after full hearing in a proceeding initiated upon complain or upon 
our own motion. 

If the Commission were required to suspend a proposed all-rail 
rate reduction for the sole reason that such reduction would “disturb 
the differential relationship,” this would be tantamount to saying 
that any rate reduction which disturbs a differential relationship is 
prima facie unlawful. This is contrary to fact in many instances and, 
standing alone, does not appear to us to be a sound reason for requir- 
ing the Commission to suspend a proposed rate reduction. In fact, the 
proposed all-rail rate reduction may have been filed for the purpose 
of meeting the competition of motor-common carriage or private car- 
riage. Thus, there may have been no intent whatsoever to disturb 
the differential relationship. Nevertheless, the incidental effects must 
be considered. 


IV. SUSPENSION CRITERIA SUGGESTED BY PREVIOUS WITNESS 


One previous witness set forth six reasons as the criteria under 
which he believes the suspension of protested rail rate should be 
mandatory. When these criteria are considered in connection with the 
different facts and circumstances which arise in each individual case, 
it becomes clear that they are inadequate. In other words, the tests 
which would be applied may appear theoretically proper, but they are 
impractical and not in the public interest when applied to concrete 
factual situations. In this-connection, it should be constantly borne in 
mind that the suspension of a rate, be it rail, water, motor, or freight 
forwarder, must be decided upon essential facts and circumstances 
which differ in each case. 

I will now discuss separately each of the six criteria advanced as 
reasons why the Commission should suspend protested rail rate 
adjustments. 

(a) When the protested rail rate yields less than fully distributed 
costs and would require competitive water rates to yield less than fully 
distributed water costs: This would, in substance, prevent the rail 
sarriers from establishing, without going through a suspension pro- 
cedure, rates below their own fully distributed costs unless those rail 
“ates also exceeded the fully distributed costs of competing water car- 
riers. At first glance this may appear to be a fair provision, but the 
competitive situation frequently is not limited to rail versus water 
carriers. The competitive influence may come from land transporta- 
tion by motor carriers, by private carriage, or even other railroads. 
The water carrier or carriers may not be participating in the present 
traffic, or even may not be in a position to transport it. Nevertheless, 
such an inflexible rule would prevent the proponent of the rate from 
meeting such competition at rates which, while not returning full 
costs may, still make a substantial contribution above out-of-pocket 
costs. 

Since the costs to the water carriers are generally not available to 
the rail carriers in their preliminary considerations of rate proposals, 
the railroads would be handicapped in exercising their right of mana- 
gerial discretion in determining changes in, and revisions of, freight 
rates necessary to the needs of commerce. 
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As I have previously indicated, under the Interstate Commerce Act 
all carriers have the right to initiate changes in their rates and charges 
and to publish such new rates and charges as they feel are necessary 
to the economic and efficient operation of their eee Under this 
suggested proposal the railroads would be faced with an almost impos- 
sible restriction in attempting to determine whether or not their rates 
should or could be revised and published without almost automatic 
suspension. 
andatony suspension might also be required of all-rail rates on 
traffic in which the water carriers have no real interest. Suspension 
could be required of a territorywide rail adjustment in which water 
carriers have an interest in only a very few rates, and where the 
majority of the rates yield more than full cost although a few are 
slightly below full cost. 

It could also affect all-rail rates on traffic not handled at present by 
either rail or water carriers but which are initiated by the rail carriers 
in an effort to divert movement from private carriage, to forestall 
diversion of traffic to competing motor carriers and freight for- 
warders, or to encourage the movement of new traffic. 

(6) When proposed rail reductions are specially designed to elimi- 
nate differentials of coastal water lines: These criteria presuppose 
that the Commission, upon protest by a water carrier of a rail rate 
adjustment, can establish, as a fact, the motive for the proposed rate 
adjustment. This would be-practically an impossibility, particularily 
if the rail carriers indicate or claim that the rates are for some other 
purpose, such as meeting motor competition, enabling shippers in one 
territory to meet competition in another territory, or other reasons. 

While a rail rate adjustment might have the result of eliminating 
differentials of water lines, there would be circumstances where that 
result would be incidental to the real purpose of the rates. 

(c) When the protested rates would affect traffic which is vital to a 
coastal water carrier: Along the Atlantic coast, with the motor- 
ocean-motor contained-type service of Pan-Atlantic, any traffic which 
could be transported in this service might be said to be vital to the 
coastal water carrier. The same is true of the rail-ocean-rail service 
of Seatrain, as well as its container service. 

Since both Pan-Atlantic and Seatrain have a full line of class rates, 
they have rates available to move any traffic or commodity which is 
offered to them for transportation. In addition, they have com- 
modity rates to cover movements in quantities. Under this suggested 
criterion a mere claim that vital traflic of a water carrier may be 
affected would require suspension of the proposed rate regardless of 
any other factors pointing to its unquestionable lawfulness. 

(d) When protested rail commodity or exception rates would de- 
feat a Commission-prescribed rail-water-rail class rate, with no 
demonstrated change in the character of the traffic: If suspension were 
required in this situation, it would prevent the rail carriers from ad- 
justing their rates where the resulting rail commodity or exception 
rates would be lower than the class rates over the rail-water-rail routes. 
Class rates are designed to apply on every article transported and 
usually are the highest. They represent the very maximum in the 
consideration of reasonable rates. 
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In the event rail commodity rates were published (1) to enc ourage 
the movement and enable w ider distribution of given commodities 
from points of production, (2) to enable the rail carriers to meet pri- 
vate, contract, or common carrier competition of the motor « carriers, 
or ( 3) to permit shippers to meet commercial competition of another 
source of supply producing the same commodity, or a competitive 
commodity or commodities, and such commodity or exception rates 
happened to fall below the rail-ocean-rail class rates, ee would have 
to be suspended, unless the carriers demonstr: sted a change in the 
character of the traffic. { 

If the purpose of the rates was to enable shippers to expand market- 
ing and distribution areas, to meet private or exempt transportation, 
or to meet commercial competition of other supply sources, there 
could be no change in traffic demonstrated until after the rates had 
been established and their effectiveness in attracting new traffic to the 
rail lines had been tested and proved. 

(e) When protested rail rates involve fourth-section violations: It 
is assumed that this means when the rates as published do not con- 
form to section 4 and an application has been filed seeking relief from 
the Commission to maintain the rates in contravention of the long-and- 
short-haul or aggregate-of-intermediates provisions of section 4. 

The Commission should not suspend in these instances solely for the 
reason that an application has been filed requesting fourth section 
relief. Asa matter of fact, bills to amend section 4 of the act, S. 1881 
and H.R. 8072, would, among other things, require suspension of 
rates and a hearing in every instance where there was objection to a 
grant of fourth- section relief. On December 31, 1959, the Commis- 
sion submitted its comments on these bills to the Congr ess and opposed 
their enactment. 

We pointed out, in those comments, that we did not believe a rigid 
and inflexible requirement that a hearing be held in every instance 
merely upon filing of an objection to an applic ation for fourth-section 
relief would be in the public interest. For example, by merely oppos- 
ing relief a competing carrier of any other mode would be able to 
delay rail carriers from establishing reduced rates in an effort to re- 
tain traffic which ther are pr esently | handling, thereby preventing di- 
version to other modes of transportation. 

The effect of a delay of this type is to deprive the shipping public 
of the benefit of the reduced rates, while at the same time placing 
the rail carriers under a serious handicap in their efforts to meet the 
increasing competition of unregulated and exempt carriers, including 
the constantly growing competition of private carriage. A cumber- 
some burden would also be imposed upon both the carriers and the 
Commission since the mere filing of an objection to an application for 
fourth-section relief could cause a delay in a territorywide rate ad- 
justment. It was, and is, our view that this matter should be left to 
the discretion of the Commission after consideration of all the facts 
and circumstances surrounding the application as filed. 

(f) When the proposing rt ail lines have not shown willingness to 
make proper simultaneous adjustment of joint rates with coastal 
water lines: What constitutes a proper adjustment of joint rates 
with the coastal water lines would provoke controversy and differences 
of opinion. The water lines could contend for a certain differential, 
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while the rail carriers could contend for something else. It would be 
virtually impossible in most instances for the Commission to deter- 
mine on the limited record before it, and prior to the effective date, 
whether or not the rail carriers had shown a willingness to make a 
proper simultaneous adjustment of joint rail-water rates. Moreover, 
carriers maintaining rates to and from the ports could not be joined 
as necessary parties, since their rates would not be in issue. 
Mandatory suspension of all-rail rates, for the reasons set forth, 
would place managerial discretion with respect to the rates of one 
mode of transportation in the hands of competitors, would unneces- 
sarily delay desirable rate adjustments, and would cause undue ex- 
pense to the parties, the Commission, and the public. Such a form 
of regulation, in our opinion, would run directly counter to the de- 
elared policy of Congress with respect to fair and impartial regula- 
tion, the recognition and preservation of inherent advantages, the 
promotion of economical and efficient service, the establishment of 
reasonable charges, and the protection of the public interest. 


V. UNDESIRABILITY OF STATUTORY DIFFERENTIALS 


The main purpose of the Commission, in the area of competitive 
ratemaking, is the protection of the public interest in accordance with 
the policy established by the Congress. It therefore follows logically 
that each mode of transportation must, under that policy, be given 
every opportunity to utilize to the fullest whatever advantages may be 
characteristic of its particular operation. In this manner, rate con- 
struction is founded upon a basis which encourages the flow of traffic 
by way of the most economical form. 

It is of particular importance, if the Commission is to encourage 
the movement of traffic by the most economical mode, that we have 
full factual information available relating to costs. The most eco- 
nomical mode should be determined by using full costs as a basis. 

It is also important to recognize that the full costs of one mode of 
transportation may be considerably higher than the full costs of an- 
other mode. T his does not mean, however, that in every instance the 
carrier having the higher full costs should not be permitted to compete 
for the traflic with the carrier h: aving the lower full costs. 

There are circumstances under which the various forms of regulated 
earrlage may be forced, at one time or another, to establish rates 
somewhat below their full costs. This would be true, for example, 
when a regulated carrier is attempting to meet competition from 
unregulated carriage, such as private carriers and the transportation 
of commodities exempt from the rate filing requirements of the act. 

It is significant, at this point, to reiterate that the carriers them- 
selves make the rates to begin with. This, of course, is subject to the 
Commission’s overriding authority to prevent the establishment of 
rates that might in any way be unlawful. If no protests are filed, 
such rates generally become effective as a matter of course. 

The Commission does not take the position that the present system 
of investigation and suspension is perfect. It does take the position 
that it is a fair and most practicable procedure devised to balance the 
interests of all concerned, including that of the public. 

Unregulated carriers are free to set their rates at any level and 
they may change those rates at will and without notice. In order 
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for regulated transportation to compete under these conditions, sound 
ratemaking practices are made quite difficult both for regulated car- 
riage and for the Commission. 

After an investigation and suspension proceeding has been insti- 
tuted, the law places the burden of proof upon the respondent carrier 
to show that the proposed rate is just and reasonable. It is incumbent 
upon the proponent carrier to offer adequate evidence to support the 
changed rate being proposed. In the absence of such showing the 
Commission must condemn the rate in issue. 

Suggestions have been made which would establish a statutor 
differential for rates in which water carriers participate under all-rail 
‘ates. Whether and to what extent a differential can be justified has 
long been a matter properly left for determination upon the evidence 
of record. 

It cannot, and should not, be assumed that water carriers are always 
the low cost carrier. Determination of which is the lowest cost carrier 
must be accomplished by a consideration of adequate cost evidence 
in each proceeding. It frequently happens that water carriers will 
tell us the costs to shippers, but not to themselves. Port- si port move- 
ments over direct routes probably incur lower line haul cost by water 
carriers than the cost by railroads over direct rail routes. 

However, terminal expenses must also be taken into account, and 
for water carriers such expenses have been generally increasing. One 
of the ways in which water carriers may increase their volume is by 
the addition of inland traffic which comes to them by interchange with 
either railroads or motor carriers. 

In this type of situation the total costs of the rail-water or motor- 
water movement become the significant figures for comparison with 
the all-rail or all-motor movement. However, it seems to us only 
a matter of commonsense that when the water carrier attempts to 
increase its volume by the addition of traffic bated n points further 
and further inland, there is a point beyond which they simply can- 
not compete with other modes of transportation. Thus, by ex xtending 
their operation too far to compete for traffic between inland points, 
it seems to us that any “inherent advantage” the water carriers might 
enjoy would disappear because of the unavoidable circuity and accom- 
panying higher costs. 

The mode which has the lowest full costs may be said to enjoy an 
inherent advantage so far as the cost of service factor is concerned. 
Such costs, however, should reflect and be considered along with other 
factors affecting the use of the service by the shipper, such as time in 
transit, methods of marketing, volume, and ability to substitute other 
commodities. 

Therefore, it does not seem to us that there can be any precise de- 
termination for every situation which would justify the establishment 
of a rigid mandatory differential, for the simple reason that compara- 
tive costs as well as various other factors which influence shippers 
to choose one mode instead of another will not be the same. 

The establishment of a statutory differential constitutes a drastic 
departure in ratemaking since it would automatically, and in advance, 
set an artifiicial level of rates for a particular mode in relation to a 
competitive mode, without regard to changing economic conditions. 

On the other hand, the present provisions of the law appear ample 
and proper for the protection of all interests, and particularly that 
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of the public. Section 1(4) of the Interstate Commerce Act now 
requires common carriers by railroad subject to part I of the Act 
to establish reasonable through routes with common carriers by water 
subject to part III, with just and reasonable rates applying over 
such routes. 

By the same token, water carriers under section 305(b) are required 
to establish reasonable through routes and charges with railroads. 
Under section 307(d), the Commission is authorized and required 
whenever deemed by it to be necessary or desirable in the public in- 
terest, after full hearing, to prescribe joint rates applicable to rail- 
water transportation and, in this connection, to prescribe such reason- 
able differentials as the Commission may find to be justified bet ween 
all-rail rates and such joint rates. We are also required by law, in 
prescribing just and reasonable rates, to give dve consideration, among 
other factors, to the effect of rates on the movement of traflic by the 
carrier or carriers for which the rates are prescribed. 

These, and other provisions of the act, are to be given effect in the 
light of the mandate of Congress to administer the act so as to promote 
and encourage the development of the inherent advantages and effi- 
cient service of each mode, including water transportation. 

The 1958 amendment embodied in paragraph (3) of section 15a of 
the act has occasioned considerable controversy concerning its actual 
purpose, meaning, and practical effect. For some years past widely 
divergent views have been expressed concerning the need for Federal 
economic regulation of public carriage. These views have ranged 
all the way from deregulation, in substance, to the other extreme of 
the enactment of rigid statutory principles or formulas for the deter- 
mination of freight rates and cske teal 

With such wide variations in the philosophy of ratemaking and 
rate regulation, it is not at all surprising to find responsible advo- 
cates—particularly in the middle range of the extremes just men- 
tioned—for substantially different interpretations of the 1958 amend- 
ment, depending upon their particular ratemaking philosophy and 
sometimes perhaps upon their immediate interests. 

The Commission’s views on this important matter might be helpful. 
Section 15a(3) reads as follows: 

In a proceeding involving competition between carriers of different modes of 
transportation subject to this act, the Commission, in determining whether a 
rate is lower than a reasonable minimum rate, shall consider the facts and 
circumstances attending the movement of the traffic by the carrier or carriers 
to which the rate is applicable. Rates of a carrier shall not be held up to a 
particular level to protect the traffic of any other mode of transportation, giving 
due consideration to the objectives of the national transportation policy declared 
in this act. 

Paragraph (3), it should be noted, is limited to situations involv- 
ing competition between different modes, and here it also should be 
emphasized that the clause— 


giving due consideration to the objectives of the national transportation policy 
declared in this act— 


now contained in section 15a(3) was added to insure that the language 
preceding it in section 15a(3) would not be construed as superseding. 
the national transportation policy. 

60470—60-—_37 
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There are only two substantive provisions in that paragraph. They 
are, in effect: F irst, that the Commission, in determining a minimum 
reasonable 1 ‘ate, shall consider the facts and circumstances attending 
the movement by the carrier or carriers to which the rate is applic able. 
And second, that the rates of a carrier shall not be held up to a partieu- 
lar level to protect the traffic of any other mode. 

These two substantive, statutory provisions changed the act, that is, 
they are new in the sense that, prior to the 1958 amendment, the act 
contained no provisions dealing specifically with the two ratemaking 
considerations specified in those two prov isions of the amendment, as 
applied to voluntary reduced rates in intermode competitive situa- 
tions. 

The purpose of the two substantive, specific statutory provisions of 
paragraph (3) is made quite clear in the report—No. 1647, pages 24— 
of the Senate Committee on Interstate and Foreign Commerce on §, 
3778. That report agreed with, and emphasized, a quoted excerpt from 
the subcommittee report. The excerpt contains the statement that: 

It nevertheless appears that the Interstate Commerce Commission has not 
been consistent in the past in allowing one or another of the several modes of 
transportation to assert their inherent advantages in the making of rates. 

In that connection, the subcommittee referred to the Automobile 
case decided in 1945 (259 I.C.C. 475), and expressed the belief that 
the Commission, in that case, properly construed the intent of Congress 
when, after pointing out that C ongress enacted separately stated rate- 
making rules for each transport agency, the Commission concluded, 
in effect : 

1. That the rates of each such agency should be determined by us 
in each case according to the facts and circumstances attending the 
movement of the traffic by that agency. 

2. That there appears no warrant for believing that rail rates, for 
ex! ample, should be held up to a particular level to preserve a motor- 
rate structure, or vice versa (259 I.C.C. at p. 538). 

It is evident, then, that paragraph (3) embodies in substance those 
two conclusions of the Commission in the Automobile ec: ase, thus giving 
them full statutory force and effect. 

Two purposes of the enactment are clear: First, an expression of 
disapproval of those situations in which the Congress doubted that 
the Commission had been consistent in allowing one or another of the 
several modes to assert their particular inherent advantages in the 
making of rates. And secondly, in the words of the subcommittee— 
to admonish the Commission to be consistent in following the policy enunciated 
in the Automobile case thus assuring reasonable freedom in the making of com- 
petitive rates * * *, 

After quoting with approval from its subcommittee’s report as just 
indicated, the full committee further emphasized that the amendment 
framed by the committee—enacted as paragraph (3)—is designed to 
give each mode full opportunity to make rates reflecting the inherent 
advantages each has to offer. Continuing, the committee stated: 

Under the committee’s amendment the principal emphasis, but not the exclu- 
sive emphasis, in a competitive ratemaking proceeding involving different modes 
of transportation will be on the conditions surrounding the movement of the 
traffic by the mode to which the rate applies. 
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We fully agree that under paragraph (3) the principal, but not the 
exclusive, emphasis should be given the condit ions attending the move- 
ment by the proponent mode. That construction, I assure this sub- 
committee, has been consistently followed by the Commission. 

When, as sometimes happens, the Commission has under considera- 
tion proposed rates by different modes on the same traffic, then of 
course equal emphasis is given the conditions surrounding the move- 
ments by such modes to the extent such conditions, by the respective 
modes, are material in particular situations. 

Right here let me say that much of the confusion and misunder- 
standing concerning the meaning and effect of paragraph (3) has re- 
sulted, on the one hand, from determined efforts to apply the para- 
graph literally and independently of other standards of lawfulness in 
other ratemaking provisions of the act. 

A sound, objective, and practical construction of paragraph (3) 
becomes less formidable when it is understood that there is not the 
slightest indication, in that amendment or in its legislative history, of 
any intention to change or modify in any respect whatsoever the stand- 
ards of lawfulness specified in the other ratemaking provisions of the 
act. 

I have in mind particularly sections 1, 2, 3, 4, and 15(1) of part I— 
and comparable provisions in the other parts of the act. The fact that 
paragraph (3) was designed to supplement—not subordinate—the 
other ratemaking standards in the act is abundantly clear from the 
last clause of paragraph (3) which requires “giving due consideration” 
to the objectives of the national transportation policy declared in the 
act. The subcommittee’s attention is invited to the fact that this is 
equally true of all other ratemaking provisions in the act. 

Further solid support for this view appears in the following state- 
ments of the subcommittee which were adopted in the full committee’s 
report on S. 3778—pages 18 and 13: 

It is the policy of this subcommittee, and it is believed to be the policy of the 
Congress, that each form of transportation should have opportunity to make 
rates reflecting the different inherent advantages each has to offer so that in 
every case the public may exercise its choice, cost and service both considered, 
in the light of the particular transportation task to be performed. The subcom- 
mittee believes and the national transportation policy is clear, however, that such 
ratemaking should be regulated by the Commission to prevent unfair destructive 
practices on the part of any carrier or group of carriers. [Emphasis supplied.] 

* * * As has been confirmed by the statements made in the recent hearings, the 
Commission appears to be losing control over rate relationships. When carriers 
are permitted to meet competition by other carriers or by private carriage 


at limited points without reference to the rates at other points, it legalizes the 
disturbance of rate relationships to the detriment of shippers. 


For the record, I want to assure this subcommittee that the Com- 
mission is applying paragraph (3) of section 15a in full conformity 
with the letter and spirit of the statute. This means that in all inter- 
mode competitive situations coming before the Commission, each mode 
is given full opportunity to make rates reflecting its inherent cost and 
service advantages within lawful limits determined by the standards 
of lawfulness in the controlling ratemaking provisions of the act, 
giving due consideration to the congressional policy declared in the 
act. 
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VI. SUMMARY OF EVENTS LEADING TO WATER CARRIER PROBLEMS 


Water carrier problems have been before the Interstate Commerce 
Commission for a number of years, particularly since the Transpor- 
tation Act of 1940 added, among other things, regulation of water 
carriers as part III of the Interstate Commerce Act. In our annual 
reports to the Congress we have discussed these problems and the 
steps which have been taken by the Commission in an attempt to 
resolve them. 

Shortly after the enactment of part III, the vessels of the privately 
operated water carriers were requisitioned by the U.S. Government 
for the war effort. After the termination of hostilities, the U.S. Mari- 
time Commission, which was charged with the duty of disposing of 
the Government’s wartime fleet, was authorized by Congress to re- 
establish domestic water service. In War Shipping Administration 
Temporary Authority Application (260 I.C.C. 589), we granted 
temporary authority to conduc t such operations. 

By petition dated March 8, 1946, on behalf of the War Shipping 
Administration, we were requested to promptly vacate certain out- 
standing fourth section orders covering rates on citrus fruit from 
Florida to North Atlantic ports, or to modify them so as to require 
the rates maintained by the railroads, on citrus fruit under this au- 
thority, to be not less than 7 cents per standard box higher than the 
lowest rail-water combination, or joint rate, as the case may be, origin 
to destination via the nearest Florida port. By orders entered June 
10 and 21, 1946, we reopened several fourth section proceedings in- 
volving nine applications for further hearing. 

In the report. of the Commission, on further hearing, in “Citrus 
Fruit From Florida to North Atlantic Poris” (266 L.C.C. 627), de- 
cided December 10, 1946, it was found that conditions had so changed 
since its last fourth section relief order was entered as to justify re- 
moving the grounds for a special case upon which it was based. 

Ace ordingly, the fourth section orders were vacated and set aside 
and the applications for relief denied. 

At that hearing the War Shipping Administration submitted evi- 
dence to show a need for water carriers in the citrus service, the need 
of water carriers for rates much higher than those then—1946—on 
file, and that the then-existing rail citrus rates “blocked the resump- 
tion of water service except at substantial out-of-pocket losses.” 
There was considerable opposition by the railroads, shippers, receiv- 
ers, and shipper organizations. 

At page 634 of the Citrus Fruit case, the Interstate Commerce Com- 
mission discussed the legislative history of the national transporta- 
tion policy and quoted from page 10172 of the 86th Congressional 
Record, as follows: 


The conferees are unanimously in harmony in the viewpoint that the inherent 
advantages of each type of carrier should be preserved for the benefit of the 
Nation. Legitimate regulation must look to the protection of the economic 
advantage of each type of carrier against destructive competition of the other. 
No carrier should be required to charge unreasonable rates for the benefit or 
purpose of compelling diversion of traffic to a competitor. 


Also, at pages 634 and 635, the Commission said: 


In his discussion of the transportation policy, counsel for the Secretary of 
Agriculture undertook to show how alleged advantages of water transportation 
in the past had largely developed around the concept that it is a lower cost 
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” 


type of transportation, that the concept of “inherent advantage, however, 
would have to be set aside if we should accede to the claim that water-carrier 
rates in this instance must be increased, and that the foundation therefor must 
be provided by substantial increases in the all-rail rates. Counsel construes 
the issue as a request that we require increases in rates of one type of carrier 
to permit another type of carrier to share the traffic. We agree with counsel that 
such is not required by the statute. 

By petition dated March 21, 1946, the Acting Chairman of the USS. 
Maritime Commission and the Acting Administrator of the War 
Shipping Administration requested the Interstate Commerce Commis- 
sion to institute an investigation into the lawfulness of existing rail- 
road rates and practices to the extent that they were competitive with 
domestic water carriers. 

They recited that the resumption of private operation of coastwise 
and intercoastal steamship lines—then being operated by the War 
Shipping Administration—was hindered by the unfavorable financial 
outlook for privately operated water carriers. This condition, they 
said, was foreshadowed by the low earnings of the water carriers prior 
to 1941, when domestic ocean transportation was suspended because of 
the war, and since has been aggravated by substantial increases in the 
cost of ship operation. 

One of the contributing causes, according to the U.S. Maritime Com- 
mission, lies in— 
unduly depressed rail rates on competitive traffic and certain repressive practices 
adopted from time to time by the railroads to meet water competition. 

The joint petition of the U.S. Maritime Commission and War 
Shipping Administration contained the following statement: 

Prior to the war the general economic condition of the waterlines was unsound. 
The situation was referred to by the Maritime Commission in 1939 in a report 
entitled “Economic Survey of Coastwise and Intercoastal Shipping’ which 
revealed that during the decade from 1928 to 1938 42 major companies had 
sustained an aggregate deficit after depreciation of overy $40 million. 

Following the filing of this petition the Interstate Commerce Com- 
mission surveyed all its outstanding orders under the long- and short- 
haul provision of section 4 based on water competition, and on July 19, 
1946, the Commission reopened virtually all such orders for reconsid- 
eration in a countrywide order. Therein, applicants were directed to 
show cause why the outstanding relief granted in 95 specified applica- 
tions should not be modified and vacated. 

In the Commission’s 62d annual report (1948), it reported to the 
Congress that of the 95 applications which cover relief to meet ocean 
competition, 56 had been denied and the previous orders granting 
relief vacated ; 25 had been cotninued at least in part because investiga- 
tion had shown that conditions justified relief to the extent continued, 
and there were still a few pending applications which had been heard 
or were to be heard. 

Attention is directed to the Commission’s report in All Rail Com- 
modity Rates Between Calif., Oreg., and Wash. (268 ICC 515), in 
which the March 21, 1946, petition of the Maritime Commission is 
discussed in some detail, and in which the Interstate Commerce Com- 
mission vacated and set aside fourth-section relief orders which had 
been previously entered in 15 applications, because there was no 
longer justification for continuation of the relief. These 15 appli- 
cations covered rates on commodities generally between points on the 
Pacific coast. 
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In the 60th (1946) through 64th (1950) annual reports, we pre- 
sented to the Congress in full and complete detail, a report of the 
conditions in the water carrier industry and the actions which we 
had taken in the postwar years responsive to the petitions of the U.S, 
Mari itime Commission, and on our own initiative, to attempt, within 
the framework of our statutory authority, to resolve the problems 
confronting the water carrier industry. 

I should mention here that during this period, there were several 
general-increase rate proceedings involving the all-rail rates, in which 
the Commission authorized rather substantial increases in the all- 
rail rates. 

Because the pertinent portions of these annual reports are some- 
what lengthy, they have been prepared as exhibits. In order to con- 
serve the time of the committee, it is requested that they be incor- 
porated in the record. They describe all of our actions and 
proceedings and the outcome of each. 

We are of the view that the history of the decline of the coastwise 
and intercoastal shipping industry clearly shows that this is not a 
new or recent development. We submit that had it not been for the 
actions taken by the Interstate Commerce Commission in the post- 
war years in response to petitions of the U.S. Maritime Commission 
and on our own initiative, the present extreme condition may have 
been reached long before now. I also invite your attention to the 
fact that this condition is not confined to the coastwise and inter- 
coastal shipping industry. 

To illustrate, I would like to quote from an editorial contained in 
the January 30, 1960, issue of Tratlic World: 

Only two sets of figures are needed to demonstrate that things aren’t too rosy 
for most of the U.S.-flag freight lines engaged in foreign trade. In the “Sta- 
tistics” section of this magazine appears a report showing, as of January 1, 
1960, a total of 9389 vessels of 1,000 gross tons or more in the active U.S. ocean- 
going fleet. A year earlier the corresponding total was 960. On January 1, 
1955, it was 1,247; at the beginning of 1954, the total was 1,384. 

As an indication of factors contributing in some measure to the 
difficulties with which these water carriers are faced, I quote from 
the opening paragraph of the remarks of Mr. Keith W. Tanglinger, 
formerly vice president, Pan-Atlantic Steamship Co., during a panel 
discussion on “Containerization—The New Frontier in Transporta- 
tion,” at the 10th annual summer meeting of truck trailer manufac- 
turers in July 1958: 

When Pan-Atlantic Steamship Corp. discontinued their scheduled break-bulk 
steamship service between North Atlantic and gulf ports in May of 1956, it 
marked the end of scheduled coastwise steamship service in the United States. 
The termination of this service was forced because stevedoring costs were actu- 
ally exceeding freight revenue. These conventional shipping methods were not 
competitive with other forms of tr: ansportation because of these high steve- 
doring costs, the slow service, excessive freight damage, and the fact that only 
low-rated commodities were available to water carriers. 

Mr. Ralph E. Casey, president, American Merchant Marine Insti- 
tute, Inc., in an address before the annual convention of the Inter- 
national Longshoremen’s Association at Miami Beach, in July 1959, 
said in part: 

You know, as well as I, that our once flourishing domestic trades are now dead. 
It is often said that this is the result of unfair treatment by the Interstate 
Commerce Commission. That may have played a part, but when they tell me it 
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costs more to load a ship in New York and unload it in San Francisco than it does 
to bring it 5,000 miles around three coasts, including the transit of the Panama 
Canal, I question whether the Government is primarily to blame. 

Mr. Chairman and members of the subcommittee, we appreciate 
this opportunity to appear here today and to express our views on this 
most important subject. If there are any questions, I shall be happy 
to try to answer them. 

(Attachment to the statement follows :) 


Steps taken in Suspension Procedures 
Where the Board acts initially: 








Office of Secreta Q 
3 : Clerical staff ; 
ot Cited Buk Wetter Q 
ks ee ite G) 
R Board Members () 
Di Glerical stare; © 
If reconsideration requested: ‘s ‘ 
: ® 


Appellate Division 2 : 











WHERE DIVISION 2 ACTS INITIALLY: 





Board Members : ) 


Division 2 
Order reviewers- 


| 


Clerical Staff : Chasse sen, 
+ es 
‘ ; ' 
. 
If reconsideration is requested: ° Of Division 2's * Of Division 2's 
» action not to * action to sus- 
‘ suspend or in- , pend or inves- 
* vestigate » tigate 
s 





s 
Bu. Rates & Practices: . Eg 
® ¢ 
Division 2 . (F) 
‘ . 
Entire Commission ; G 


Exurpir No. 1 


1. Petitions are received in the Section of Mails and Files, Office of the Sec- 
retary, and sent to the Board of Suspension. 

2. The clerical staff of the Board assigns a case number to the petition and 
enters a brief description of the case in a ledger (if more than one petition is 
received against the same adjustment they are consolidated under the same 
case number); checks petitions for certification, timely receipt, and other 
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requirements of the Commission’s rules of practice; generally notifies respond- 
ent of the filing of the protest and sends him a copy of it; places a copy of the 
petition in a file for public information; assigns the case to one of four dif- 
terently constituted quorums of the Board; then passes the file to the chief 
report writer. 

3. The chief report writer assigns the case to a report writer, taking into con- 
sideration the probable difficulty of the case and the pending workload of the 
several report writers. 

4. The report writer examines the protested schedules in the light of the 
protest. If rates are involved he immediately selects points which would be 
representative of the adjustment and submits this representative selection with 
verified distances and a copy of the protest to the Commission’s Cost Finding 
Section for cost estimates. (Such estimates are generally furnished not later 
than the fourth workday prior to the effective date of the protested schedules.) 
Meanwhile, the report writer begins analysis of the protest and on his own 
initiative develops pertinent facts and information which are incorporated into 
a written report. Upon receipt of representations of the proponent carriers and 
others he makes similar analyses and verifications thereof which are added to 
his written report. He then submits his report with conclusions and recom- 
mendation of action to be taken, together with schedules involved, copies of 
protests, replies, and other papers pertinent to the case, to the chief report 
writer, generally not later than 9 a.m. of the third workday prior to the effective 
date of the protested schedules. 

The chief report writer or his assistant usually has become familiar with 
and given guidance in the preparation of reports in the more difficult cases, 
To the extent that time permits, he reviews each report with the view of 
making certain that it accurately and completely sets forth all available infor- 
mation, including important points made by all of the parties. He makes such 
corrections and supplies such additional information as he deems appropriate. 
If he disagrees with the report writer’s conclusions and recommendations, he 
submits his own in addition thereto. The entire file is then handed to the first 

soard member of the assigned quorum. 

6. The first Board member of the assigned quorum carefully goes over the 
information contained in the report and the basic data submitted therewith 
(protests, replies, protested schedules, and other papers) and satisfies such 
questions as may be prompted by his experience and familiarity with prior cases 
involving similar matters. To this end he may review previous actions of 
the Board and of Appellate Division 2, refer to decisions of the Commission, 
and obtain additional information from sources available. He may supplement 
the report with information he has developed, augment the reasons given by 
the report writer and/or chief report writer for their recommended action, or set 
forth his own reasons for taking different action. He then records his vote by 
notation. The other members of the assigned quorum give each case similar 
treatment. Any member may request a conference with the others. The last 
member to vote notes the consensus of the quorum and passes the file to the 
order reviewers and/or clerical staff. 

7. When the vote of the Board is not to suspend or investigate, the Board’s 
clerical staff promptly mails notices of the Board’s action to all interested parties 
in the case, except that those who have so requested will be notified by telegraph 
or telephone collect. 

When the vote is to suspend, or to investigate without suspension, an order 
reviewer checks the order prepared by the report writer, or prepares the order, 
with the view of giving effect to the Board’s action. The order is then sent 
to the Commission’s Section of Dockets for service on all parties of interest. 
Copies of orders of suspension are sent promptly to the Commission’s official 
and public tariff sections for filing with the schedules suspended. A notice to the 
public describing the suspended schedules is made available in the Office of the 
Secretary. All parties of interest are notified of the Board’s action. Generally 
respondents are notified by telegram if the protested schedules are suspended, 
in full or in part. Other parties of interest are notified by letter unless they 
have requested that they be notified by other means of communication (tele- 
graph or telephone). 

8. Appeals, petitions: When the Board has declined to suspend all or part of a 
protested adjustment, any protestant may file in writing (telegram is sufficient) 
a petition (appeal) for reconsideration by Appellate Division 2, provided it 
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effective date of the tariff or schedule in question. Petitioners must give tele- 
graphic notice to the respondents. As no replies are contemplated under the 
rules, petitioners are expected, except in unusual circumstances, to rely upon 
representations previously filed with the Board. For this appeal procedure to 
be practical, the Board must act initially 2 or more workdays prior to the 
effective date of the protested tariff or schedule. 

Immediately upon receipt of an appeal, the report writer’s memorandum, 
as changed or supplemented, setting forth the information developed in the 
ease and the Board’s opinions, conclusions, and vote, is reproduced and a copy 
thereof, together with copies of all protests, replies, and other papers pertinent 
to the case, are circulated to each member of Appellate Division 2. The Ap- 
pellate Division has authority to sustain, reverse, or modify the action of the 
Board and its decisions are administratively final and not subject to review 
by the entire Commission. Prior to the effective date of the protested adjust- 
ment, generally the last workday prior thereto, the Appellate Division will 
inform the Board of the action it has taken on the appeal and the order re- 
viewers and/or clerical staff of the Board will then observe the same procedure 
with respect to the action of the Appellate Division as hereinbefore outlined in 
paragraph 7 with respect to Board action. 

When, however, an order to suspend and investigate, or to investigate has 
been issued either by the Board or (after appeal) by Appellate Division 2, any 
interested party may file with the Secretary’s office, within 20 days after the 
service of the order, a petition for reconsideration of the order.’ Such petitions 
generally seek vacation or modification of the order. Replies to the petition, if 
any, are due within 20 days after the petition is filed with the Commission. If 
the order of suspension or investigation was issued by the Board, the petition 
for reconsideration and the replies thereto are forwarded by the Secretary’s 
office to the Board. Acting in an advisory capacity, the Board prepares a 
memorandum to Appellate Division 2 containing the facts in the case and the 
issues presented by the petition and reply, and including the Board’s conclusion 
and recommendation for disposition thereof. Copies of the petition and reply, 
as well as of the protest and replies thereto and other pertinent papers, are 
submitted with the Board’s memorandum. On the other hand, if the order of 
suspension or investigation was issued by Appellate Division 2, petitions for 
reconsideration and replies thereto are forwarded by the Secretary's office 
to the Bureau of Rates and Practices for processing and submission of recom- 
mendations to Appellate Division 2 for final disposition. Upon receipt of a 
memorandum from the Appellate Division setting forth the action it has taken on 
the petition, the Board’s staff notifies all interested parties and enters, in the 
name of the Appellate Division, any orders that may be necessary to give effect 
to its action. 

After denial by Appellate Division 2 of a petition seeking vacation and/or 
discontinuance of any order entered by it or the Board, any further petition for 
reconsideration by the same party upon substantially the same grounds will not 
be entertained. If, however, in acting on a petition for reconsideration, the 
Appellate Division reverses, changes, or modifies the previous determination of 
the Board, a further petition may be filed by any party to the proceeding 
adversely affected by the decision of the Appellate Division and such petition 
will be considered and disposed of by the same Appellate Division. In such 
cases, the Board or the Bureau of Rates and Practices again acts in an advisory 
capacity in the manner hereinbefore indicated. 

(a) Division 2 acts initially, either upon protest or on its own motion, with 
respect to adjustments involving general increases throughout a rate territory 
or an area of wider scope, in instances where tariffs are filed in purported com- 
pliance with an order of the Commission, and where any matter has been certified 
to the Division by the Board of Suspension. In any event, the steps taken are 
the same as when the Board acts initially, except that the Board report is 
addressed to Division 2 and, instead of acting by vote, a quorum of the Board 
makes a recommendation to the Division as to the action to be taken. 

(6) This report, together with copies of all statements submitted by parties to 
the proceeding, is then circulated to each member of the Division. 

(ec) After the Division acts, the order-reviewers and/or the clerical staff per- 
form the routine duties heretofore described. 





1 Hearings, etc., in investigation and suspension and in investigation proceedings of the 
a under consideration are under the jurisdiction of the Bureau of Rates and 
ractices. 
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(@) When Division 2 acting initially declines to suspend and a petition for 
reconsideration (appeal) is filed (a telegram is sufficient), the petition is acted 
upon by the entire Commission, usually in conference because of the time element 
and the availability of only a limited number of copies of protests, replies, ete, 

(e) When a petition is filed for reconsideration of an order of suspension or 
investigation entered by Division 2 acting initially, the petition and replies 
thereto are processed in the Bureau of Rates and Practices, which prepares aq 
memorandum containing a discussion of the facts and issues presented by the 
petition, and its recommendations in the matter. 

(f) This memorandum and recommendation, accompanied by the petition, 
replies, and any other pertinent data, is submitted by the Bureau of Rates and 
Practices to Division 2 for action. 

(9g) If Division 2 does not grant the petition, the memorandum and accom- 
panying papers are circulated to the entire Commission for consideration and 
final action. 

ExHIBIT No. 2 


SIXTIETH ANNUAL Report, 1946 
(Excerpt from pp. 32, 33, and 34) 
WATER COMPETITIVE RAIL RATES 


The Acting Chairman of the U.S. Maritime Commission and the Acting 
Administrator of the War Shipping Administration, in a petition dated March 
21, 1946, requested us to institute an investigation into the lawfulness of exist- 
ing railroad rates and practices to the extent that these are competitive with 
domestic water carriers. They recited that resumption of private operation of 
coastwise and intercoastal steamship lines (then being operated by the War 
Shipping Administration under temporary authority, as stated elsewhere in this 
report) was hindered by the unfavorable financial outlook for privately operated 
water carriers. This condition, they represented, was foreshadowed by low 
earnings of the water carriers prior to 1941, when domestic ocean transportation 
was suspended because of the war, and since has been aggravated by substan- 
tial increases in the cost of ship operation. A primary contributing cause of 
the condition, according to petitioners, lies in “unduly depressed rail rates on 
competitive traffic and certain repressive practices adopted from time to time 
by the railroads to meet water competition.” The petitioners stated that such 
competitive rates are unjust and unreasonable in that they are lower than 
necessary to meet water competition, excessively lower than normal rates, and 
not reasonably compensatory. They pointed out that some of these rail rates 
had been established under relief from the long-and-sbort-haul provision of sec- 
tion 4 of the Interstate Commerce Act, and urged that such relief is no longer 
justified in view of interim increases in transportation costs and other changed 
conditions. 

Responding informally to the petition by letter, we called petitioners’ atten- 
tion to the fact that to an important extent the water carriers were in a posi- 
tion to compel increases in rail rates merely by raising certain of their own 
port-to-port rates to which rail rates had been differentially related under our 
fourth-section orders. Subsequently, the water carriers acted on this suggestion 
in a number of instances. We stated that, where fourth-section relief had been 
granted without prescribing a differential between water rates and rail rates, a 
substantial revision of the water rates without a corresponding revision of all- 
rail rates might be viewed as such a change in the competitive conditions as 
would warrant modification of the outstanding fourth-section relief. In line 
with this suggestion we have ordered railroad carriers to whom relief had been 
granted under section 4(1) of the act, by reason of the existence of water com- 
petition such as set out in the petition, to show cause why the relief which had 
been granted in about 65 proceedings, embracing 95 applications, should not be 
vacated or modified. Returns to this order have recently been filed and are 
under consideration. It is of interest that a considerable proportion of the re- 
turns, relating to 33 applications out of the 95 involved, withdraw the underlying 
applications and consent to rescission of outstanding relief, as the relief is no 
longer necessary because of subsequent rate adjustments. 

A controversial aspect of this situation relates to rail rates which conform 
to the fourth section but are deemed by the petitioners to have been made lower 
than they would otherwise be, on account of competition from water or highway 
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carriers. Rates of this kind are so numerous and widespread as to be incapable 
of brief description. A proceeding of investigation embracing them would be 
one of great magnitude and complexity. In view of this fact, and because of 
numerous protests from railroads and shippers against the institution of such 
a broad and indefinite investigation, we issued a public notice inviting expres- 
sions of views from interests which might be affected concerning the general 
desirability and feasibility of such a proceeding, particularly with respect to 
the question of whether the Interstate Commerce Act furnishes authority for 
granting petitioners relief in the manner and form which they seek, and if so, 
the specific sections of the act which should be invoked therein. We invited 
suggestions concerning the scope of the proposed investigation and means of 
expediting and facilitating its disposition. Briefs dealing with these questions 
have been filed by a large number of interested parties, and we have heard orai 
argument thereon. In due course we shall announce our conclusions in the 
premises. j : 
QXxHIBIT No. 3 


SIXTY-FIRST ANNUAL REporT, 1947 
(Excerpt from pp. 46-50) 
WATER CARRIER CONDITIONS AND EMERGENCY SERVICE 


Shipping in the coastwise, intercoastal, and Great Lakes trades has continued 
to be affected by adverse economic and attendant conditions. The prospects 
for substantial revivals of service in these trades appear not materially different 
from those reported in our last annual report. The U.S. Maritime Commission, 
which had been operating under temporary authority granted by us, discontinued 
Government-operated service in the coastwise and intercoastal trades on July 1, 
1947. Since that time, limited scale private operations have been resumed in 
the Atlantic-Gulf and the intercoastal trades, but so far there have been no 
revivals of common-carrier operations in the relatively short-voyage Atlantic 
coast trade and in Pacific coastwise service. Private operators have been 
deterred by financial considerations, and this appears to have been particularly 
true with respect to the last-named trades. 

All of the certificated intercoastal lines resumed private operation after with- 
drawal of the Maritime Commission, but the plans of the operators are not 
yet fixed, and the scale of these operations in the coming year is uncertain. 
Indications point to the probability that there will be about 56 vessels operated 
on round voyages in this service during the remainder of 1947, which approxi- 
mates the number operated by the Maritime Commission and one-third the num- 
ber in operation prior to the war. 

Three geieral cargo carriers are operating 14 vessels in the Atlantie and gulf 
trades, compared with some 15 lines which operated approximately 125 vessels 
prior to the war. Three other carriers resumed operation in this trade following 
discontinuance of service for the Maritime Commission but withdrew after a 
few voyages because of heavy losses. There has been no appreciable resumption 
of service by the Great Lakes general cargo carriers, Whose competitive situation 
seems to be similar to that of the Atlantic coast and Pacifie coast carriers. 

With exceptions in certain sections, water carriers on the inland waterways, 
other than the Great Lakes, have made progress in stabilizing their operations. 
In certain areas there has been a rise in tonnage due largely to increases in 
exempt movements. Some barge lines are acquiring new equipment. There are 
indications that in general some improvement in net operating results can be 
expected. The upward trend of competitive rail rates will aid all inland-water 
carriers. 

In general it appears that revival of domestic shipping to a degree approaching 
the prewar scale cannot be anticipated until there is an improvement in the 
relationship between supply and demand and between costs and revenues. 
Recent general increases in railroad rates have of course been of some benefit 
to water carriers in the latter respect. 

During the year the number of applications filed by water carriers for tem- 
porary operating authority to meet emergencies was 78 or approximately 70 per- 
cent in excess of the number received during the preceding year. This increase 
was due in part to the shortage of general transportation facilities. 
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WATER COMPETITIVE RATES 


In our last annual report, pages 32-34, we referred to the request of the U.S. 
Maritime Commission for an investigation of the lawfulness of the railroad rates 
and practices so far as they are competitive with domestic water rates and prac- 
tices. We outlined the practical difficulties of initiating and promptly determin- 
ing a proceeding of such great magnitude and complexity as that requested. 
After hearing oral argument dealing with the scope of the proposed investigation, 
certain procedural aspects, and the specific commodities and territories to be 
embraced, we instituted five separate investigations. 

No. 29663, “Transcontinental Rail Rates,” and No. 29664, “Intercoastal Water 
Rates,” were instituted by our orders of December 12, 1946. The former is an 
investigation into the reasonableness of rail rates on numerous specified com- 
modities between the Pacific coast and eastern transcontinental groups. No, 
29664 relates to the reasonableness of the corresponding water rates between 
Atlantic and Pacific ports. No. 29708, “All-Water, Water-Rail, and Rail-Water 
Rates Between Pacific Coast Ports and Interior Points,” was instituted February 
20, 1947, and supplements the other two investigations with respect to the rates 
on certain commodities between interior points in the Mississippi Valley and the 
Pacific coast via New Orleans. 

On March 27, 1947, two more investigations were initiated, No. 29721, “All-Rail 
Commodity Rates Between California, Oregon, and Washington,” and No. 29722, 
“Pacific Coastwise Water Rates,” in which we brought in issue the reasonabie- 
ness of all-rail rates on numerous commodities between California points and 
points in Oregon and Washington and the corresponding coastwise water rates. 
As the hearings progressed, it became evident that the extent and character of 
the relief from section 4 provided by our orders then outstanding in Pacific coast 
fourth section applications (fourth section applications Nos. 13457 et al.) was 
inextricably interwoven with the adjustment of rail rates along the Pacific 
coast. Accordingly those proceedings, which had previously been reopened, were 
set for hearing along with the two investigations mentioned above. 

An investigation of the corresponding water rates, it should be noted, had not 
been suggested by the moving parties but was deemed necessary by us as both 
the rail rates and the water rates affect the competitive situation between the 
two groups of carriers. 

Prior to the hearings the rail and the water respondents differed sharply as 
to the need for readjustment of their respective rates. In general, the water 
lines urged that the rail rates should be materially increased, presumably by a 
minimum-rate order, but at the same time they stated that, until they were in- 
formed as to the probable level of the increased rail rates, they would be unable 
to indicate the extent of any proposed increase in their own rates, for which 
apparently they considered a minimum-rate order undesirable. The rail respond- 
ents, on the other hand, appeared not averse to considering some increases in 
their own rates but professed complete inability to make a proposal without 
knowing what might be done with the water rates, and were strongly opposed 
to any mandatory increase in the rail rates. This impasse seemed likely to result 
in lengthy and inconclusive hearings. Since it appeared that the two groups 
of respondents were deterred from any mutual consideration of proposals by 
fear of prosecution under the Sherman Antitrust Act, the Maritime Commis- 
sion obtained from the Attorney General an expression to the effect that repre- 
sentatives of the interested carriers would not be charged with violations of that 
act if at the direction of this Commission they conferred for the purpose of 
considering proposals of readjustment of rates to be passed on in these pro- 
ceedings. Upon motion of the Maritime Commission reciting these facts we 
thereupon directed the respondents to confer for the mutual consideration of 
their proposals and “to submit to this Commission, without prejudice to any 
party in interest, proposals of adjustment in the form of suggested rates which 
they are prepared to defend as just and reasonable in conformity with the rules 
of ratemaking set forth in sections 15a(2) and 307(f) of the Interstate Com- 
merce Act.” After so conferring, the respective groups of respondents an- 
nounced their proposals, which were made the subject of extensive evidence at 
the subsequent hearings held in Washington in the latter part of April and in 
San Francisco the last week in May. 

On June 26, 1947, we issued our first reports in these investigations, 268 ICC 
515 and 567. Revised rail rates, resulting from our findings and orders in these 
proceedings, became effective on August 15, 1947, as to the transcontinental ad- 
justment, and on September 15, 1947, with respect to certain features of the 
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Pacific coast adjustment. Both of these adjustments gave effect to such pro- 
sals of the respective rail respondents as were found not unlawful. In addi- 
tion, the Pacific coast adjustment embraced a comprehensive revision of rates 
made necessary by our cancellation of the fourth section relief previously granted 
on the ground of water competition between the Pacific coast ports. A further 
revision of the rail rates on the Pacific coast to conform to our findings and 
suggestions is in the course of preparation by the rail respondents. All of 
these investigations have been held open for such further proceedings as may 
be required in the light of the proposals made in conformity with these 
decisions. 24 , 

In our last annual report reference was made to our order requiring rail- 
earrier applicants in some 95 applications to show cause why orders granting 
relief from the provisions of section 4(1) should not be vacated or modified. 
We also stated that in 33 of the applications the rail carriers had already con- 
sented to rescission of the outstanding relief. Dealing with the remaining ap- 
plications, as of May 19, 1947, we ordered the outstanding relief continued on 
19 applications, and in 32 others ordered hearings held. These applications 
involved rates largely in the Atlantic and gulf competitive area. This action 
was in addition to that taken in Pacific coast fourth section applications referred 

above. 

“iecatie to our supplemental show-cause order dated June 17, 1947, seven 
additional applications were withdrawn by railcarriers. 

Upon petition of American Waterways Operators, Inc., and others operating 
parges principally on inland waters, we have recently issued a similar order 
requiring rail applicants to show cause why outstanding orders of relief in 11 
proceedings, embracing 48 applications, should not be vacated or modified. 

By order of October 29, 1947, upon consideration of petitions filed by certain 
water lines engaged in the Atlantic-gulf service, we reopened certain proceed- 
ings in which we had prescribed maximum reasonable class and commodity 
rates for rail-ocean, ocean-rail, and rail-ocean-rail service between points in 
the Southwest and points along the Atlantic seaboard, together with the pro- 
ceedings involving the divisions of such rates. These proceedings include the 
ocean-rail phases of Consolidated Southwestern cases (123 I1.C.C. 208, 211 L.C.C. 
€01, 222 I.C.C. 229), and Bull 8. 8S. Line v. Abilene € 8S. Ry. Co. (237 I1.C.C. 
15, 241 1.C.C. 501, and 251 I.C.C. 475), where we prescribed the general basis 
for rates over these rail-ocean routes, Tex-O-Kan Flour Mills Co. v. Abilene & S. 
Ry. Co. (241 1.0.C, 248, 255 1.C.C. 5, and 263 1.C.C. 91), in which we prescribed 
joint through rail-ocean rates on grain and its products from southwestern 
origins to the North Atlantic ports, and Agwilines, Inc., v. Akron, C. & Y. Ry. 
Co. (248 LC.C. 255 and 266 I.C.C. 78), in which we prescribed reasonable and 
equitable divisions of the joint through ocean-rail class rates and certain com- 
modity rates. These proceedings will be set for hearing shortly. 


ExuHisiT No. 4 
SrixTy-SEcoND ANNUAL Report, 1948 
(Excerpt from pp. 47 to 54) 
WATER CARRIER CONDITIONS 


On pages 46-47 of our last annual report, we discussed conditions in the 
domestic water-carrier industry. During the 12 months covered by this report, 
the regulated water carriers generally have suffered further increases in their 
operating costs which tend to offset in most instances the additional revenue 
derived from general increases in rates. There has been some increase in 
their tonnages, and certain water carriers are in better financial condition, but 
the net operating results of many of these carriers are still unsatisfactory. In 
the coastwise and intercoastal trades, the steamship companies which took over 
the operations discontinued by the Maritime Commission on July 1, 1947, made 
little progress toward the revival of their prewar operations. Services to and 
from minor ports have been curtailed and one of the intercoastal common 
carriers has suspended its services in that trade. One of the major prewar 
Atlantic coastwise general-cargo carriers recently surrendered its certificate 
and is in process of liquidation. 

Approximately 60 vessels are now being operated on round voyages in common- 
carrier service in the Atlantic and gulf-Pacific intercoastal trades. This is about 
one-third of the number in such service prior to the war. Three general cargo 
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carriers are operating some 14 vessels in the Atlantic and gulf coastwise trades, 
providing regular scheduled service at 3 Atlantic ports and 7 gulf ports. Be. 
cause of adverse cargo and other conditions some of these carriers are not 
serving all of the ports which they are authorized to serve. Prior to the war 
about 15 lines operated approximately 125 vessels in these trades. One of them, 
authorized to transport citrus fruits in the Florida-north Atlantic trade, has 
announced that it will not resume service this season because of financial losses 
sustained from previous postwar operations. This is the only citrus carrier 
to attempt to reenter the Florida trade since the war. Four carriers operating 
24 ships were engaged in the transportation of citrus from Florida prior to the 
war. In the Pacific coastwise trade two contract carriers have been operating 
six or seven vessels in the transportation of lumber, but there has been little 
Pacific coastwise common-carrier service since the discontinuance of operations 
by the Maritime Commission. Only two carriers operating three vessels have 
provided the latter type of service. 

There has been practically no resumption of service by the Great Lakes pack- 
age-freight carriers, and it appears that the the situation of such operators is 
much the same as that of the Atlantic and Pacific coastwise carriers. 

The costs of the coastal and Great Lakes carriers are at a level which makes 
effective competition with other agencies very difficult. Although benefits have 
acrued to them from general increases in rail rates, these increases have had 
some adverse effects on the rates available to water carriers. The problems of 
these carriers can be met effectively only if, in addition, concentrated efforts can 
be successfully directed to the reduction of costs. The chief remedy in this 
respect appears to be the development of modern and possibly different types 
of equipment and terminal facilities, and improved methods, that will enable 
substantial reductions of costs per ton handled. 

In general there has been improvement in the financial results of water- 
earrier operations on the inland waterways other than the Great Lakes. With 
exceptions, the bargelines’ volume of traffic increased over the previous year, 
and there has been a better relation between their revenues and costs of oper- 
ation. Expansion of their fleets has been limited by the short supply of steel, 
although there have been some acquisitions of new and improved equipment. 


WATER COMPETITIVE RAIL RATES 


In our preceding annual report, pages 47 to 50, we listed the proceedings we 
had initiated or reopened to determine as quickly as possible any unlawfulness 
in the railroad rates and practices so far as they are competitive with water 
rates. We outlined the issues raised in the various proceedings to this end and 
our findings and orders entered within the scope of our authority to enable the 
water lines to restore water service adequate to meet the needs of the commerce 
of the United States and the national defense. 

The water carriers are generally free to publish and file (subject to possible 
protest and suspension) whatever rates they choose to obtain and justify, since 
their present rates are not held by any of our outstanding orders. But what 
they can do freely so far as the Interstate Commerce Act bears on their oper- 
ations, is in practice restricted by the effective rates or combinations of rates of 
the rail carriers, made or held pursuant to our orders or voluntarily estab- 
lished by the railroads, to the extent water-carrier services are in compe- 
tition with the rail lines. So far as they participate in the traffic, the water 
lines seek increases in their own local, proportional, and joint rates with other 
water carriers, and in joint rates with the railroads. 

The effect of railroad rates on the ability of waterlines as well as other trans- 
portation agencies, to compete with the rail carriers in furnishing adequate and 
efficient service must be considered in determining lawful rail rates under the 
amended Interstate Commerce Act, interpreted in the light of the declaration 
of national transportation policy. But interests of competing carriers are but 
one of the many factors we must consider under the statute. Since the cre 
ation of this Commission, Congress and the courts have recognized the impor- 
tance of exercising the regulatory function in the interest of the entire Nation 
and all of its components that may be affected by transportation. As early as 
1896, in Texas & P.R. Co. v. Interstate Commerce Commission, 162 U.S. 197, 
the Supreme Court of the United States in discussing certain provisions of the 
act to regulate commerce, said at page 218: 

“We cannot concede that the Commission is shut up by the terms of this act 
to solely regard the complaints of one class of the community.” 
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In the same case, the Court, in enumerating and describing the consideration 
which should govern the Commission, stated at page 219 that “all circum- 
stances and conditions which reasonable men would regard as affecting the 
welfare of the carrying companies, and of the producers, shippers, and con- 
sumers, should be considered by a tribunal appointed to carry into effect and 
enforce the provisions of the act.” 

This broad perspective was again emphasized by the Court, May 31, 1910, 
in Interstate Commerce Commission v. Chicago RJ. & P. Ry. Co. (218 U.S. 88, 
102-103) : 

“From whatever standpoint the powers of the Interstate Commerce Com- 
mission may be viewed, they touch many interests, they may have great con- 
sequences. They are expected to be exercised in the coldest neutrality. * * * 
The outlook of the Commission and its powers must be greater than the inter- 
ests of the railroads or of that which may affect those interests. It must be 
as comprehensive as the interest of the whole country.” 

These guiding principles received additional sanction in the pronouncement 
by Congress of the national transportation policy, embodied in the 1940 amend- 
ment to the Interstate Commerce Act. In Class Rate Investigation, 1939 (262 
1.C.C. 447, 688), we indicated our interpretation of that policy and our com- 
pliance with the congressional mandate when we stated that the record devel- 
oped in that proceeding was adequate “to permit us to consider all the essen- 
tial circumstances and conditions which affect the welfare of carriers, of 
producers, shippers, and consumers, and of localities, districts, regions, and 
territories.” 

Our order in that proceeding was sustained by the Supreme Court in New 
York v. United States (331 U.S. 284), decided May 12, 1947. 

Hence, in determining the issue presented by the water lines in these various 
proceedings, we have had to weigh their interests along with those of all others, 
which, experience has shown, do not always coincide but sometimes conflict. 
Manifestly, a just conclusion in such circumstances may require that some inter- 
ests yield sufficiently to permit due recognition of the rights of others concerned 
with the results. 

In the long history of transportation in this country, rate structures have 
been evolved which have been expressive of the economic needs of carriers, 
producers, traders, and consumers. In view of the dominant role which the 
railroads have played in the development of the country, these rate structures 
have been the product primarily of the many forces which have played on rail 
transportation. They have not been perfect, but they have had a common 
purpose to accommodate the needs of commerce, which possesses an ever- 
present tendency to grow in volume and in the variety of the commodities 
which compose it and to expand the radius of its distribution. Shippers have 
constantly manifested a desire to reach out farther and farther into distant 
markets. Congress has recognized the importance of this factor in the rule 
of ratemaking, section 15a, as well as in the Hoch-Smith resolution. In no 
other country has there been such a degree of freedom of movement of com- 
modities over great distances. Failure to recognize these characteristics in 
shaping the form, contour, and substance of rate structures would be de- 
structive of the interests of all concerned. We have taken steps from time 
to time, on complaint and petition and on our own initiative, to bring more 
order and balance into structures developed over a span of many years, but 
we have recognized and, so far as possible, have preserved the historic spirit 
and purpose of rates and rate structures. We have seen how dependent the 
shippers of many sections in our national economy are on the maintenance of 
rate structures in whose formulation value-of-service considerations have played 
so large a part. 

Water transportation always has had some influence on rail-rate structures. 
In recent decades, its lower costs have forced many downward adjustments 
of rail rates, particularly in transcontinental and certain coastwise rates. In 
other cases, joint rail-water rates of large territorial scope have been evolved. 
Recent large increases in water-carrier costs, coupled with the difficulties ex- 
perienced by some branches of the industry in restoring services interrupted 
by the war, have caused reversal of the competitive positions of water and 
rail carriers. This reversal is, of course, the basis of the problems we now 
face in adjusting rail and water rates, with due regard for the rights of both 
rail and water carriers and for our responsibilities to the public. The ques- 
tions presented are complex in a high degree. 
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Rail rates, still the backbone of all transportation rates, are geared into the 
economic life of every section of the country. None illustrate this point better 
than the rates on such heavy-moving commodities as lumber, citrus and 
deciduous fruits, iron, and steel. The widely separated sources of these classeg 
of traffic and the desire of each producing area to share so far as possible in 
the markets of each section of the country, and the correlative desire of each 
market area to be able to draw from as many producing areas as possible, create 
a need for a level of rail rates and an adjustment between them which will 
move the traffic. Many producers, traders, and consumers are wholly or mainly 
dependent on rail transportation. Rate adjustments in these circumstances 
must be worked out primarily in terms of rail transportation. Rail-rate strue- 
tures are a matter of delicate balance. Radical adjustment upward of certain 
of these rates might require action both alien to the purposes underlying these 
structures and also highly disturbing to the interests vitally dependent upon the 
maintenance of reasonable rate relationships, and even to great areas not 
immediately affected by water service. It is impossible, as a matter of law or 
of economic policy, completely to disregard the way in which these rate strue- 
tures have been developed and the purposes they serve. It means, rather, that 
the problem cannot be approached with the interests of only one class of the 
community in view. 

In general the results of our efforts to adjust these water-competitive rail rates 
have not been satisfactory to certain of the water lines, who assert that their 
operations are still being conducted either at a loss or without adequate compen- 
sation, or that they are unable to operate at all on their former routes. They 
assert that, even as increased, the present competitive rail rates are depressed, 
and that, due to the slower service and other handicaps to which the water 
carriers are subject, they cannot expect to compete with the rail carriers on 
a profitable basis unless they are permitted to make considerable increases in 
their rates, but that they cannot do so and obtain or retain traffic unless 
there be a widening, or at least no lessening of the differentials between rail and 
water rates on the commodities which afford the principal and most attractive 
tonnage for the water lines. 

As was stated in our last previous report, five separate investigations have 
been instituted into the lawfulness of the most important water-competitive 
rail adjustments and the corresponding water rates on intercoastal and Pacifie 
coastwise traffic. As a result of the findings and orders in these proceedings, 
Transcontinental Rail Rates (268 I1.C.C. 567), and All Rail Commodity Rates 
Beween California, Oregon, and Washington (268 I.C.C. 515), revised rail rates 
have become effective. All of these investigations were held open for further 
proceedings, but none has yet been further heard. As a result of the general 
increases in freight rates authorized by us in the past 214 years the rail rates 
have been increased on the average about 45 percent in addition to the in- 
ereases brought about by our findings and orders in these proceedings. It has 
been deemed inadvisable to set for hearing these proceedings looking to orders 
requiring the involuntary increase of particular rates while applications of the 
rail lines for substantial general increases were pending. Some of the water 
lines have acquiesced in this delay. The intercoastal lines have suggested that 
the proceedings involving their rates be not set for hearing until the effect of 
these general increases can be determined. On the other hand, some of the water 
lines have urged that we grant no further increases to the rail lines until their 
water-competitive rates are increased to what the water lines consider a reason- 
able level. The Pacific coastwise water lines asked for a further hearing in the 
two proceedings involving Pacific coast rates, and a hearing was set for the 
middle of October 1948, but upon request of the water lines, because of a strike 
that has prevented their operation, the hearing has been postponed. 

Concerning the Atlantic-gulf situation, in docket No. 13535 et al., Con- 
solidated Southwestern Cases and related proceedings (see 123 I.C.C. 2038, 211 
1.C.C, 229, 287 I.C.C. 15, 241 I.C.C. 501, and 251 I.C.C. 475), involving the general 
adjustment of class and commodity rates for rail-ocean, ocean-rail, and rail- 
ocean-rail service between points in the Southwest and points along the Atlantic 
seaboard, which had been reopened at the request of certain water lines engaged 
in Atlantic-gulf coastwise service, further hearings have been held at which 
voluminous evidence has been introduced by the water lines. Additional hearings 
are in progress. 

Reopened docket No. 28090, Texr-O-Kan Flour Mills Co. v. Abilene & S. Ry. 
Co. (241 LC.C. 248, 255 1.C.C. 5, and 263 1.C.C. 91), which involves joint through 
rail-ocean rates on grain and grain products from southwestern origins to the 
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North Atlantic ports, has been set for hearing, but has been postponed several 
times at the request of the parties and now is set in January 1949. 

Docket No. 27969, Agwilines, Inc. v. Akron 0. & Y. Ry. Co. (248 1.C.C. 255, 
266 1.C.C. 78, and 269 I.C.C. 261), in which we prescribed reasonable and equi- 
table divisions of the joint ocean-rail class rates and certain commodity rates 
petween the Southwest and the Atlantic seaboard, had beeen reopened for a 
limited purpose, but upon petition of rail carriers operating in official territory 
the proceeding was reopened in its entirety. The proceeding was set for hearing 
put was postponed at the request of certain of the parties. A petition of the 
official rail lines has been received asking that the proceeding be not set until 
after hearings in the reopened rate proceedings referred to above and in another 
pending proceeding involving the all-rail divisions between the same points. 

With respect to the reopened fourth-section applications referred to in our 
previous reports, the Pacific coast proceedings embraced numerous fourth- 
section applications in which extensive relief had been granted the rail lines in 
1927 to meet ocean competition, and which had been since extended and sup- 
plemented. That relief was denied in the original report in those proceedings 
(268 I.C.C. 515), as has been previously reported. In addition we reopened a 
total of 138 fourth-section applications, 95 for relief to meet ocean competition 
largely in the Atlantic and gulf areas, and 43 to meet barge competition. Of the 
95 ocean-competitive applications, 56 have been denied and the previous orders 
granting relief vacated ; 25 have been continued at least in part because investiga- 
tion showed that present conditions justify the relief to the extent continued; 
hearings have been held or are about to be held in 12 other applications; 1 ap- 
plication is held pending determination of certain related rate proceedings ; and 
the remaining application does not appear to involve relief on the ground of 
water competition. Im many instances when these applications were set for 
hearing other applications were found to be so related that they were also re- 
opened and set for hearing at the same time. As to the 43 reopened barge- 
competitive applications, the outstanding relief was vacated in 10 of them, and 
was found justified by present conditions and, therefore, continued in 18 others. 
Of the 15 remaining, 14 have been assigned for hearing and 1 has been heard. 


SIXTY-THIRD ANNUAL Report, 1949 
(Excerpts from pp. 8 and 9, and from pp. 52 and 53) 


As in other years, conditions in water transportation have varied considerably 
in the several areas. Common carirer operations on the Atlantic and gulf 
coasts continue far below their prewar level, but a few steps have been taken 
during the year to add to the services available. Conditions remain difficult 
in the general Pacific coast area, though certain additions to service have been 
made or are in prospect. Attention is being given to types of craft not used be- 
fore the war. Conditions in the intercoastal field continue to be difficult. 
Great Lakes package service of the kind known before the war has not been able 
to recover, though the more specialized carriers in that area which report to us 
have experienced substantial increases of business. Conditions have been favor- 
able on the Mississippi River and its tributaries and on related waterways. 
Traffic in this area mainly in bulk commodities, has continued to show ability 
to grow and additional efficient equipment has been put in service. The 3-day 
week in bituminous coal mining, however, had adverse effects on carriers’ costs. 
The subsequent cessation of operations in eastern minefields and in the steel in- 
dustry has involved important items of water traffic. The successive increases in 
railroad rates have benefited water carriers in each of the several fields. In 
view of the higher costs that prevail, some water rates have been raised in 
accordance with the rail increases. In other cases, as on the inland waterways 
and as to particular commodities in other areas, the differentials between rail 
and water rates have been widened somewhat. In conjunction with the prevail- 
ing buyer’s market, this situation has proved beneficial to water carriers. 


WATER COMPETITIVE RAIL RATES 


In the past several years we have initiated a number of proceedings and 
reopened many others for the purpose of reviewing as speedily as practicable 
numerous rail and rail-water rate adjustments where the water competition was 
an important factor. The result has been the vacation of many orders which 
had authorized departures from the fourth section originally granted before the 
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war on the ground of water competition. In addition certain rail rates between 
the ports were increased beyond the level necessary to comply with the fourth 
section and beyond the substantial general increases authorized by us, which 
have carried the overall average rail-rate level to 157.8 percent of that in effect 
on June 30, 1946. 

Of the reopened proceedings, in which rail carriers had been granted relief on 
account of Ocean competition, all but nine have been determined. Of the re. 
opened proceedings relating to barge competition all but 14 have been determined, 
In 12 of the remaining 23 proceedings final reports are in the course of prepara- 
tion, and 10 proceedings have reached the proposed report stage. 

The three investigations into the transcontinental rail rates and the related 
intercoastal water and rail-water rates (Nos. 29663, 29664, and 29708) were the 
subject of a report in the summer of 1947, ‘‘Transcontinental Rail Rates,” 268 
1.0.C. 567, and have been held open since for such further proceedings as might 
be requested by the waterlines, but pending the determination of the series of 
rail applications for authority to make general increases in the rail rates, the 
parties have been content to let the proceeding rest. The two investigations into 
the lawfulness of the rail rates along the Pacific coast and the related coastwise 
adjustment (Nos. 29721 and 29722), embracing also a number of fourth section 
orders, were also the subject of a report, “All-Rail Commodity Rates Between 
California, Oregon, and Washington,” 268 1.C.C. 515. The revision resulting 
from that report and the orders entered therewith resulted in the elimination of 
all fourth-section relief based on water competition along the Pacific coast and 
in the further revision of the rates under the admonition of the report to remove 
any unjustified or unwarranted disparities between the rates from and to the 
ports as compared with those from and to interior points. 

Despite these revisions and the substantial general increases in the rail rate 
level, the results proved unsatisfactory to the Pacific coast waterlines, and 
during the past year the proceeding was further heard and submitted on oral 
argument. A final report is in the course of preparation. 

Other proceedings reopened at the request of the waterlines include No, 13535 
and related dockets. Consolidated Southwestern cases, in which we had pre- 
scribed maximum resonable ocean-rail rates between eastern seaboard territory 
and points in the Southwest. Upon, further hearing, 276 ICC 349, the out- 
standing orders were modified so as to permit the establishment of the in- 
creased rates sought by certain Atlantic-Gulf lines. In No. 28090, Texr-O-Kan 
Flour Milis Co. v. Abilene & 8. Ry. Co. (255 ICC 5, 263 ICC 91), we had pre- 
scribed maximum reasonable rail-water rates on grain and grain products from 
southwestern producing points to the North Atlantie ports. Upon petition of the 
water-carrier defendants we had reopened the proceeding for further hearing, 
but after several postponements of the hearing at the request of the parties, they 
agreed to the vacation of the outstanding order and the hearing was canceled. 

The disposition of the foregoing rate proceedings clears the way for the fur- 
ther hearing of No. 27969, Agwilines, Inc. v. Akron, C. & Y. Ry. Co. (248 ICC 
255, 266 ICC 78, and 269 ICC 261), in which we prescribed reasonable and 
equitable divisions of joint ocean-rail class rates and certain commodity rates 
between the Southwest and the Atlantic seaboard. These proceedings were 
reopened and set for further hearings some time ago, but upon request of the 
waterlines the further hearing was postponed until after the reopened rate 
proceedings have been determined. 


Exars:T No. 6 
Srxty-FourrH ANNUAL Report, 1960 
(Excerpts from pp. 11 to 15, inclusive, pp. 51, 52) 
WATER TRANSPORTATION 


The year covered by this report has been one of further adjustment and some 
additional recovery in the branches of domestic water transportation which 
have experienced difficulty in reestablishing themselves after World War II. 
Favorable factors of a general nature include the settlement of a number of 
changes in labor contracts without suspension of operations, further development 
of vessels of types which enable more efficient operation and reduce terminal 
handling costs, and clarification of water carriers’ understanding of the limits 
to which adjustments of competitive rates can be carried in their behalf. Costs 
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in some operations, however, continue at a level which puts the carriers at a 
severe disadvantage. The condition and problems of domestic water carriers 
have been considered in two Senate investigations and a House investigation 
of a broad nature. While the relations of rail and water rates have continued 
to be a problem to which water carriers attach major importance, there has been 
some tendency to look to legislation as a possible means of relief. The com- 
petitive positions of ports interested in both foreign and domestic trade have 
changed materially since the war and partly as a result of the war. A number 
of ports which have lost ground have been endeavoring in various ways to 
reestablish themselves. 

Conditions necessarily have differed considerably in the several trade areas. 
Operations in the Atlantic and gulf coastwise and inland trades have remained 
at a relatively low level compared with prewar, though some further recovery 
appears to have occurred during the year. Tons carried in 1929 were 14.2 per- 
cent lower and foreign revenue was 4.1 percent higher than in 1948, but in the 
first half of 1950 tons and revenues were higher by 4.1 and 21.8 percent than 
in the same period of 1949.4. The overall operating ratio declined slightly, from 
102.3 percent in 1948 to 101 percent in 1949, and the deficit in net income fell 
from $1,463,027 to $158,988. Aside from requests for temporary operating rights, 
there have been a few applications for new operating authorities or for exten- 
sions or modifications of existing authorities. Fourth-section relief was with- 
drawn on movements of anthracite coal from Pennsylvania mines to destina- 
tions in New England territory, and we directed the railroads to enter into joint 
through rates between North Atlantic ports and New Orleans with a line which 
has been extending its operations in the Atlantic-gulf trade. The difficulties in 
relating rail to water rates when water transportation is conducted on an exempt 
basis were noted in a decision as to certain proportional rail rates against which 
a coastwise water carrier and others had complained. 

The condition of such Great Lakes carriers subject to our jurisdiction as 
engage to a large extent in the transportation of coal, iron ore, grain, limestone, 
iron and steel, and passenger automobiles does not present any particular 
problem, but other carriers in this area have continue to experience difficulties. 
Tons carried by all reporting carriers were 6 percent greater in 1949 than in 
1948 and freight revenue was 15.3 percent greater. In the first quarter of 1950, 
however, both tons and freight revenue declined sharply compared with the 
same period of 1949; a smaller decline was shown in the second quarter. The 
overall operating ratio was 88.4 percent in 1948 and 87.2 percent in 1949: net 
income after provision for income taxes was 5.8 and 8.7 cents per dollar of 
operating revenue in the two periods. In response to the requests of shippers 
interested in so-called package freight service and of carriers, Congress enacted 
legislation which made 10 war-built vessels available on terms considered neces- 
sary to enable rehabilitation of such service. Applications have been filed for 
more vessels fhan were allotted for this purpose. 

Carriers operating on the Mississippi River system of waterways subject to 
our jurisdiction are generally in a sound economic condition. They continue to 
add modern, efficient equipment. Rates have been increased less in this area 
than the railroad rates. Traffic volume was affected in the period covered by 
this report by reduced production and the subsequent shutdown and slow re- 
covery of coal mining and by the strike in the steel industry. Tons carried 
were 9.6 percent lower in 1949 than in 1948 and freight revenue was only 4 
percent higher in 1949. Large reductions in volume occurred in the third and 
fourth quarters of 1949 and a lesser reduction in the first quarter of 1950, each 
period in comparison with the like period of the preceding year. This condition 
was reversed in the second quarter and volume and freight revenues were higher 
by 11.9 and 13.9 percent in the first half of 1950 as compared with the first half 
of 1949. The overall operating ratio was 90.2 percent in 1948 and 87.4 percent 





‘Only tons and passengers carried and freight and passenger revenues are reported 
quarterly. Percentage changes in freight revenue from period to period necessaryily 
differ, in some cases materially, from changes in total operating revenues. In the interest 
of a brief presentation, and in order to give more current data, only freight revenue is 
used for the present purpose. The same carriers are included in each period used in a 
given comparison of tons and revenue. ‘The operating ratio and net income per dollar of 
aoanet revenue, derived from the annual reports, do not necessarily relate to the same 
earriers in each period or to the same carriers as reported quarterly data during the year. 
Some adjustments of annual data have been made to enable better comparisons. In 
referring. for convenience, to “all carriers,’ class C carriers, which in 1949 accounted for 
6.7 percent of total reported operating revenues, are omitted. The brief summaries here 
presented necessarily obscure the many variations in conditions from company to company. 
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in 1949; net income per dollar of operating revenue was 4.3 and 6.4 cents in the 
two periods. The trend in this area for a number of years toward concentra. 
tion on commodities in bulk or in barge lots and the elimination in very large 
part of carload and less-carload service have led to complaints to us. It may 
be noted that we have granted an application for operating authority, not yet 
effective, to a common carrier which plans to furnish service not only for ship. 
ments handled in the conventional manner but also by use of containers and by 
transporting loaded trailers. Pickup and delivery service is to be rendered. The 
area to be served is a relatively limited one. Pending before us is an application 
of an existing specialized carrier for authority to transport general commodities 
on the Mississippi River and important tributaries and on the Gulf Intracoasta} 
Waterway. If this application is granted, the carrier will acquire a fleet of 
tractors and trailers and transport the trailers on its barges or self-propelled 
equipment in addition to its barge-lot business. The plans of the two appliea- 
tions reflect efforts, in the one case over a very large area, to tie water and 
motor transportation together and to eliminate expensive transfers of “package 
freight” to and from the water equipment. Two applications for new or addi- 
tional authority to conduct barge operations are pending before us, as is an 
application for passenger rights. The appeal taken by the railroads from the 
decision of a lower court which upheld our findings in Rail and Barge Joint 
Rates (270 1.C.C. 591), is now before the Supreme Court. 

There are evidences that a somewhat more optimistic attitude exists now 
among some water carriers in the Pacific coastwise and inland waterway trades 
than a year ago. There have been additional operations under existing operat- 
ing authorities, and several applications have been considered or are pending 
for extensions of present authorities. In large part, these applications involve 
the barge type of operation and common-carrier, general-commodity service, and 
most represent requests for rights along the coast as well as on specified inland 
waterways. Shifts in production of lumber and lumber products to points not 
within reach of the conventional type of vessel have been the basis of some of 
these applications. Factors contributing to the modest degree of recovery of com- 
mon-carrier service include more stable labor-management relations, increased 
rail rates, less emphasis by shippers on expedited service, and adjustments in op 
erating practices. These adjustments have resulted in part from the further 
use of special war-built equipment. Shipments of “packaged” lumber increased 
during the year. Shipping in this area also has benefited by the increased 
activity in the intercoastal trade, discussed presently. Certain carriers, in- 
eluding inland carriers, have felt the further effects of motortruck competi- 
tion. Carriers which report to us finished the year 1949 with 0.9 percent less 
tonnage carried than in 1948 but with 29.9 percent greater freight revenue. 
In the first half of 1950 tons carried were lower than in the same period of 
1949 by about 13 percent, but freight revenue was 17.5 percent greater. The 
overall operating ratio was 89.4 percent in 1948 and 87.8 percent in 1949; net 
income per dollar of operating revenue was 6.8 and 7.0 cents in the two periods. 
A further decision was rendered in April in All Rail Commodity Rates Between 
California, Oregon, and Washington (277 I.C.C. 511), and the proceeding was 
discontinued. 

Carriers engaged in the Atlantic-Pacific and Gulf-Pacific intercoastal trades 
transported 38.8 percent more tons and earned 52.0 percent more freight revenue 
in 1949 than in 1948. Tons carried in the first quarter of 1950 were 26.6 per 
cent above those of the same quarter of 1949 and freight revenue was higher by 
30.6 percent. While the second quarter showed substantially no change in ton- 
nage over that quarter of 1949 and freight revenues were only 7.9 percent higher, 
tons carried were 11.6 percent higher in the half year than in the first 
half of 1949 and freight revenue was 17.9 percent greater. East- 
bound tonnage was particularly heavy, although a balance of traffic in 
this direction is normal. The increases noted occurred prior to the outbreak 
of hostilities in the Far East and to the institution of rearmament program 
and therefore are apart from any effects which shortages of railroad cars 
may have on this trade. Applications for a number of extensions of operating 
rights and an application for an entirely new operation have been filed. Addi- 
tional ports are being served by given carriers and additional vessels have been 
used on single trips. Some faster ships have been put in service, with as much 
as 5 to 7 days’ reduction in turnaround time. Fewer vessels are being oper- 
ated under Government bareboat charters than a year ago, but some carriers 
which have not found it possible or desirable to acquire vessels have been per 
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mitted, under legislation which authorized the Federal Maritime Board to ex- 
tend bareboat charters of Government-owned vessels beyond October 31, 1950, to 
continue such chartering. 

While the number of ships is still well below the prewar figure, the increased 
size and speed of the ships now in use make comparisons based on numbers 
misleading. If the traffic carried in the first half of 1950, 2,366,719 tons, were 
to be multiplied by 2, the tonnage for the year would be about 68 percent of 
that of 1939. Additional, though still limited, passenger service is being pro- 
vided. There have been no interruptions of service because of labor-manage- 
ment differences. A change has been made by Congress in the basis for com- 
puting Panama Canal tolls. While the tolls will be a little higher, the increase 
will be materially less than it might have been on the old basis. Complaints 
continue about the effects of competitive rail rates and there has been some 
mention of the possibility of further use of joint water-truck rates as a means 
of effecting greater penetration of the country in the solocitation of inter- 
coastal tonnage. Annual reports of intercoastal carriers, other than carriers 
which also engage in foreign operations, are few in number. It may be noted, 
however, that for the two carriers so reporting in the 2 years the operating ratio 
declined from 105.9 percent in 1948 to 95.7 percent in 1949, and that, as against 
a net income deficit in 1948, there was net income of 1.8 cents per dollar of 
operating revenue in 1949. 


WATER COMPETITIVE RAIL RATES 


In our preceding annual report, pages 52 to 53, we outlined the progress made 
in numerous proceedings which had been reopened or were initiated for the 
purpose of determining as quickly as possible the lawfulness of the rail rates so 
far as they are competitive with the water rates. 

Of the reopened proceedings in which the railroads had been granted relief 
from the fourth section to meet ocean competition, all but two have been deter- 
mined. All of the barge-competitive proceedings have been decided, although one 
such proceeding has again been reopened. 

Among the investigations instituted Nos. 29663, 29664, and 29708, involving 
the transcontinental rail and rail-water rates and the related intercoastal water 
rates, were the subject of a preliminary report, Transcontinental Rail Rates 
(268 I.C.C. 567), and were held open for such further proceedings as might be 
desired by the waterlines. After receiving and considering the views of the 
parties, none of whom favored the continuance of the proceeding, we discon- 
tinued the investigation by order of October 2, 1950. 

In the similar investigations, Nos. 29721 and 29722, involving the lawfulness 
of the rail rates and competitive water adjustment along the Pacific coast, the 
first report, All Rail Commodity Rates Between California, Oregon, and Wash- 
ington (268 ICC 515), canceled all fourth-section relief based on water competi- 
tion and admonished the rail lines to revise their rates in the light of the views 
expressed in the report. This was followed by further hearings in which the 
rail lines were called upon to justify their newly established rates. In the re- 
port on further hearing (277 ICC 511), we found that, in general, the rail rates 
under investigation were not unreasonably low and had not been shown to be 
unjustly discrminatory or unduly prejudicial or otherwise unlawful, and dis- 
continued the investigations. We found that generally substantial increases 
in the rail rates along the Pacific coast have been brought about since our first 
report in this proceeding, over and above those resulting from the general in- 
creases. With few exceptions the rail rates were found not to be low in rela- 
lation to the cost of rail service. We further found that as to most of the 
traffic along the Pacific coast the rail lines, rather than the water lines, are the 
low-cost operators; and that the situation of the Pacific coast coastwise water 
lines is due primarily to high terminal and accessorial costs incident to water 
service, which frequently equal and sometimes exceed the entire cost of the 
competing rail service. In certain instances in which the rail rates appeared 
to be lower than justified or out of line with other rates, the rail carriers 
were called upon to initiate further adjustments. We have been advised that 
action has been taken to correct most of these situations. 

Frequently during the past year we have had occasion to consider, either in 
suspension proceedings or fourth-section application cases, rail rates reduced to 
meet water competition. Numerous suspensions of the rates resulted. In some 
instances, after investigation, the reduced rates were found not unreasonably 











592 DECLINE OF COASTAL SHIPPING INDUSTRY 


low; in others, they were found not justified and required to be canceled. It 
has been the general policy of the Commission not to grant any relief from the 
fourth section to meet water competition wtihout full justification at a hearing, 

Senator Barrierr. Thank you, Mr. Chairman Winchell. The ex- 
hibits will be incorporated in the record pursuant to your request. 

Mr. Wrvcueti. Thank you, Mr. Chairman. 

Senator Barrierr. Mr, Chairman, do you have any suggestions as 
to how our coastal maritime services may be restored / 

Mr. Wincuetyt. Mr. Chairman, I « ‘an’t speak for the Commission 
on that because the Commission, as far as I know, has never oflicially 
taken any position. Personally, if Bers coastwise and intercoastal fi ag 
ships are necessary for our eae il defense, then it is up to the Con- 
gress to determine whether the Government and all the taxpayers 
should subsidize those operations if they can’t economically meet the 
competition of rail carriers or whether the railroads are going to have 
to subsidize them and then incidentally, the shippers who pay the 
freight rates of the railroads which would have to absorb any loss 
in revenue that they have for meeting that competition. 

Senator Barrierr. Do you believe from the national standpoint 
that intracoastal and intercoastal maritime service is desirable or 
essential ? 

Mr. Wincneti. Again, I would have to express my own personal 
opinion. 

Senator Barrierr. Certainly, I am asking you only for your per- 
sonal opinion because you say the Commission hasn’t considered these 
matters. 

Mr. Wincue.t. I think, from all I have heard and read, that it is 
desirable in the interests of the national defense to have available to 
us in an emergency those boats which are within American waters 
and could be immediately put into Government service in case of 
an emergency. Our foreign-flag ships, many of them would be in 
foreign ports and not av: ailable for immediate use. 

Senator Barrierr. Do you have any personal opinion as to how this 
might best be accomplished ? 

Mr. WINcCHELL. Senator, I am not in favor of subsidies. But, it 
seems to me that, if the water carriers are not the low-cost mode of 
transportation and in some instances, the Commission is satisfied and 
has expressed the opinion that water carriers are not the low-cost 
mode of transportation, as stated in the statement, from a port-to- 
port movement and the direct line of the railroads, all rail movement 
between those ports, in most cases, it is probable that the water car- 
riers are the low-cost form of transportation. 

But, immediately they move inland and have to acd either rail or 
motor carrier prior or subsequent movements, then there is a question 
as to which is the low-cost mode. 

Senator Barrierr. You mentioned the limited number of employees 
in the section of tariffs. Do you need more money so you can have 
more employees in that section ? 

Mr. Wincuetit. Yes, we do, Mr. Chairman: we have requested an 
increase in each es our budget requests and I don’t know how we are 
coming out this yea 

Senator erences rr. Where does the failure to grant more money 
come from, Congress or the Bureau of the Budget ? 
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Mr. Wincuett. IT think the Bureau. I might stand to be corrected, 
but I think the Bureau of the Budget has been more liberal in what 
they have recommended than the Congress has been. _ 

Senator Barrierr. I shouldn't have asked the question. 

Mr. Chairman, in the interest of saving time, and because I can’t 
talk very well, I am going to turn the questioning over to counsel, but 
before doing so, we will state that if at all possible, it will be well for 
us to conclude this hearing right now because information given me 
is that Senator Dirksen is on the Senate floor making some objection, 
considerable objection, to committees meeting while the Senate is in 
session. We will proceed as long as we may without being ordered 
to stop, if that is all right with you. 

Mr. WiINcHELL. Certainly, Senator. 

Senator Barrierr. Mr. Barton ¢ 

Mr. Barron. Mr. Chairman, I read with considerable interest, of 
course, your statement about the 1958 changes in the rule of rate- 
making. Could you tell us in plain language what you consider the 
effect of the amendment, 15(a) (3), in 1958? 

Mr. Wincuetut. Mr. Barton, for some years since World War II, 
as competition was intensified between the modes of transportation, 
most of the new rates filed, the changes in rates, have been reduction in 
‘ates except the general freight rate increase cases. As a result, the 
emphasis on value of service which was one of the major considera- 
tions in determining whether rates should be suspended or not sus- 
pended prior to that date, the emphasis on that began to decrease and 
more emphasis being placed upon the cost of service and I think, as 
I studied the suspension proceedings, the Commission over the last 
few years has been gradually placing more emphasis on the cost of 
service factor in relationship to the value of service factor and I think 
that 15(a)(3) more or less emphasizes that movement, gave impetus 
to it. 

As you recall, in those hearings, the Commission has been accused of 
umbrella ratemaking, that is, of holding the rates of one type of 
transportation up in order to protect the rates of another. The Com- 
mission has never agreed that we indulged in umbrella ratemaking, 
but 15(a)(3) specifically prohibits the so-called umbrella ratemaking 
to the extent, if the Senate committee is of the opinion that we were 
holding an umbrella over certain types of rates, then it had that 
effect. 

The Commission, however, feels hat we were not doing that and 
therefore we were just admonished not to do what we thought we 
were doing. 

Mr. Barron. Is that the only change you think it brought about, 
Mr. Chairman ? 

Mr. Wincuenn, No, I think, as I said in my statement, it just 
emphasized those two things, those are the material things that it 
brought about. 

Mr. Barron. What practical effect did these changes have as far 
as making competitive rates go. As I said, I have read your state- 
ment ¢ 

Mr. Wincnenn. What practical effect ? 

Mr. Barron. How does it work as far as competitive carriers are 
affected in making competing rates 
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Mr. WincHe ... I think it had this effect, in most cases, the carrier 
of whatever mode, when they filed rates, relied on that 15(a) (3) that 
said they are entitled to make these reduction in rates regardless of 
the effect on other modes of transportation, Congress has just said go 
in 15(a) (8). 

Mr. Barron. Do you agree with that, sir ? 

Mr. Wincue .. I think the last sentence in which they emphasized 
the national transportation policy, that Congress didn’t intend to 
repeal national transportation policy. 

Mr. Barton. What revisions do you think are now in the rule of 
ratemaking that would restrain carriers or to allow ICC to restrain 
them from putting in rates they consider fair and reasonable? 

Mr. Wincuetu. Do you say they consider them fair and reason. 
able? ‘They shouldn’t publish them unless they do, but we may dis- 
agree with them as to whether they are fair, just, and reasonable. 

Mr. Barton. What parts of the act would make you disagree with 
them? What restrictions are placed, what standards are placed here 
to keep them from filing these rates ? 

Mr. Wincuety. The standards that are right in the act, sections 1, 
2, and 3, rates shall be just and reasonable, they should not be dis- 
criminatory and they shall not be unduly prejudicial or preferential. 

Mr. Barron. Let me put it this way, let’s assume a carrier files a 
rate that covers out-of-pocket costs plus some suitable contributions 
to overhead costs and they say, “The rate benefits us; we want it put 
into effect.” Now, what restrictions or what other matters must be 
considered before this rate can be allowed to go into effect, particu- 
larly in regard to its effect on other carriers? 

Mr. WIncHELL. Isthisa competitive rate ? 

Mr. Barron. Yes, a competitive rate. 

Mr. Wincuexu. Then the question, if it can be determined from the 
material available in the file, as to which is the low-cost mode of 
transportation, whether in general the high-cost mode should not be 
allowed to go below their fully distributed costs if it forces the low- 
cost carrier to reduce their rate below their fully distributed costs. 

Mr. Barton. Say that again for me. I don’t believe I quite under- 
stand part of that. 

Mr. Wincueu. The high-cost carrier should not be allowed to go 
below his fully distributed cost if the rate they would establish by 
doing that is below the rate of the low-cost carrier which would be 
at their fully distributed cost. 

Mr. Barton. Would you in each case allow the competitive high- 
cost carrier to go as low as the fully distributed costs of the low-cost 
carrier ? 

Mr. Wincuetu. I don’t think we would be justified in denying 
them the right to go that low in order to get the traflic. 

Mr. Barton. In other words, there are no restrictions on that par- 
ticular sort of a rate, even though the competition is so stringent as 
to run the other carrier out of business? 

Mr. Wincuett. It wouldn’t run the other carrier out of business 
if it is above the fully distributed costs of the low-cost carrier. They 
would make a profit on the traffic. 

Mr. Barron. Let’s assume that the service is such that there would 
be no choice, one would have much better service competitively ? 
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Mr. Wincuety. Now, you are bringing another factor into it, Mr. 
Barton, not just costs or the level of the rates, you are bringing in the 
element of value of service or type of service, the handling of the 
traffic, whether, for instance, because of inflation—maybe that is a bad 
word to use—industries are maintaining lower inventories. They may 
want deliveries in smaller quantities. They may want them in less 
time, they may want less interval of time between the time of the order 
and they can get delivery at their dock, therefore, they may be willing 
to pay a little higher freight rate to a motor carrier who can give them 
delivery in less time in smaller quantities dock to dock than they could 

et by rail at a lower rate. 

Mr. Barron. Let’s see if I understand you, Mr. Chairman. Do I 
understand your position to be that the rule of ratemaking as it is now 
constituted will allow the high-cost carrier in most any instance to 
reduce its rates to meet that of the low-cost carrier ? 

Mr. Wincue.u. You are assuming that there are no other factors 
involved in this suspension of consideration ? 

Mr. Barton. I want you to tell me other factors that would deter 

ou from allowing them to do that, Mr. Chairman. That is what I 
would like to get from you, if I could, sir? 

Mr. WINCHELL. You are talking about purely on the basis of costs? 

Mr. Barton. No, sir, anything in the rule of ratemaking in the 
national transportation policy that would prevent this. 

Mr. WincHeE tu. Oh, violation of an outstanding order of the Com- 
mission or division of the Commission, or fourth section departures 
without Commission relief from those fourth section departures. It 
might be that there is no competitive justification for the reduction in 
rate, that it would merely reduce the revenues of both types of carriers 
without any benefit to anyone and not in any way help the public to 
maintain strong, efficient transportation systems. 

Mr. Barton. Outside of the Z'obacco case, in which you refused to 
allow rail carriers and motor carriers to reduce the rates on tobacco, 
cigarettes, as I recall it, can you give me any other instances since 1958 
in which you people have prevented the reduction of rates because 
such would cause unwise dissipation of revenue ? 

Mr. Wincuett. In the Friendship case we refused to let them 
reduce it. 

Mr. Barton. Any others? 

Mr. WincnEti. Yes, two alcoholic liquor cases. 

Mr. Barron. Is that 

Mr. Wincnety. Those are the only ones I recall at the instant. We 
could get other cases to cite. 

Mr. Barton. To summarize, I take it you feel that the high-cost 
carrier could not in each instance reduce its rates down to the exact 
level, or a lower level than the low-cost carrier in competitive situa- 
tions? 

Mr. Wincneti. We feel that the high-cost carrier is entitled to 
compete for the traffic if he can do so with a rate that is within the 
zones of reasonableness, that is, not below a minimum reasonable rate. 
The low-cost carrier might have a rate that is so high that there is an 
unreasonable profit in it. 

Mr. Barron. On page 37 of your statement, Mr. Chairman, you say 
that 15a(3) embodies in substance those two conclusions of the 
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Commission in the Automobile case, thus giving them full statutory 
force and effect. 

Did the law provide for such conclusion at that time? 

Mr. Wincue i. At the time of the new Automobile case? 

Mr. Barron. Yes. 

Mr. Wincuett. That was an interpretation of the Commission of 
the rule of ratemaking. 

Mr. Barron. | take it you would agree that if the current law pro- 
vided such interpret ations could be m: ude, it was in the law at that 
time ¢ 

Mr. Wincuet.. It wasn’t specifically set forth in the law prior to 
the 1958 amendment. 

Mr. Barron. Implicit in the present law ? 

Mr. Wincueu. In the law prior to 1958 ¢ 

Mr. Barron. Yes, sir. 

Mr. Wincuett. The Commission thought so when they rendered 
that decision in the new Automobile case. 

Mr. Barron. If that is true then, how did the 1958 amendment 
change the rule of ratemaking ¢ 

Mr. Wincuet.. The opinion of some Members of Congress dis- 
agreeing to what extent the 1958 amendment 

Mr. Barron. I am talking about the Commission now, Mr. Win- 
chell. In other words, if it was already in the law or was merel 
implicit in the law, and was codified by the Congress, how did*the 
1958 amendment change the law ¢ 

Mr. WincHELL. It made the statutory requirement which prior to 
that time had been, as far as the new Automobile case was cone erned, 
an interpretation of the Commission, the Commission’s decision or 
interpretation of the act. 

Mr. Barron. I will put it this way: If it was already in the law how 
did the 1958 act ¢ a the law in any way ? 

Mr. Wrivcue.t. I don’t know that the 1958 amendment changed 
those portions other than writing into the act the rule of conduet 
which the Commission had prev iously followed. 

Mr. Barron. Do you believe, then, there has been no change in the 
rule of ratemaking in the 1958 act ! 

Mr. Wincuetn. I believe the emphasis has been changed, as I out- 
lined before. 

Mr. Barron. To what extent, sir? 

Mr. Wincueww. That bigger "emphasis i is being placed upon the cost 
of rendering the service in making it a more predomin: int factor in 
the consideration of the reasonableness of rates. 

Mr. Barron. I don’t believe the rule of ratemaking mentions that, 
does it? 

Mr. Wincue.i. No, but it specifically says that we shall not hold 
the rates of one mode up to protect the rates of another, and that could 
only be based on costs. 

Mr. Barron. You do believe there has been a change, then? Sir, 
do you believe there has been a change? 

Mr. Wixcuent. There has been a ch: ange in emphasis. 

Mr. Barron. To what has this ¢ hange i in emphasis gone, Mr. Chair- 
man ? 
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Mr. WixcuHeti. Do you mean to what extent has it changed de- 
cisions of the Cc ommission, or to what extent it has changed the filing 
of tariffs ¢ 

Mr. Barron. To what extent did it change the law and, in turn, to 
what extent has it affected the actions of the Commission / 

Mr. Wincue et. Just as I outlined, by placing greater emphasis, it 
has m: ade the cost of service of rendering ¢ ertain transportation oper- 
ation, it has placed the emphasis on that in determining whether a 
rate should be suspended or not suspended to a greater extent than 
the emphasis had been placed on that particular factor before. 

You are assuming that there is just one factor in a suspension mat- 
ter and in most cases there are many factors. 

Mr. Barron. I don’t think I have mentioned suspension procedure ; 
only you, sir, have mentioned it. 

I want to "know to what extent you think the rule of ratemaking 
as revised in 1958 has changed the law under which you operate ? 

Mr. Wincuett. I thought I had answered that. 

Mr. Barron. I hoped that you would answer so I could understand 
it a little better s possibly. 

Mr. Wincue. There is quite a difference of opinion as to how 
much emphasis should be placed on the upper part of 15a(3) in pro- 
portion to the last statement, giving due regard to the national trans- 
portation policy. 

Mr. Barron. You may recall, Mr. Chairman, that on April 12, of 
this year, Mr. S. H. Moerman, chairman of the board of the Ameri- 
can-Hawaiian Steamship Co., wrote a letter to all members of the 
Commission pointing out that they were in the process of building 
new vessels and he would like some clarification on the rule of rate- 
making to see whether or not it might be profitable for them to build 
these vessels and operate them in the intercoastal service. 

Do you have a copy of that letter with you? 

Mr. Wixcuety. I do not, but I am generally familiar with the con- 
tents. I, of course, had seen it at the time we received it and answered 
it. 

Mr. Barton. What answer did you give Mr. Moerman ? 

Mr. Wincuetu. It was not quite as simple as you have stated it. 
Mr. Moerman, as I interpret it, wanted the Commission to assure him 
in advance of any tariffs being filed that the Commission would not 
permit the transcontinental rail carriers to lower their rates on the 
traffic which they were bidding for—the Moerman Co., were bidding 
on—and that would be like asking the court to determine in advance 
of any presentation of evidence, or the circumstances, to prejudge the 
case. 

Mr. Barron. I didn’t read his letter that way. This seems to me 
the paragraph that. is pertinent and, as I understand it, he wants a 
policy statement, not a guarantee. 

Mr. Wixcuett. He went further than a policy statement. 

Mr. Barron. Hesays: 

* * * it seems quite necessary that the Commission publicly reaffirm the 
proposition that a low-cost water carrier will not be forced out of business by a 
high-cost competing mode of transportation, but will be permitted to recover its 
full costs and a reasonable return. 

You will all appreciate the difficulty of making an investment in the order 
of $100 million, and obtaining financing therefor, unless regulatory policy, be- 
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yond any doubt, will protect the low-cost carrier from destruction by unfair 
competitive tactics of higher cost but more powerful competitors. 

It should be made clear, also, beyond any doubt, that the costs to be consid. 
ered in determining the low-cost carrier are full costs and not out-of-pocket, 
or long-term marginal costs. 

That seems to be his question, generally. 

I wonder what your comments are ? 

Mr. WincHety. We give consideration to the fully distributed costs 
in determining which mode in competitive modes is the low-cost mode 
of transportation. In determining whether to suspend a rate or 
whether a rate is just and reasonable, we also give consideration to 
out-of-pocket costs. Out-of-pocket costs, from our formula, do not 
mean just reimbursement to the carrier of the money that they are 
out of pocket for that particular operation, but it includes all of the 
variable costs, plus 4-percent return on all of the rolling stock, plus 
4-percent return on one-half of the fixed assets. 

Mr. Barton. In other words, 2 percent on fixed assets. 

Mr. Wincuetn. Either way, you arrive at the same point, and, for 
example, a rail carrier could tender for filing approval of a rate 
which was somewhere within the zone of reasonableness, below fully 
distributed costs somewhat above out-of-pocket costs, but their net 
revenue might be improved by $100,000 a year by holding that traffic. 

Mr. Barton. In that instance, would you consider the rate a law- 
ful rate, assuming other matters to be the same? 

Mr. Wincue tt. I would, assuming that it didn’t in some other way 
conflict with some section of the act. 

Mr. Barron. Let’s see, then: if the railroad shows, then, that it can 
improve its net position by reducing the rate to something above its 
out-of-pocket costs, plus these proper contributions that you take into 
account, you would generally state that it would be allowed to go into 
effect regardless of effect on the water carrier? 

Mr. Wincue tu. I didn’t say regardless of the effect on other car- 
riers. You just asked me if that rate, from a cost point of view, 
would be approved, provided it conformed and complied with all the 
other factors, all the other criteria in the act. 

Mr. Barton. If this did kill the competition by the water carrier, 
this rate that you mentioned, of out-of-pocket costs and proper con- 
tribution to overhead, and making an improvement in the railroad 
net, generally would you think it might be allowed to go into effect ? 

Mr. Wincuetu. Are you assuming the water carrier is the low-cost 
medium ? 

Mr. Barron. Yes. 

Mr. Wincue tu. If that rate published by the rails was so low that 
it would force the low-cost carrier, in order to meet it, to operate at a 
loss, why it would probably be suspended. 

But you are asking for statements on just picking one item. I 
wish it was as simple as that, that there was only one factor to be con- 
sidered when they published a tariff. 

Mr. Barton. Mr. Chairman, one of the railroad witnesses took the 

osition in his recent testimony that if a railroad can sustain the 
Brinda that a reduced railroad rate would “improve our situation”— 
meaning the railroad’s net revenue position— 
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that the railroads have effectively answered the claim that the rate is unfair 
or destructive, and that the rate should be allowed to go into effect irrespective 
of the effect on the competing form of transportation. 

Do you agree with this general position ? 

Mr. Wincuett. That is should—that if the railroads can make 
money—— 

Mr. Barron. Improve their net position, their net revenue position, 

Mr. Wincue tt. In that situation, probably the low-cost carrier 
could meet that rate and still make money. 

Mr. Barron. But, do you think it would be allowed to become effec- 
tive, irrespective of its effect upon the competing form ¢ 

Mr. Wincue.it. You have to take into consideration the effect on 
other modes of transportation. 

Mr. Barron. This witness also stated that unless it could be clearly 
shown that the purpose of the railroad rate was to knock the competitor 
out of business, competitive rates should be allowed, assuming that the 
rate improved the railroads revenue position. In other words, he put 
it on the basis of proving intent on the part of the rail carrier to ruin 
his competitor. 

Do you think the act provides for that situation ? 

Mr. Wincnue i. Well, the public is entitled to the lowest rate that 
they can get on transportation and still protect our system of trans- 
portation, so we have a healthy transportation system. And in that 
case, it would be a case of a comparison with the level of rates of the 
other modes of transportation. 

Senator Barrierr. Will you permit me to interrupt, Mr. Barton. 

My information is that we are not going to be allowed to continue 
this session now, and if agreeable to you, Mr. Chairman, I suggest that 
we recess this hearing until 10 a.m., Tuesday, June 21. 

Is that all right with you? 

Mr. Wincue.. I don’t believe we have an oral argument set for 
that date, Senator. 

Senator Bartierr. Will that be agreeable to you ? 

Mr. Wincue.u. Tuesday, the 21st. 

Senator Bartierr. At 10 o’clock. 

Mr. Wincuetu. Thank you. 

Senator Barrierr. You have been on the stand for almost 2 hours, 
also, and I think a better purpose would be served if we don’t try to 
push through. 

At any rate, we can’t; they won’t let us. 

We stand in recess. 

(Whereupon, at 12:30 p.m., the subcommittee hearing in the above- 
entitled matter was adjourned until 10 a.m., Tuesday, June 21, 1960.) 
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TUESDAY, JUNE 21, 1960 


U.S. SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON Mrercuantt MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10 a.m., in room 5110, 
New Senate Office Building, Hon, E. L. Bartlett, presiding. 

Senator Bartierr. The committee will be in order. 

Chairman Winchell, please. My apologies, sir, for the same reason 
asthe other day. Mr. Barton will resume questioning. 

Mr. Barron. Mr. Chairman, your statement, I think, explains very 
well that the ICC power to suspend rates is an extraordinary remedy. 
I am interested to know what standards the ICC has established for 
the Suspension Board to observe with respect to the suspension of 
rates. 


STATEMENT OF HON. JOHN H. WINCHELL, CHAIRMAN, 
INTERSTATE COMMERCE COMMISSION 


Mr. Wincue.t. I set that forth in my statement. 

Mr. Barron. It was set forth in a very general way, Mr. Chairman, 
and it occurred to me that there might be more specific standards, 
more specific directions given the Suspension Board by the Commis- 
sion. 

Mr. Wincueti. Of course, the Suspension Board knows from ob- 
servation what Appellate Division 2 and the Commission have done 
in corresponding cases prior to the case they are considering and they 
are governed by the attitude of the Commission or of Division 2 
toward rates of that type. 

Mr. Barron. More specifically, Mr, Chairman, are there any memos, 
directives, or other written material addressed by the ICC to the 
Suspension Board which set forth the standards to be used? 

Mr. Wincue.u. Copies of Commissioner Freas’ testimony in 1958 
before the Senate Committee on Interstate and Foreign Commerce in 
which he set forth the criteria which we follow in Tatemaking, the 
principles of ratemaking, copies of that were circulated to members 
of the Suspension Board and to all the report writers on the Sus- 
pension Board. 

Mr. Barron. Well, I take it there is no definite standard conveyed 
in writing to the Suspension Board by the Commission ? 
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Mr. Wincuett, As you will recall in Commissioner Freas’ state. 
ment, he stated that you can’t set forth any mathematical formula 
which you can use as a yardstick and lay down alongside of any tariff 
and say this one is just and reasonable and this one is not. You have 
to take all of the factors in any particular case into consideration 
and no two are absolutely identical. ; 

Mr. Barron. There are no written directives to the Suspension 
Board then by the Commission on the standards to be used in suspen- 
sion, I take it, from what you say ? 

Mr. Wincue.tu. Yes, I just told you that the criteria were set forth 
in Commissioner Freas’ statement in 1958. 

Mr. Barron. Are those the standards of the Commission? Are 
those the standards that the Commission would have the Suspension 
Board follow and see that they follow ? 

Mr. Wincuetu. Yes, they follow those. Commissioner Freas did 
not cover all of the various factors which must be taken into con- 
sideration in examining the tariff. 

Senator Barrierr. Well, Mr. Chairman, then you mean his testi- 
mony represented the official views of the Commission at that time 
and those views are still held ¢ 

Mr. Wincuexi. That is right. Asa matter of fact, the 1958 Trans- 
portation Act incorporated much of what Commissioner Freas has 
testified to. 

Senator Bartierr. There have been no changes of substance? 

Mr. WincuHe t. In the criteria applied ? 

Senator Barrierr. Right; since he testified there have been no 
changes of substance? 

Mr. Wincuetu. The 1958 Transportation Act which I testified to 
on Friday changed the emphasis; it laid more emphasis on the etfect 
of the proposed rates upon the mode of transportation which was 
proposing the rates. 

Senator Barrierr. Well, was that before or after Mr. Freas’—— 

Mr. Wincue.u. He testified before the enactment of the 1958 Trans- 
portation Act. 

Senator Barrietr. Well, then has there been any restatement by 
the Commission itself? I don’t make myself clear I guess. 

You were telling Mr. Barton that Mr. Freas’ testimony before the 
committee can be taken by the committee to represent the official 
viewpoint of the Commission as I understood it. 

Mr. Wrncue.t. There is no change in those—there is a change in 
emphasis, but no change in any of those elements which should be 
looked into in considering the rate. 

Senator Barrierr. Well, how does the Suspension Board then, Mr. 
Chairman, know there has been a change in emphasis? 

Mr. Wrncueti. They would very readily become aware of it by 
the fact that if they went contrary to the criteria or any change in 
the emphasis after the enactment of the 1958 Transportation Act by 
being reversed by Appellate Division 2. 

Senator Barrierr. There has been no statement of the Commis- 
sion itself though in interpretation of the Transportation Act of 
1958 to guide the Suspension Board, has there? 


Mr. Wincuetn. No. 
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Mr. Barron. Mr. Winchell, as you know, in the course of the hear- 
ing it has been alleged that the Suspension Board depends too much 
on cost data in considering suspension requests. I think the state- 
ment was even stronger than that. I recall that one or two witnesses 
stated that such information seemed to be the sole data that the 
Board considered in granting or denying suspension. What would 
be your comment on such an allegation ? 

Mr. Wincuet.. I think I testified Friday that greater weight is 
now given to the cost of rendering the service in comparison with 
the value of the service that was true in years ago, but that has been 
a gradual change over the years. 

r. Barron. The Commission does rely a great deal on cost data, 
doesn’t it? 

Mr. WincHELL. Yes, that is one of the very important factors but 
itis only one of those to be considered. 

Mr. Barton. They consider other data as well ? 

Mr. Wincuett. Yes, they do. 

Mr. Barron. In your current annual report, the 73d annual report, 
at page 159, this statement appears: 

Cost data were prepared for the Board of Suspension in connection with 2,888 
suspension requests involving proposed changes in 13,018 rates. 

Now, this does, I take it, as you say, indicate heavy reliance on cost 
data. Yousay though that there are other data considered. 

Mr. WincHELL. Oh, yes. 

Mr. Barron. What other kinds of information are furnished the 
Board of Suspension on a comparable basis as these 2,888 items? 

Mr. WincHELL. By the proponents or by the protestants ? 

Mr. Barton. I am talking about within the Commission. What 
other bureaus furnish memorandums on a comparable basis? 

Mr. Wincuetx. The Bureau of Traffic may furnish information 
as to whether or not it is a violation of an outstanding or a division 
order. 

Mr. Barron. Do you know how many memoranda were furnished 
on that subject in the course of the year ¢ 

Mr. Wincue.t. Otthand I do not. 

Mr. Barron. Does the annual report show it? Are you aware of 
whether it shows it or not? 

Mr. Wincue tt. I do not recall that the annual report shows it. 

Mr. Barron. In relation to the cost data used by the Suspension 
Board, Mr. Chairman, is that available for public inspection ? 

_ Mr. Wincuety. The sources that they use are available for public 
inspection. 

Mr. Barron. Is the cost data used by the Board in denying or 
granting suspension available for public inspection ? 

Mr. Wincue yt. The internal memorandum from the Cost Section 
to the Suspension Board ? 

Mr. Barron. Well, in whatever form it is offered; I, of course, don’t 
know that. 

Mr. Wincue.t. No, that is not available to the public. They may 
rework the figures that are presented by the proponents or the pro- 
testants. 

_ Mr. Barron. There is no chance for the parties to comment on how 

it has been reworked ? 
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Mr. Wincuett. There is no restriction on their putting into the file 
suspension in a case in which tariff has been protested. They can 
put any cost figures they want to in. 

Mr. Barron. Apropos of this claim that there has been in the words 
of the witnesses too much reliance by the Suspension Board on cost 
data in making competitive rates, I have a decision here by Division 
5; it is docket No. 32958, bakery goods, Omaha and Sioux City to 
Chicago. I read this rather carefully and it seems to me aside from 
some comparative rates on unpopped corn, lumber, scrap aluminum, 
and scrap rags and so on 

Mr. Wincueti. What was that docket number again, Mr. Barton? 

Mr. Barton. 32958, decided May 18, 1960. 

Mr. Wincueit. Was that cited by any of the 

Mr. Barron. No, sir, I believe not. You have some specific exam- 
ples we will get to in a moment. 

Mr. Wincueti. Well, I do not have the digest of the file on that 
case. 

Mr. Barron. It goes on to cite these comparative rates on the items 
I have mentioned and gives some car-mile earnings which were some- 
thing like 35 cents a car-mile or 28 cents a car mile. Finally the 
Division ends up with stating the cost as worked up by the cost- 
finding section of the Commission. They finally state this: 








It appears that the average out-of-pocket cost for moving 20,000-pound ship- 
ments on flatcars from Sioux City and Omaha to Chicago would approximate 
the 87-cent rate sought. Such a rate would be no lower than compared rates 
and earnings thereunder are comparable with other rates on bakery goods. 

We are satisfied that a rate of 87 cents would be compensatory and would not 
constitute a destructive competitive practice. 

Would this in your opinion lend any credence to the claim that 
there was too much reliance on costs by the Commission in making 
such a decision ? 

Mr. Wincue tt. I don’t have the file in front of me so I wouldn't 
be able to answer. 

Mr. Barron. In respect. to suspension, you do have a number of 
specific items. I believe these items were furnished to you by your 
staff, were they not? One group was contained in a letter written 
by the American Trucking Associations dated April 22. The first is 
shown on page 8 of the letter from Mr. Fred Freund. They are Nos. 
14932, 15655, 15874, 15875, and 16139. 

The letter states all of these cases involve rates published between 
the eastern cities lying generally between Boston, Mass., and Wash- 
ington, D.C., on the one hand and, on the other, midwestern cities, 
Chicago and East St. Louis. 

All of the foregoing rates were under so-called plan 3, trailer on 
flatear charges, under which the railroads offered to transport freight 
in shipper-provided trailers. The railroads defended these charges 
on the grounds that they constitute a new and unique type of service 
and are compensatory. All of the proposals came before the Sus- 
pension Board during the period the middle of April to the end of 
July 1958. In each case the Board declined to suspend. These 
rates, Mr, Chairman, were something between 12 and 16 percent of 
first class. 

The Suspension Board refused to suspend. The truckers, accord- 
ing to this statement, proposed motor carrier all-freight rates slight- 
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ly over 35 percent of first class and in 308 ICC 517 these rates were 
condemned. What is the rationalization of refusing to suspend all- 
freight rates of the railroads between 12 and 16 percent of first class, 
Jetting them go into effect and condemning the motor carrier rates 
all freight freights on 35 percent of first class? 

Mr. Wincuetit. The case that you mentioned, 14932, was not sus- 

ended by the Board and was not appealed. Case 15655, the Board 
voted not to suspend. It was appealed to Appellate Division 2 and 
they voted not to suspend. 

Case No. 15874, the Board voted not to suspend; it was appealed 
and the Appellate Division 2 voted not to suspend. 

Case No. 15875, the Board voted not to suspend. 
to Appellate Division 2 and they voted not to suspend. ie 

Case 16139, the Board voted not to suspend and Appellate Division 
voted—it was not appealed on that one, 16292, no, that isn’t one of the 
game series. 

Mr. Barron. My question, Mr. Chairman, is why do they condemn 
the motor carrier rates, all freight rates of about 35 percent of first 
class, and refuse to suspend the railroad rates 12 to 16 percent of 
first. class ¢ 

Mr. WincHeLL. You have to take them a case at a time because that 
isn’t the only consideration; the percentage of first class. 

Mr. Barron. What are the considerations ? 

Mr. Wincuett. Well, on 14932 the Board was of the opinion that 
the railroads were merely taking advantage of, were merely using 
their inherent advantage by transporting two trailers on a car with 
little more expense than one trailer which, of course, cut their cost of 
operation, the cost of rendering the service. 

In 15655, the Board was of the opinion that the proposal was 
remunerative to the railroads since they got more revenue for less 
service than they would if they performed under the conventional 
plan2 TOFC? 

I mentioned Friday that where a carrier can show that with the 
reduced rate but with the increased volume their gross revenue and 
hence their net revenue position is improved, that is taken into 
consideration. 

Mr. Barron. It seems that because of the great difference in rates, 
12 and 16 percent of first class, and 35 percent of first class, that the 
truckers have raised this question. I can’t myself understand why 
rates twice as high 


Mr. Wrncuet. I think you are mistaken as to some of those 
figures. 


In 15874 between East St. Louis and eastern points, that reflected 
45 percent of the applicable 28300 first-class rate. 


Mr. Barron. Generally, don’t they range between 12 and 16 percent 
of first class ? 


Mr. WincueEtu. No, they run up to 45 percent. 
Mr. Barton. But generally don’t they constitute—— 


Mr. Wincuetu. No, 15874 is 45 percent of first class, the 28300 
first-class rate. 


It was appealed 





Nore.—The witness is incorrect. Checking the applicable rate tariffs dis- 


closes that the rates referred to range from about 12 percent to about 16 percent of 
first class. 
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Mr. Barron. What is 14932? 

Mr. WincHELL. You are comparing two different services, Mr. 
Barton. One is ramp-to-ramp service and the other provides pickup 
and delivery service. 

Mr. Barton. That is the reason ? 

Mr. Wincuett. And the furnishing of a trailer. 

Mr. Barron. All right, sir. Here is another one. It is Suspension 
Board Case No. 22518. That has to do with tire fabric, from the 
Southeast to States north of the Ohio River and Chicago. 

It is pointed out in the American Trucking Associations’ letter 
that since December 6, 1949, there have been five successive railroad 
rates reductions. Their statement is this: 

Tire fabric is a high grade finished product, finished piece goods. The present 
reduction, fifth reduction in rail rates, is below the current rates on unfinished 
piece goods and yarn from which tire fabric is made by as much as 34 cents per 
100 pounds. Contrary to the normal usage, the finished product here takes 
rates markedly below those applicable to its unfinished components. 

Would you say that this rather drastic reduction in rates, would you 
agree or disagree that this is destructive competition ? 

Mr. Wrincue.u. Well, the fully distributed costs for the years in 
that case were 84 cents and the rate was 91 cents. What would you 
think ? 

Mr. Barron. Well, I don’t have an opinion, sir. I would just like 
to have yours. But does it bear sufficient part of the burden? 

Mr. Wincuetu. Yes, it does. The railroads would be very fortu- 
nate if all of the rates were that much above fully distributed costs. 

Mr. Barron. Mr. Chairman, you mentioned joint rates in your 
statement. I believe you had something to say about joint rates. 
As you well know, section 3, paragraph 4, of the Interstate Commerce 
Act contains a prohibition forbidding discrimination in making joint 
rates against connecting lines. 

Of course, these connecting lines include railroads subject to part 
1 and water carriers subject to part 3 of the act. Would you say that 
the ICC had encountered any difficulty in administering this par- 
ticular portion of the act? 

Mr. WincHELL. In what way ? 

Mr. Barton. Well, in 

Mr. Wincue tt. I think in my statement I covered the fact that 
it is up to those people who want the joint rate to file a complaint 
naming the carriers that are involved. 

Mr. Barton. Well, in connection with the complaints made, have 
you had any trouble in court with decisions resulting from your 
decisions ? 

Mr. Wrncue tt. I don’t know what you—— 

Mr. Barron. I point out these cases. In docket 26712 rail and 
barge joint rates, that case went on, I believe, from 1934 to 1948. 

Mr. WincueE tu. Is that the American Barge Line case? 

Mr. Barron. It is rail and bargeline joint rates, docket 26712. 

In view of that 14 years, would you say that the connecting water 
lines might not be somewhat disgruntled over the length of time that 
proceeding took ? 

Mr. Wincuett. I don’t have that case in front of me. 
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Mr. Barton. Well, it did go on for 14 years. Let’s take the Mech- 
ling case. That did go on from 1939 to 1947. What subsequently 
happened to the Mechling case? 

Mr. Wincue... As I recall, it was remanded to the Commission by 
the court. 

Mr. Barton. Then you have the Dixie Carriers case which went 
on from 1950 to 1956. That is quite a lengthy period of time, is it not? 

Mr. WincHELL. Yes, all of the delays in these cases, of course, were 
not due to the action by the Commission, but by either the protestants 
or the proponents. 

Mr. Barton. Docket 30744, that case began in 1951. What is the 
present status of the Arrow case? 

Mr. Wincuety. That is still an active case. 

Mr. Barton. Well, I will read to you, sir, from the concluding para- 


graph of the court in the Arrow decision. This is dated July 20, 1959, 
and the court says this: 


In conclusion we would be remiss in our duty if we did not take note of the 
fact that for over 8 years plaintiffs have been seeking relief in this proceeding 


from discriminatory rail rates which we find are in violation of the Interstate 
Commerce Act. 


Section 10(e) of the Administrative Procedures Act provides that the re- 


viewing court shall compel agency action unlawfully withheld or unreasonably 
delayed. 


It is the opinion of this court that the present case is an appropriate one for 
the application of this statutory provision and that the plaintiffs are entitled to 
prompt relief under the discriminatory rates presently in effect. The case is, 
therefore, remanded with instructions to the Commission to enter an order de- 
scribing lawful, reasonable, and nondiscriminatory rates on ex-barge traffic 
from the Tennessee River points to destinations in the southeast in conformity 


with this opinion. 

What has the Commission done in respect of this direction from the 
court? Thisstaternent was made on July 20, 1959. 

Mr. WincuHELL. I can’t tell you what the status of that case is with- 
out looking at the file. 


Mr. Barron. Isn’t it true that you haven’t complied with the court’s 
order ? 

Mr. Wincuett. I say I can’t tell you without looking at the file. 

Mr. Barron. Isn’t it true that the case has been set down for further 
hearing- 

Mr. Wincuett. I don’t recall the exact status of it. 

Mr. Barron. Well, in view of these cases which I have mentioned, 
Mr. Chairman, the length of time they have taken both before the 
Commission, and the fact that long litigation has been gone through in 
the courts, isn’t it somewhat easy to undertsand why the water carriers 
are not entirely happy with ICC regulation ? 

Mr. Wincuett. The case you ask about in which you just mentioned 
the court decision, the rates would have to be based on the divisions 
between the carriers and a divisions case is an extremely complicated, 
comy iex case. 

The determination of the divisions is going to be a factor in govern- 
ing what the rates will be from the Tennessee River ports to points 
in southern territory. 


Mr. Barron. So you haven’t had enough time since July 20, 1959 
‘@ comply with the court’s order? 
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Mr. Wincuetn. Some of the divisions’ cases have had hearings over 
a period of years. 

Mr. Barron. My question was, Mr. Chairman, in view of the length 
of time these cases I have mentioned have taken both before the Com- 
mission and in view of the lengthy litigation that has been gone 
through in the courts, can’t you understand why the water carriers in 
some cases are reluctant to be subject to ICC jurisdiction 

Mr. Wincue.ti. Mr. Barton, if I remember the hearings in 1958 
before the 1958 Transportation Act was enacted into law, it was the 

railroads who were complaining that they were suffering and the 
whole theme of the hearings and the intention apparently of the Con- 
gress was to give relief to the rail carriers. 

Now, you are complaining about the rail carriers getting too much 
of a break. 

Mr. Barron. Iam not complaining. Witnesses have appeared here, 
some of them representing the water carriers, and have complained 
rather bitterly, Mr. Chairman. That is what I refer to. 

In connection with costs and you have stated that costs are much 
more important than they used to be, are the cost figures used by the 
Commission in making its decision in a specific case made subject to 
cross-examination by parties to the case ? 

Mr. Wincue vt. In general rate increase cases, yes. Suspension be- 
fore the Suspension Board, no; there is no hearing. 

Mr. Barron. I am talking an adversary proceeding now, not sus- 
pension proceedings. 

Mr. WincuELL. How did it get to be an adversary proceeding ? 

Mr. Barron. You may have a complaint filed. You may have an 
I.&S. proceeding. These are adversary proceedings. 

Mr. Wincue.tu. The working papers are available. 

Mr. Barron. Are they available to all of the parties? 

Mr. Wincue.t. In an adversary proceeding they are. 

Mr. Barron. Well, you have recently dec ided a case, docket BO25T 5 
Georgia Publie Service Commission v. Bush Terminal Railroad. 

I have read that decision and as I see that, the determination of 
the costs of the water carrier are based largely on two factors; 
whether you use 63 cars as the experience at Savannah, or 95 cars. 

Were the cost figures in this case made the subject of cross-ex- 
amination and were the working papers of the Commission staff made 
available to the parties upon request # ¢ 

Mr. Wincuett. I don’t recall whether they requested them or 
whether they received them, but we were very generous in using 63 
cars as the average load when the average for the year 1957 was only 
D5 cars, not 95 cars. 

Mr. Barron. I have been informed that they did ask for the working 
papers, and they weren’t made available. That is my information, 
Mr. Chairman. 

My point is this: According to one of the parties, the statement. by 
the cost-finding expert for the water lines, the figure chosen as the 
basis, the 63 cars, was given merely as an example and not as actual 
experience at Savanah. 

Mr. Wincuewn. The actual experience, as I said, for the year 1957, 
would have been 55 cars. 

Mr. Barron. Sixty-three—— 
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Mr. Wincuext. Sixty-three gave them a better break than they 
would have had if we had used 55. 

Mr. Barron. Well, on the merits of it, I am not prepared to argue 
those; it is the procedure I am interested in. 

Mr. ‘Towne of your siaff has been kind enough to give me the ration- 
alization of the %5 cars and the 63 cars. Mr. Chairman, I would like 
to place that in the record if I may. 

Senator Barrierr. it will be incorporated in the record. 


I.C.C. DocKET No. 33257, GEORGIA PUBLIC SERVICE COM. ET AL. V. THE BUSH 
TERMINAL RAILROAD COMPANY ET AL. 

The 95 cars used by Seatrain Lines, Inc., as an average practical vessel load- 
ing factor in its cost computations was based upon the year 1955 which was the 
last normal year of Operation between New York and Texas City and in that 
year Seatrain averaged 94.7 cars per voyage (transcript pp. 1032-1044). The 
Seatrain vessels can hold over 100 freight cars including loaded and empty and 
according to testimony some trips handled 104 cars. The capacity is not a fixed 
number of cars since the specific number of cars which can be handled on any 
particular trip depends upon the length of the various cars used. According to 
the brief of the complainant, Seatrain Lines, Inc., Seatrain’s traffic volume to 
and from Savannah has been below this 95-car average and this situation is in- 
evitable so long as there are no joint rail-water rates (brief, p. 30). In 1957 
the actual space on the vessel between Savannah and New York was two-thirds 
full, which would be 63 cars. This figure was supported by the following state- 
ment of the complainant's bidesperern Saunders in exhibit 12, page 9: 

“As to the Texas City phase, again there can be no question about the figures— 
if 48 cars Were put on at Texas C ity, 50 percent of capacity would be used from 
Texas City to Savannah. At this point, however, if 15 cars were put on, the 
basic calculation would show less than 20 percent of capacity used by Savannah 
traffic. But the actual space on the vessel between Savannah and New York 
would, of course, be two-thirds full.” 

The 63 cars may be compared with an average of 55 cars originated or 
terminated per vessel originated or terminated in the year 1957. 

Mr. Barron. The expert for the water lines states that in his ex- 
hibit 12 it is explained clearly that the 68 cars is not to be used as an 
actual figure, but is only showing how an example might be worked. 

Wouldn't it have been much better had this been made subject to 
cross-examination or your working papers made available to the par- 
ties so they could have a hand in offering corrections to the Commis- 
sion ¢ 

Mr. Wincnuett. Well, the number of cars is from their own records ? 

Mr. Barton. They say this particular 63 is not. That was chosen 
not from actual experience, but just as an example of how these costs 
might be figured out. 

Mr. Wincuetyt. They submitted cost figures based on 95 cars and 
that was speculative to the extent that it assumed if they got the lower 
rate that they would have an average loading of 95 cars. But the 
same theory would also apply to the rail carriers. 

The rail carriers, we found, were the low-cost form of transporta- 
tion and there was nothing to prevent the rail carriers from lowering 
their rate and their speculating on how much lower their costs would 
be if they had an increase in traffic due to that lower rate. 

Mr. Barron. That is all very well, Mr. Chairman, but my point 
is simply this, wouldn’t this misunderstanding have been cleared up 
if these figures had been made a subject of cross-examination, and 
any documents on them available to the parties ¢ 
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Mr. Wincuetxi. That would have been so if the Commission had 
put in its own cost figures. We just used the figures they put in. 

Mr. Barton. Well, you rearranged the figures and came out with 
different figures, didn’t you? 

Mr. WincHeELL. We analyzed them. That doesn’t take any work 
papers. 

Mr. Barron. Of course, any cost formula is a rearrangement of the 
data that is available. Whatever the Commission’s staff did, though, 
in the interest of fairness to everyone, would it have been better if 
there had been a chance to cross-examine? 

Mr. Wincne tt. If the Commission had put in any cost figures, I 
think you are right that the Cost Section should have been the sub- 
ject of cross-examination. 

Mr. Barron. The Commission’s staff came up with different figures 
from those used by the parties, did they not ? 

Mr. Wincuetu. No; they have merely analyzed the figures put in 
by the parties. 


Mr. Barron. Of course, the 63 that they used according to the water 
lines was not a figure they put in. 

Mr. WincHett. We didn’t put in any cost figures in that case. 

Mr. Barron. Another instance. Mr. Chairman, may I put this 
exhibit 12 from the Seatrain case, docket 33257, and a memorandum 
commenting on the Commission’s decision in the record ? 

Senator Bartierr. Both will be included in the record. 

Mr. Barron. Thank you. 

(The documents referred to are as follows :) 


Errors IN ICC DEcISION IN DOCKET 33257 (PULPBOARD AT SAVANNAH) 
1, USE OF 63 CARS INSTEAD OF 95 CARS AS A DIVISOR 


Seatrain operates ships on a fixed schedule between specific ports. The de- 
cision to make a voyage creates a definite cost commitment for one 2-week 
round trip between New York and the gulf and two 1-week round trips between 
New York and Savannah. Occasionally, mixed trips may be operated to and 
from the gulf with intermediate stops at Savannah. When traffic is light, mixed 
trips are used to serve Savannah. The crew and other operating costs remain 
the same for the full 2-week voyage regardless of number of stops or number 
of cars. A ship hauling 50 cars could haul 105-110 cars (full capacity) for the 
same total voyage expense. 

Seatrain argues that it should make rates so as to operate with a sustained 
average capacity load of 95 cars. This is less than full but allows for sched- 
uling difficulties and normal inability to keep ships filled at all times. The 
95-car figure was achieved on gulf traffic in 1957 before the competitive rate 
struggle became serious. 

The 63-car factor was based on a misreading of the record as to the actual 
number of cars handled on ships moving to and from Savannah. The decision 
quotes Seatrain’s cost testimony as clearly an illustration only but goes on to 
use the figure. 


“* * * if 48 cars were put on at Texas City, 50 percent of capacity would be 
used from Texas City to Savannah. At this point, however, if 15 cars were put 
on, the basic calculation would show less than 20 percent of capacity used by 
Savannah traffic. But the actual space on the vessel between Savannah and 
New York would, of course, be two-thirds full.” 


This is clearly not a statement of fact—the figures having been used simply to 
produce a number which was about two-thirds of 95 cars. 

Later the Commission quotes another portion of the cost testimony (p. 20 
of decision from p. 9 of WBS-2) to conclude that the average number of cars 
originated and terminated, per vessel, were 17 and 12, respectively, in 1957. 
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This was assumed to confirm the 63-car figure for Savannah overall. But the 
actual testimony was that “Savannah loaded 17 cars per trip and unloaded 
only 12 per trip, accounting for only 15 percent of theoretical capacity.” The 
context, the working papers, and the cross-examination make clear that the 
counts are per arrival or departure. At that time, Seatrain was not allowed 
to handle traffic between Savannah and the gulf. Thus, if 34 cars were avail- 
able for movement to New York, a vessel coming up from New Orleans would 
come into Savannah without cars for the port and leave with 34 cars added—or 
17 cars per arrival or departure. Likewise, coming from New York on a mixed 
trip, a vessel with 24 cars for Savannah would drop the 24 and pick up none, 
thus averaging 12 cars per arrival or departure. 

If the Commission had read pages 17 and 18 of our reply brief, there could 
have been no misunderstanding of the operation. 

“The implication here is that this is the measure of the potential traffic 
Seatrain considers it can handle in this service. It is not that at all. During 
1957, with the limited amount of traffic offered, many of the Savannah trips 
were handled on mixed voyages, i.e., a vessel coming from the gulf would stop 
at Savannah to pick up a load and then proceed to New York. Such a stop 
represents one arrival plus one departure. If 30 cars were picked up on the 
stop, the effect would be to divide the cost of handling 30 cars by two handlings, 
one arrival and one departure. This is the meaning of the factor of 15 cars per 
arrival or departure. Since 1957 the operation has been changed in several 
respects. One important change has been the development of a campaign to 
attract traffic between Savannah and the gulf. This means that at the present 
time if a ship originates in the gulf and makes a stop at Savannah, the arrival 
will also include the handling of some loaded cars interchanged from Seatrain 
to rail carriers at Savannah. Thus, if 30 cars were handled from the gulf 
to Savannah and 30 cars from Savannah to New York, the total of 60 cars would 
be divided by two handlings to average 30 cars per handling. The same situ- 
ation is equally as true in the southbound direction. 

“This is important in appraising the cost study because it is the arrival and 
departure of the vessel that incurs the costs, not the cars handled. For example, 
if no cars were handled at all, the cost of piloting and towing the vessel would 
be the same as it would be if 100 cars were handled. 

“In this service, as the traffic increases, it is possible to operate a vessel ex- 
clusively in New York-Savannah service. The scheduled time is such that a 
single vessel between New York and Savannah makes a round trip every week. 
In a mixed trip, that is, a vessel serving Savannah en route to or from the 
gulf, if 30 cars moved from Savannah to New York and 30 cars from New 
York to Savannah, and no traffic moved between the gulf and Savannah, the 
average would be 15 cars per arrival and departure. When a single vessel 
operates the round trip between New York and Savannah, the effect is to yield 
30 cars per handling. The important thing to note, therefore, is that the cost 
of an arrival is $897 and the cost of the departure is $897. Furthermore, if 
weekly service is provided and offered with a single vessel, the annual expense 
for terminal operation is readily determined as 52 arrivals plus 52 departures, 
or 104 handlings at $897 per handling.” 

What is ironic about this is that the Commission adopted a calculation based 
on mixed trips. But on a mixed trip, no voyage cost at all would be chargeable 
to Savannah traffic. This is because the vessel costs would have been exactly 
the same if the intermediate stop at Savannah had not been made. 

Thus, we have a double inconsistency. The Commission used 63 cars as a 
divisor, assuming 15 cars handled at Savannah when it should have assumed 
30 cars, making a total of 78 cars rather than 63 cars between New York and 
Savannah. Second, if it were depending on a mixed trip calculation, it should 
not have assigned a full share of the voyage cost to Savannah traffic as “out 
of pocket.” 

Most important, however, is the basic principle of what units to use for rate- 
making. The Commission argues that “actual” cars should be used. But this 
produces the absurd result that a carrier would be forced to keep raising his 
competitive rates as he lost competitive traffic. The railroad cost witness 
conceded that the logic of this would result in Seatrain being told to quote rates 
of $18,000 per car, clearly an absurd conclusion: 

“Q. And will you under the situation I just gave you tell Seatrain, if it were 
your prerogative, that they should assess a rate of some $18,000, plus, for a 
single car in order to cover in that one car the full year’s terminal cost at 
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Savannah A. I would say that if that is all the traffic they had, they would 
have to do that’ (R.p. 890). 

This is a principle of the utmost importance. No industry could survive long 
if its prices had to be based on minimum volume. Every price change must 
consider not only present but prospective volume as it affects costs and revenues, 


2. TERMINAL COSTS AT THE OUT-OF-POCKET LEVEL 


This area of the decision has two defects. The first is the adoption of the 
railroad view that the total costs incurred at Savannah should be divided by 
the small number of cars actually handled. The Commission thus adopts the 
absurdly high figure of $59.86 per car for expense and $7.46 for return on in- 
vestment, while the average in the so-called high cost area of New York is given 
as only $19.71 per car for expenses and $6.91 for return. This arises from 
the same failure to reflect the nature of the costs as is built into the use of 68 
ears in lieu of 95 cars, the costs are incurred in part to handle prospective 
traffic not just present traffic. 

The second defect is on whether terminal items may be fixed or variable 
with traffic. Seatrain treated these costs as a function of vessel arrivals and 
departures rather than number of cars. This was based on the fact that such 
costs as pilotage and towage, for example, are the same per vessel handling 
regardless of the number of cars on board. The Commission concludes simply 
that “the defendants (ie., the railroads) properly treat them as out of pocket.” 
The word “properly” has no preamble. There is nothing to indicate why such 
costs are not constant. 

It may well be that the Commission thought of “terminal” like a railroad 
“terminal.” Actually, most of the costs in this category relate to vessel han- 
dling. Car handlings are covered in the separate item of stevedoring, which 
both sides consider “out of pocket.” One cannot avoid the feeling that if the 
Commission were more familiar with the operation, or had studied the work- 
ing papers more carefully, the conclusion might well have been different. But, 
conceding that Seatrain used 0 percent and the railroads used 100 percent of 
these items as “out of packet,” how can we just leave it that 0 is all wrong and 
100 percent is all right. Railroad switching costs are not treated that way. 
Why are Seatrain’s vessel terminal costs not 25-percent variable or 50-percent 
variable or something other than 100 percent. 


3. RAILROAD TERMINAL COSTS 


Seatrain used the same railroad origin and destination costs as the defend- 
ants used. In addition, however, the railroad cost witness put in a full 
terminal cost at the port of Savannah and at the port of New York. This was 
to reflect the interchange between the railroads and Seatrain. The Seatrain 
study, on the other hand, included an average amount of railroad interchange 
service in the rail line-haul costs. The Commission (p. 21) coneludes that 
the Seatrain showing understates the rail cost because it includes “no expense 
for handling a car from the trainyard to the exact point of interchange for 
either portion of the rail movement.” This is just wrong and inconsistent 
with the previous thought. The Seatrain study includes an average amount 
of this cost per car-mile and this includes handiing between the trainyard and 
the interchange point. It might be that the average amount is not enough but 
it cannot be said to have been omitted. 

The Commission comments that the railroads’ method overstated “somewhat” 
the expense of performing the interchange service. This is a guarded view. 
Why not say pointblank that the railroad method includes four clerical or bill- 
ing costs for each car? Would it not point up the absurdity of the rails’ pro- 
cedure? Would it weaken the use of the term “somewhat”? Why not say 
that, in the East, the railroad method, adopted by the Commission, assumes 
that the service at Edgewater includes 28 minutes per car for switching serv- 
ice and that this includes classification, transfer, industry switching, repair 
track service, cleaning, and so on—little or none of which applies to the actual 
service given Seatrain traffic at Edgewater. This is more than “somewhat.” 
Why not adopt the rail view when it is so clearly not right? 
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4. GENERAL COMMENT THAT RAILROAD STUDY IS BETTER 


The ultimate conclusion of the Commission is that “considering the record 
as a whole we believe that the figures submitted by defendants are more reliable 
than those of complainants for they fairly reflect the expenses incurred in 
the actual operations of Seatrain in conjunction with their rail connections” 
(p. 21 of decision). But, the Commission has a technical staff. Why choose 
black or white if neither is right? Why not get the siaff’s best judgment on 
the closest approximation to the answer? Did the staff recalculate the showings 
at all to illustrate the significance of any or all of the foregoing points? 

Looking at appendix B fer a 50-ton car, the fuli cost all rail as shown by 
the railroads as well as Seatrain and adopted by the Commission is 52.2 cents 
from St. Mary’s to Croxton. The rail-water-rail cost includes rail items of 8.3 
cents in the Sonth and 5.9 cents in the Kast under Seatrain’s method, a total 
of 14.2 cents for the rail haul. The Commission adopted as “more reliable” 
jhe alternate method including 11.4 cents in the South and 11.2 cents in the 
East, a total of 22.6 cents for the rail portion. Thus, 84 of the difference is 
due to the overstatement of rail costs—conceded by the Commission. As- 
suming that only half of this is proper, we could reduce the rail-water-rail 
cost adopted by the Commission from 59.8 cents to 55.1 cents. This is only 2.9 
cents higher than the all-rail cost. 

Now, suppose we look at the full water cost. Seatrain used 24.7 cents and 
the defendants (using 68 cars) convinced the Commission it should be 36.7 
cents—a difference of 12 cents. But, if we merely correct the error from 63 
to 78 cars and relate terminal costs to vessel handlings rather than annual 
number of cars, we eliminate roughly half of the difference (78 being almost 
midway between 63 and 95 cars and representing the use of 30 cars at Savannah 
instead of the erroneously interpreted count of 15). This would cut the cost 
of rail-water-rail by 6 cents. 

Thus, any attempt to treat with rail terminal costs adequately and to re- 
flect more accurate interpretation of the car counts would have shown the Com- 
mission a rail-water-rail cost about 10 cents lower than the defendants had 
urged. At least for the 50-ton car, where Seatrain has a major advantage, the 
Commission would have shown a rail-water-rail cost below all rail—somethinzg 
like 49 cents versus 52.2 cents. 

For the 40-ton load, the rail costs were: 


iComplainants | Defendants 


— ee ‘ a = - | 


Rail costs 
To Savannah ‘ i 7 e 9.2 } 12.8 
From Edgewater 2 ate 6.7 12.8 
Total 15.9 25.6 

Difference ; j seis 0,7 

6 ; ; . ‘i . 4.9 


The difference in water costs was 15 cents. Half of this spread would be 
7.5 cents. Thus, correcting terminal costs and the car count would have cut 
the rail-water-rail showing by 12.4 cents, from the 71.5 cents adopted by the 
Commission to 69.1 cents. This would still have been well above the all-rail 
cost of 57.2 cents. 


5. USE OF DECISION SHOWS INCONSISTENCY THEREOF 


The Commission concluded that Seatrain was not the low-cost carrier but 
it did require the rails to reduce their local rates. This seems to be a com- 
promise decision. Seatrain then published reduced pulpboard rates to compete 
With all rail. This means a net rate of 21.5 cents for Seatrain. The rails re- 
quested suspension because this is clearly not compensatory under the decision 
in 33257. Under the railroad view, the out-of-pocket cost for a 40-ton load is 
36.5 cents. Even for 50 tons, the out-of-pocket cost is given as 29.2 cents. Yet, 
the ICC did not suspend the Seatrain rate. In fact, it has not even set it for 
investigation. How explain this apparent unwillingness to follow through? 
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Exursir No. 12 (WBS-2) 
(Witness: W. B. Saunders) 
BEFORE THE INTERSTATE COMMERCE COMMISSION 
Docket No. 33257 


Georgia Public Service Commission, et al. v. The Bush Terminal Railroad 
Company, et al. 


EXPLANATION OF Cost FINDING PROCEDURES FOR SEATRAIN LINES, INo. 
I. PURPOSE 


This exhibit will describe the concepts and method of calculating costs for 
Seatrain Lines, Inc. The objective is to provide a formula for application of 
costs to particular traffic, in terms of the actual circumstances and conditions 
faced by this company and in the light of practical ratemaking considerations. 
It is set up to reflect costs with a 6-percent return after income taxes but ad- 
justments are provided for so that comparisons can be made with rail costs 
calculated at 4-percent return after taxes. 


Il. COST THEORY 


The out-of-pocket cost concept 


The concept of out-of-pocket cost is essentially simple but the application 
of the theory to particular situations is often elusive. The out-of-pocket cost 
is the money that is spent because particular traffic is handled. Likewise, it is 
the amount of money saved if particular traffic is not handled. 

A key reason why the practical application of the theory becomes difficult is 
the matter of timing. If we ask how much will be saved from one day to the 
next, the answer is usually a very small amount. If we ask the same question 
but spread the period of study over as much as 5 years, the amount of money 
which can be saved increases greatly. The reason for this is that the longer 
the period, the greater the opportunity for making adjustments in the entire 
operation, including plant and facilities. Over a sufficiently long period, it is 
often true that even portions of the fixed plant can be expanded or contracted 
to meet changes in volume. 


The concept as applied to railroads 


The basic question raised above was to determine the money spent because 
particular traffic is handled. If Seatrain were a railroad, the ICC Cost Section 
has determined the answer: Use 80 percent of the average operating expenses 
per car, 50 percent of the average return on road property investment, and 
100 percent of the average return on locomotives and freight cars. These fac- 
tors measure the extent to which costs have been found to vary with changes in 
total traffic after a long period of time. For present purposes we can concede 
the validity of the numbers themselves as applied to the railroad industry. 


Significance of traffic density 


What assumptions underlie the numbers is the crucial question. Implicit 
in the figures is a set of facts about the average density of traffic on the lines 
being studied. It is axiomatic that if 80 percent is right for the average rail- 
road, it must be too high for a road which has very little traffic. This is be 
cause such a road has excess capacity—it can add traffic with less increase in 
expense than a road that already operates close to capacity. The road with 
small trains can merely add tonnage to existing trains, while the road with big 
trains must add a whole new train when new traffic is added. 

This concept of excess capacity is built in to the out-of-pocket factors for 
the railroad but no one has actualy put down a figure saying that the capacity 
is so many cars or car-miles. This is because it is so difficult to measure rail- 
road capactiy. Since the calculation of practical capacity for even a single 
yard is difficult, consider how much more difficult it is to combine the potentials 
of different yards and then allow for different locomotive, signal, and other 
elements in the total rail service. Yet, though specific numbers are not set 
down, it is clear that the 80 percent variable or out-of-pocket percent assumes 
the existence of some excess capacity on the average, if traffic is to be added. 
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Application of the concept to Seatrain 


In the case of Seatrain, the theory can be applied more directly. Since we are 
dealing with a single company, we do not need to average out the density char- 
acteristics of a whole industry and arrive at some overall percentage factor. 
We can look at the actual traffic density of Seatrain alone. 

Further, Seatrain is different from the railroad industry in another vital 
respect. It is much more closely bound to a fixed capacity figure than any 
single railroad. So long as Seatrain serves its present ports, and so long as 
it maintains the same service standard in terms of frequency of sailings, it has 
a closely defined capactiy. Thus, normal operation requires six vessels to move 
traffic between: (a@) New York and Texas City; (b) New York and New 
Orleans; (c) New York and Savannah. It happens that a round trip takes 2 
weeks for (a) and (0b) and 1 week for (c). Thus, a 2-week voyage can be used 
as the maximum capacity of the fleet.. A given vessel may make 52 trips per 
year between New York and Savannah or 26 trips between New York and New 
Orleans. Thus, theoretical capacity is 6 vessels times 26 2-week voyages or 
156 such voyages per year. The actual number of such voyages was only 152 in 
1957 and 135 in 1958. Thus, practical capacity may be taken as approximately 
150 voyages, allowing for occasional mishaps and weather delays. 

This is the key to capacity and to overall cost appraisal. The voyage is the 
principal cost determinant in Seatrain. It determines the essential nature and 
volume of total expense. Completed voyage expenses represent about two- 
thirds of total operating costs. To operate more than about 150 2-week voyages 
on a sustained basis would require the addition of new capacity—new ships. 
The addition of voyages means more frequent calls at each port. This in turn 
means better service to the shipper and automatically changes the essential 
nature of Seatrain’s product. For example, with six ships, traffic from New 
York to New Orleans is scheduled to arrive at destination every Friday. With 
more ships, service on Wednesdays and Fridays might be feasible, thus doubling 
the frequency of schedules and improving the value of the service. 

In summary, the Seatrain picture is different from that of the railroads, 


; first because it is a single company with a definite, calculable capacity and 


second because the impact of traffic density on costs can be readily evaluated. 
Tests of variability 


The Cost Section of the ICC has arrived at the out-of-pocket percentages for 
railroads by staistical analysis of the change in expenses or operations as com- 
pared with changes in traffic over time. After numerous tests and demonstra- 
tions, the final conclusion is essentially a judgment-based determination that 
80 percent of expenses are variable with traffic. In practice, this would mean 
that a 10-percent increase in traffic will be accompanied by an 8-percent increase 
in operating expenses—over a long period of time. 

We can make similar tests for Seatrain. The previous section has auto- 
matically ruled out any study of investment costs because we are confining the 
analysis to six vessels and four ports—the present service. But it is possible 
that the operating expenses incurred can vary with changes in traffic even if 
the investment is fixed. 

To make the test, we can compare 1952 and 1957. As to many items, a com- 
parison prior to 1952 is rather misleading because of the service to Cuba which 
is not present in the later figures. In terms of 2-week voyages, Seatrain op- 
erated 157 units in 1952 and 152 units in 1957, virtually the same service. A 
total of 584,884 nautical-miles were operated in the earlier period as compared 
with 568,575 miles in 1957. Thus the key units of service offered declined 3.2 
and 2.8 percent, respectively. During this same period traffic varied as follows: 








1952 1957 Percent 
change 
Total service: 
Te nn ach Gbiniaesd wikia citaladetbaiadl amie aiase igeigdle anal 23, 848 22, 715 —4.8 
INN CII nn int ccncnetenaedeis aanseetie 48, 660 44, 129 —9.3 





Overall traffic fell more than service. Using the number of voyages in 
relation to cars as at test, we could calculate the percent variable as 3.2 plus 
48 or 66.7 percent as the out-of-pocket factor. Relating nautical-miles to 
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car-miles, the conclusion would be that Seatrain operations are 30.1 percent 
variable with traffic. 

If we shift to 1958, we have a lower level of activity: 135 two-week voyages 
and 506,931 nautical-miles. The decline from 1952 was 11.2 percent in voyages 
and 13.3 percent in vessel-miles. The number of cars also declined, however, to 
19,541 loaded and empty cars, a drop of 18.1 percent. Again relating voyages 
and cars, the variable factor would be 61.9 percent. The 1958 car-miles totaled 
537,102 000, a drop of 23.8 percent. Relating this to the 13.3-percent decline in 
vessel-miles means an out-of-pocket factor of 55.9 percent. 

This mechanical procedure is not very helpful from a practical standpoint, 
The volume of traffic varies at each port and the service to or from each port is 
a key element in the ability of Seatrain to attract traffic. Thus, it is important 
to relate the number of cars to the number of vessel stops at each port. The 
following tabulation shows what happened: 





1952 } 1957 | Percent 
change 
New York aud Texas City: 
Cars..cuc ain oe ‘ ‘ 16, 950 14, 371 15.3 
st ‘ - i 1¢ 8 
New York and New Orleuns 
Car da bt a omen diz », 241 —1.3 
Stops . ~ + ras peat 6s adeiatn: ite h aeedemein ry £3 — 26.4 
New York and Savannah 
Cars ad 1, 577 $103 | +OH8 
Peeve. uiivcs os ee Didnt dinate it eins . ‘ 63 | luv +413. 0 
Total 
Cars aimee leliets s x oi - 23, S4° 22, 715 1.8 
ee ee ieee . Slice Mew ae é 261 | 263 +8 


Thus, as to Texas City, the conclusion would be that changes in traffic produce 
more than proportionate changes in vessel operations or service or cost—for 
this port, costs would be 129 percent variable. For New Orleans traflic, the 
point is even more extreme—costs are 2,030.8 percent variable. But at Savan- 
nah, trafic went up more than service and the costs therefore would be calcu- 
lated to be 75.4 percent variable. 

These great differences in the variable factor suggest some warnings about the 
use of overall percentages. Clearly, the system trend is strongly intinenced by 
i special management decision to seek new traffic sources via’Savannah. The 
shift in the internal distribution of service among ports was substantial but 
the actual result on total statistics was small—a change from 261 to 263 stops 
overall. Using the standard method, we would conclude that as traffic declines 
1.8 percent, the number of stops provided will increase 0.8 percent—proving 
that the costs are over 100 percent variable. 

An alternative method is to assume that the 109 stops at Savannah in 1957 
are equivalent to only one-half of an ordinary stop from a cost standpoint, 
because of the short turnaround on New York-Savannah movements. This means 
230 equated stops in 1952 and 209 equated stops in 1957, a reduction of 9.1 
percent in service. On this basis, the decline in traffic was accompanied by a 
relatively greater decline in service or costs—again proving that costs are 
more than 100 percent variable with traffic. 


Conclusion on out-of-pocket percents 

The foregoing analysis suggests that the calculation of costs based on applica- 
tion of a fixed percentage of total expense as the variable portion may be very 
misleading. The range of differences in service is relatively small. Much of it 
may reflect changes in operations in response to simple matters like weather 
or drydock needs rather than in response to traffic changes themselves. Further- 
more, in a small operation, the simple management decision to increase service in 
order to develop traffic may have more impact on costs than any set of external 
factors. Yet, the uninitiated would be misled into just the wrong conclusion; 
that costs were responding to traffic changes. 

Thus, the calculation and use of general out-of-pocket percents applicable to 
all Seatrain circumstances is unsatisfactory. For some applications, out-of- 
pocket percents varying according to the function being measured may be much 
more meaningful. 
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A more direct approach is available in the case of Seatrain. Because we have 
a definite number of ports and a definite frequency of service, it is possibile to 
determine in advance exactly how many vessels are required to provide the serv- 
ice. Theoretically, Seatrain could give a regular weekly service with only four 
vessels, operating them at full capacity year round. However, this would not 
permit layups for repairs due to accidents or regularly scheduled maintenance 
programs, hor would it permit adjustments due to delays from weather or other 
interference with theoretical perfection. 

On the other hand, experience does show that normal operations can be 
conducted with five vessels when traffic falls off sufficiently. Thus, one-sixth of 
the vessel investment and related costs is variable with tratiic and the out-of- 
pocket portion of these costs is 16.7 percent. 

In contrast, the cost af voyage itself (wages, fuel, repairs, ete.) is essen- 
tially fixed regardless of traffic. Once the decision is reached to add a 2-week 
voyage, the Cost is fixed regardless of traffic handled on the voyage. Further, 
the nuimber of voyares per year is substantially fixed if service is to be main- 
tained on a rezular basis. Thus, such costs are entirely constant. The cost per 
car for these items varies inversely with the number of cars handled: the 
voyage expense per car for a $0-car trip is half as great as that on a 45-car 
trip. 

There is a practical alternative to the overall percentage method. This 
consists of analyzing each of the various “eost centers” and determining the 
service unit most closely related to it. The cost per service unit can then be 
converted to a cost per traffic unit, depending on the density of use of volume of 
traftic handled in each cost center. This is the method adopted for Seatrain. It 
is the method which best permits analysis of the impact of added traffic on total 
eost of different levels of utilization. Supplemented by special treatment of 
particular accounts, it is the most meaningful method for use in ratemaking 
while simultaneously providing management yardsticks for control or planning 
purposes. 

Capacity utilized 

Considerable excess capacity exists in Seatrain. In 1957, there were an 
average of only 55 cars originated or terminated per vessel Originated or termi- 
nated. Assuming that the practical capacity of a vessel averages 95 loaded cars, 
it is striking that overall only 58 percent of capacity was used in 1957. Analysis 
indicates, however, that there is extreme variation by ports. New York traflic 
amounted to 74 or 75 cars per trip in 1957. Likewise, traffic originating or 
terminating at Texas City amounted to 68 to 75 cars per vessel. New Orleans 
was less productive—46 to 53 cars. At the bottom of the scale, Savannah loaded 
17 cars per trip and unloaded oniy 12 per trip, accounting for only 15 percent 
of theoretical capacity. 

While these figures assume all trips are operated as “pure” moves between 
New York and each other port, the conclusions are not seriously impaired by 
the fact that vessels actually operated on combination routes. In 1957, for 
example, 74 voyages were made direct from New York to Texas City and back 
to New York. As to these, clearly the figures cited can have no misleading 
interpretation. An additional 25 voyages were operated New York-Texas City 
Savannah-New York and the question may be asked what significance the aver- 
age loading per call may have in such cases. As to the Texas City phase 
again there can be no question about the figures—if 48 cars were put on at 
Texas City, 50 percent of capacity would be used from Texas City to Savannah. 
At this point, however, if 15 cars were put on, the basic calculation would show 
less than 20 percent of capacity used by Savannah traflic. But the actual space 
on the vessel between Savannah and New York would, of course, be two-thirds 
full. Thus, the 58 percent of capacity mentioned above understates somewhat 
the actual use of space on the average leg of the average trip. 

The essential conclusion is thai there is considerable excess vessel capacity 
and that substantial additions to traffic can be made without increasing the 
number of 2-week voyages required. This is important because, in constructing 
unit costs hereinafter, one of the units will be the 2-week voyage as a factor for 
distributing vessel expense over various routes and volumes of trafic. 
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III, SEATRAIN UNIT COSTS 
Types of services 


The first step in the development of a cost formula is to determine the broad 
areas or services which cause or explain the principal expenditures. In a rail- 
road, we think immediately of running, switching, and station services. Sea- 
train operations fall into the following service categories: vessel service, termi- 
nal service, car rental costs, other direct car costs, and overhead. The terminal 
costs may be looked at on a system basis or by individual terminals. A sum- 
mary of the distribution of costs among service categories is shown in table 1 
for the year 1957. The calculations in table 1 reflect 11.7 percent of net invest- 
ment after depreciation. This is equivalent to a 6-percent return on invest- 
ment plus an allowance for Federal income taxes. Any figure can be substituted 
in a particular problem. 


Vessel operating expense 


The principal element of expense is the cost of vessel operation. Since these 
eosts are incurred largely on the basis of a 2-week round-trip voyage, this might 
well be the best service unit. However, for normal ratemaking problems, the 
emphasis is on the port-to-port movement of a car rather than on the round- 
trip movement of a vessel. For convenience in calculation, the costs are there- 
fore expressed per one-way voyage, as one-half of a round trip on a normal 
2-week voyage. 

Mathematically, this means dividing the expense by 304 one-way trips rather 
than 152 round trips during 1957. The resulting cost of $18,777 represents the 
cost of a trip from New York to Texas City as well as the cost of a trip from 
New York to New Orleans. On the other hand, it represents the equivalent 
of one round trip between New York and Savannah because of the shorter haul 
in the service. 


Stevedoring 


The expense of stevedoring is expressed per car handled, including loads and 
empties. The annual expenses are divided by the annual number of cars loaded 
and unloaded. This treats the expense as variable directly with the volume of 
traffic. In actual practice, particularly for short-run problems, and particularly 
where traffic is light, a stevedoring gang may be hired for a minimum day with 
ample excess capacity so that additional cars might be handled without adding 
to total stevedoring cost. In that event, the cost per car for the added traffic 
would actually be less than the averages shown. 

It should be noted that, at Belle Chasse, Seatrain performs work for West 
India Fruit & Steamship Co. The annual expense of $42,073 is therefore 
divided by 13,450 cars, including cars loaded and unloaded for both Seatrain and 
West India. 


Other terminal expense 


Other terminal expenses are partly fixed on an annual basis, such as rentals. 
However, many items are largely variable with the number of vessel arrivals 
and departures. An illustration is the cost of pilotage and towage. The num- 
ber of monthly employees is also at least partially variable with the amount of 
vessel activity at each port, given time to adjust the operations of the terminal. 
Consequently, other terminal expenses as a whole are expressed per vessel arrival 
or departure. They remain the same in total per service unit whether a vessel 
has 90 or 15 cars aboard. The cost per car handled is thus inversely related to 


traffic volume on each trip—increased volume means less cost per car for this 
item. 


Car rental 


This expense can be related to the particular traffic under study. Since 
Seatrain owns no cars, the out-of-pocket cost is the applicable per diem or mile- 
age rate multiplied by the specific days or miles to be paid for. For per diem 
cars generally, an operating judgment or a special study will be needed to deter- 
mine a fair average number of chargeable days. Allowance may also be neces- 
sary for the return handling of empties. Experience varies over the various 
legs of the service and for the different types of cars required. Normally, loaded 
and empty time should be charged to study traffic. Between Savannah and New 
York, the average car requires 2 or 3 days. 
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Other direct expense 


This group includes two principal categories of loss and damage expense. 
Losses and claims in connection with cargo may vary with the particular com- 
modities involved. On the average, and for general purposes, this element may 
be treated as directly variable with traffic and can be expressed per loaded car 
handled. 

The other important element in this group represents the cost of claims arising 
from damage to the railroad cars themselves. Since this can occur whether the 
ar is loaded or empty, the appropriate unit is therefore the number of loaded 
and empty cars handled in Seatrain vessels. 

Overhead expense 


Most of the overhead group is little affected by traffic changes. It consists 
largely of general office expenses which are more influenced by management and 
Government needs for information than by an increase or decrease in cars 
handled. In 1957, $507,320 was expended on research and development and re- 
flected in the overhead accounts. These costs, as well as other costs associated 
with Seamobile development, have been eliminated in calculating the unit costs 
in table 1. 

The overhead items have been localized to a considerable extent so that they 
can be related to the traffic handled at particular terminals. However, the total 
costs at New York include some items which are in the nature of system over- 
heads rather than being particularly related to New York traffic as such. So long 
as each car being priced out has one handling at New York, the cost calculations 
are adequate in their present form since they build in both local and systemwide 
costs at New York. On the other hand, if some traffic were handled without 
going through Edgewater, a full cost study would require the apportionment of 
some costs which we now treat as if solely related to New York traffic. 

Since overhead is largely fixed, it can ordinarily be best related to traffic only 
by using the annual number of cars handled. However, a cost study should 
show the effect of traffic density on any constant cost of this nature if it is to be 
most useful for management. Therefore, as a practical matter, overhead can be 
calculated per voyage so as to establish a base or norm. If this is divided by 
the system average number of cars per voyage we get the same effect as if we 
had used total overhead and total cars in the first instance. But, we can divide 
the cost per voyage by varying numbers of cars and thus show the effect of 
increasing or decreasing the amount of traffic relative to the existing average. 
This procedure is certainly more helpful to the ratemaker because it shows how 
changes in traffic volume affect the overhead cost per car of revenue traffic. 
Table 1 shows the calculation on both cases, recognizing that any apportionment 
of overhead is necessarily arbitrary. 

Return on investment 


The figures for return show how much revenue must be received over and 
above operating expenses if a net profit of 6 percent on the existing investment 
is to be produced. 


For most practical purposes, the investment is fixed and does not change with 
the volume of traffic handled. Whether any or 

this section should be included in a particular analysis depends on the purpose 
of the inquiry. At this stage, the analysis is concerned with the technique for 
constructing the cost components. 


all of the unit costs developed in 


Generally, the procedure is to treat the investment like the related operating 
expenses. Thus vessel costs are considered fixed for the six vessels but unit eosts 
are calculated on a 1-week voyage basis. This does not mean that adding or 
subtracting a voyage will add or subtract the amount of money shown. How- 
ever, this method does permit the company to show the effect on unit cost of 
adding or subtracting traffic on the average trip or on the average for all trips 

For the terminals, fairly detailed breakdowns are available. However as 
with overhead expenses, some investment costs at New York are properly assign- 
able on a system basis, while others are clearly related to the New York traffic 

In addition to vessel and terminal properties which can be specifically te nti- 
fied and localized, there are a number of investment items which are essentially 
of a general overhead character. They relate to the operation as a whole and in 
a’ real sense, are much like the overhead expenses previously described. Work- 


ing capital comes in this group. It is caleulated at 5 percent of expenses in this 
60470— 60———40 
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application both as an illustration and because this procedure was employed by 
the Interstate Commerce Commission in a 1941 study. The other principal items 
in this group are office furniture and fixtures and construction work in progress. 


IV. APPLICATION OF UNIT COSTS TO TRAFFIC 


Looking at full costs, the question to be asked is: On the average, how much 
revenue is needed to produce a given return on investment in each segment of 
the operation? 

As to traflic between New York and Savannah, costs on a 1-week basis must 
be cut in half to get the share chargeable to movements in each direction because 
the round trip takes only 1 week. If we make the calculation on the basis that 
a vessel is assigned wholly to this service, running New York-Savannah-New 
York and that these vessels are not otherwise ueeded, the full cost would include 
100 percent of the vessel expense and investment. Car costs would include 2.5 
days per trip at $2.75 per day plus car repairs of 73 cents per car. Details are 
shown in table 2 attached. 

In 1957, Savannah was served on a limited basis. That is to say, the only 
traffic moving was to and from New York. Since that time, the service has 
been broadened to include traffic between Savannah and the gulf ports. This 
affects the unit costs at Savannah very materially. A vessel moving New York- 
Savannah-New Orleans could drop as many as 95 cars for Savannah and pick 
up as many as 95 cars for New Orleans. This means that the terminal costs 
per car could be cut in half if the guif traffic equals the New York-Savannah 
traffic. If allowance is made for future growth merely equal to the 1957 volume 
at Savannah, the unit costs would decline somewhat. 


Costs on mixed trips 

The foregoing has treated each segment as if equipment and facilities were 
dedicated to each. In fact, however, the excess capacity built into the vessel 
powerplant means that mixed trips can be operated with no substantial addi- 
tional vessel cost over the cost of pure trips. The vessel expense for a 2-week 
voyage running New York-New Orleans-New York is virtually the same as that 
on a run New York-New Orleans-Savannah-New York. There are some possible 
variations due to added fuel consumption and possibly engine maintenance but 
these do not bulk large in the aggregate. 

One illustration will make clear the procedures required for testing the effect 
of mixed trips. Assume that the company has a basic service from New Orleans 
to New York with regular equipment assignments and averages 55 cars per trip. 
The question may be raised: What is the share of the cost which should be 
charged if such vessels add a stop at Savannah to pick up 35 cars, without de- 
livering any cars? 

If a stop is added at Savannah, there will be no change in the total vessel 
expense. However, there will be a terminal cost for a vessel arrival and de- 
parture—a total of $1,794, excluding return on investment. This must be 
charged exclusively to the 35 cars picked up as a result of the stop, producing 
an average of $51.26 per car. Stevedoring of $19.29 per diem and car expense 
of $7.61 are clearly chargeable to each of the 35 cars. Local overhead at Savan- 
nah must be borne by the 35 cars, at a cost of $12.34. Thus, on the average, a 
revenue car picked up at Savannah must yield $90.50 if Seatrain is to cover the 
cost of the stop. This assumes no investment cost chargeable to the service at 
Savannah. 


General ratemaking tests 
The foregoing treats the costs in terms of a general revenue standard. Par- 
ticular rates, of course, may be much higher or lower than a general standard 
and still be reasonable. The floor is that the rate must be compensatory. 
The question then is what items to include in measuring compensativeness. 
In a short-run sense, the out-of-pocket cost is very small. The direct items 
are: 


Stevedoring: 


NE tie ins bee ere wee aS Ae ee eae $9. 18 
SIRI oo cc eoeeteseert SOS ph eee aie 2 ee eee eee 10. 11 
NN a ca italia eee ere eer ts eS 5 en ce ea Se 6. 88 
NN ics aii, ikea nee abil hcteniak enibidaablhctiha abo macnlglaban . 73 





SO a cM a a a a as a met 26. 90 
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As to pulpboard, no allowance is included for loss and damage. A special 
study shows an average claim experience of only 6 cents per car. An allow- 
ance must be made for the empty return ratio related to the particular traffic 
under study. In this instance, there is virtually none—for the year 1957, it was 
0.8 percent and only 3 percent in the year 1958. Thus, rates which produced 
more than $27 without changing the number of vessels or the number of voyages 
would add to short-run net revenue. 

Over a somewhat longer run, changes in vessel assignments can be made. 
This makes vessel cost 16.7 percent variable. If this fact is recognized, we 
can add 16.7 percent of the vessel cost in table 2 or $18.23 per ear. 

As a practical matter it is possible for Seatrain to serve Savannah partly 
with pure trips (New York-Savennah-New York) and partly on the basis of 
mixed trips (such as New York-Savannah-New Orleans-Savannah-New York) all 
depending on the volume of traffic to be handled. From a longrun standpoint, 
this means that if sufficient traffic could be generated, one vessel could be as- 
signed to the Savannah service. While the midterm out-of-pocket percent would 
be relatively low, we can use a factor of 100 percent for long-term planning. 

With a 4-percent return on investment, this produces the following out-of- 
pocket cost : 


I is ho ee eae sa cases mince cae epee $109. 18 
Stevedoring------------- sintivh mn tepihen nelle kacbed ates RS 19. 29 
OO eee eee aes nen tached Ne caer cae take a 7.61 
Empty return at 2 percent_______.-_-- : se 9 79 


i cum i ek ao ba 


lak at a a i an te ee ee ee 138. 80 
With an 80,000-pound load, the cost per hundredweight is 17.35 cents. 


Total 


TABLE 1.—Cost analysis, year 1957—-Service unit costs—Full cost basis 


—————— —_ 

















| Cost per 
Cost per | car on 
Service categories | Total cost Service units unit | vessels 
| | (1) + (2) with 
95 cars 
| 
(1) | (2) | (3) | (4) 
A no ti ti nts craig aie “ 
I, Expenses: 
Vessels. .-.-.- Lame $5, 708, 193 | 304 l-week voyages____-_-- _..-|$18, 777. 00 $197. 65 
Stevedoring: | 
New York-_.-..- 222,001 | 24,183 loaded and empty cars handled 9.18 9.18 
New Orleans- ----- 42,073 | 13,450 loaded and empty cars handled ! 3.13 | 3.13 
Texas City....... 90,941 | 15,379, loaded and empty cars handled 5.91 | 5.91 
Savannah _-........--| 33,045 | 3,267 loaded and empty cars handled 10. 11 | 10. 11 
Terminals | 
POO TOPE cicccwawar 476, 583 | 304 arrivals and departures___.....---- 1, 568. 00 16. 51 
New Orleans._ .--- = 143, 668 | 206 arrivals and departures !__.______.- 697. 00 7. 34 
‘SUMS GING edncscaune 162,951 | 202 arrivals and departures____.___-- 807. 00 8. 49 
Savannah... -..- 195, 550 | 218 arrivals and departures______._-_- 897. 00 9. 44 
OR Mtge bats 498, 996 | Actual per diem or mileage rate. ......].........--]_.-- sit 
Loss and damge: 
Cars ahecaie Maas 17, 594 | 24,183 loaded and empty cars handled_. .73 te 
5 a ee a ae 110, 428 | 22,715 loaded cars handled_.____.____- 4. 86 4. 86 
Local overhead: 

New York.. _....| 758,383 | 22,715 loaded cars handled..._...._-.- 33. 39 33. 39 
New Orleans. .------ 88, 329 | 5,241 loaded cars handled__..____.._-- 16. 85 16. 85 
‘pene CRY. .......: 177, 964 | 14,371 loaded ears handled___.______- 12. 38 12. 38 
Savannah.-_......-. 76, 600 | 3,103 loaded cars handled_...____...- 24. 69 24. 69 

System overhead__......| 678,191 | 22,715 loaded cars handled_-.-_..-.----- 29. 86 29. 86 
Total overhead (alter- | 
nate method) ..-| 1,779,467 | 304 l-week voyages__-__... aed 5, 854. 00 61. 62 
II. Return on investment: 
Vessels ate Res ee. eee acct dandaa oo 3, 059. 00 32. 20 
Terminals: } 
New York i 259,878 | 304 arrivals and departurcs-___- 5 855. 00 | 9.00 
New Orleans 2,307 | 206 arrivals and departures ! 11.00 | .12 
Texas City__- | 5, 539 | 202 arrivals and departures 27.00 | . 28 
Savannah iseoh 37, 888 | 218 arrivals and departures ‘ | 174. 00 | 1.83 
System overhead. 119, 659 | 22,715 loaded cars handled —— 5.27 | 5. 27 
Total overhead (alter- 119,659 | 304 1-week voyages ‘ - 394. 00 4.15 


nate method). 


! Includes service units of West India Fruit & Steamship Co. 
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TABLE 2.—Full cost per car, year 1957, between New York and Savanah 
(assuming pure trips and excluding loss and damage) 








Adjusted costs 








| i 
Table I costs} To reflect To reflect 
gulf traffic 4 percent 
to and from return 
Savannah 
Vessel expense- -.--------------------------- psn idae awe ceeain $98. 83 $98. 83 $98. 83 
Stevedoring: 
POO PORE wcccsise si cate S28, cutikicas tence alae 9.18 9.18 9.18 
GAINS Sinn Gi sic einen teleenitha gees nndscadennces 10. 11 10.11 10.11 
Terminal expense: | 
New York-..--------------------------------------------- 16. 51 | 16. 51 | 16.51 
IRS hie oo oe nse cuah ahadidnscnarnecineccssameses 9.44 9. 44 | 9. 44 
Car hire (24% days box) - sstigs dikiads Niaereeabed uhea ds J 6.88 | 6.88 | 6. 88 
Loss and damage, Cars. --- BT re lie late ee cea wa as 73 1 73 | 73 
Vessel return -- - ---- . pcan ciuas=cceeeeunainane Sail 16.10 | 16.10 | 10. 35 
Terminal return: 
New York----- Ihe edendhndeEwccKeePnanckenanene 3 wel 9.00 | 9.00 5.79 
Savannah PERG AR Soa dmewe ns amipmmarn icpvennseanindal 1.83 1.83 | 1.18 
Local overhead expense | | | 
New York----- ieawnaditdascedstcdwapeiatnsadenasel 33. 39 | 33. 39 | 33. 39 
Savannah , bat ic apie Scher Siac Reso tedster gee ek 24. 69 12. 34 12. 34 
System overhead expense - - - -- Swemimemeaaa 29. &6 2%. 27 6. 7 
System overhead return. - SN a dO 5. 27 | 4. 63 2. 98 


Calculation for pulpboard, Savannah—New York (4 percent return, adjusted for 


gulf traffic) 
A. Out of pocket: 


Vessel cost. -- - ‘i —_ intone ‘ snl i‘ ‘ : baa 2 $109.18 
Stevedoring ° a . . ‘ 7 ? 19, 29 
Car costs- - - a ppuaweeen ae Lid 7.61 
Subtotal ‘i ‘ : . obi . ; one ‘ : 136. 08 
Empty return at 2 percent Ldiebeneenn cnnwkee 2.72 
OU IICNE 8 5 os hdd ne cenandamnnwnsecncnenesunseesss ; ; 138. 80 
B. Full cost: ' 
INTNNG -. 5..5 cneenae anata crab indcheabieaanesedenaskedciennivesyedeareedubun . 32.92 
ee sitet hee sci eaeeenpeivion ibe beetcaes ibibibiowaiacebaee intitle -.--- 169.00 
Dey COR BG S ORUEING 6 ns come ics scence espe vancdcuscdubwnuba ds nueas ----- 3.38 
NE UII 55 oss suid icc adunucunaiue sa UNcandenaSdbeut miunabeercuebehan ect 74. 98 
I CINE ee cen 5 et onda cans eenmashecanses tale pains Sine rd ty a Se 


Mr. Barron. It has been alleged in another case and this is docket 
I and S$ 6074, iron ore from eastern ports to Central Freight Asso- 
ciation territory. You may not have it there. The allegation is this, 
Mr. Chairman, that in the course of this proceeding some of the parties 
requested the working papers of the Commission staff. The working 
papers were not forthcoming. 

(The letters of request are as follows:) 


NEW YorK CENTRAL SYSTEM, 
Chicago, Ill., April 20, 1960. 
Re iron ore from eastern ports to Central Freight Association points, I and § 
docket No. 6074. 
JOHN A. RUSSELL, Esq., 
Interstate Commerce Commission, 
Washington, D.C. 


Dear Str: Your report and recommended order on second further hearing and 
reconsideration, served April 1, 1960, in the above-entitled proceeding in re 
ferring to evidence in respect to the cost of transporting iron ore from New York, 
N.Y., to destinations in the Youngstown, Ohio, area states: 

“That Section (the Commission’s Cost Finding Section) has analyzed all of 
the cost data introduced in the reopened proceeding and it has restated the 
estimated cost for both carriers (New York Central and Erie) as accurately as 
the record permits (sheet 17, parenthesis supplied) .” 
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Without the working papers that show the basis and nature of the Cost Find- 
ing Section’s calculations we are unable to analyze the cost restatement referred 
to in your report. Therefore, on behalf of the New York Central Railroad Co., 
respondent, I respectfully request that a copy of the Cost Finding Section’s 
working papers and any memorandums or reports furnished by the Cost Finding 
Section be made available to me. 

Respectfully, 
RICHARD J. MURPHY, 
Attorney for the New York Central Railroad Co. 


THE BALTIMORE & OHIO RAILROAD CoO., 
Baltimore, Md., April 21, 1960. 
I. and S. docket No. 6074—Iron ore from eastern ports to Central Freight Asso- 
ciation points. 
JoHN A. RUSSELL, Esgq., 
Interstate Commerce Commission, 
Washington, D.C. 

DeaR EXAMINER RUSSELL: Your recommended report in the captioned pro- 
ceeding states that the cost evidence was analyzed by the Commission’s Cost 
Section and a restatement of estimated costs prepared by them as summarized 
in the appendix to to the report. 

This is to request that we be supplied, at our expense, with a copy of the 
working papers underlying the restatement. 

Thank you. 

Very truly yours, 
CHARLES J. HENRY, Jr., 
General Attorney. 


THE BALTIMORE & OHIO RAILROAD Co., 
Baltimore, Md., April 22, 1960. 
I. and 8. docket No. 6074—Iron ore from eastern ports to Central Freight Asso- 
ciation points. 
JoHun A. RUSSELL, Esq., 
Eraminer, Interstate Commerce Commission, 
Washington, D.C. 

DreAR EXAMINER RUSSELL: I refer to my letter of April 21 requesting that 
the working papers underlying the Commission’s Cost Section’s analysis of the 
cost evidence in the captioned proceeding be made available to me. 

This is to supplement said request to include the Cost Section’s memorandum 
supporting its recomputation. This conforms the scope of my request to that 
of the New York Central Railroad, as contained in Mr. Murphy’s letter of 
April 20 to you. 

Very truly yours, 
CHARLES J. HENRy, Jr., 
General Attorney. 


Mr. Barron. Instead, a rather extensive supplement was made to 
the report that appears here. In other words, in place of making the 
working papers available, a supplement was made to the examiner’s 
report. Again, do you not think it would be better for the papers 
to be made available and cross-examination allowed, rather than going 
through the technique of revising the report in order to avoid ‘this? 

Mr. Wrnc HELL. I, of course, don’t have that file in front of me, 
and I don’t know the circumstances. I don’t know whether the Com- 
mission introduced any cost figures in that case. 

Mr. Barron. Mr. Chairman, I would like to make the examiner’s 
report in I. and S. docket No. 6074 part of the record, if I may, sir. 

Senator Barrierr. All right. 
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(The document referred to is as follows:) 
INTERSTATE COMMERCE COMMISSION 
Served April 1, 1960 
NOTICE TO THE PARTIES 


Exceptions, if any, must be filed with the Secretary, Interstate Commerce 
Commission, Washington, D.C., and served on all other parties in interest, within 
30 days from the date of service shown above, or within such further period 
as may be authorized for the filing of exceptions. At the expiration of the period 
for the filing of exceptions, the attached order will become the order of the 
Commission and will become effective unless exceptions are filed seasonably or the 
order is stayed or postponed by the Commission. To be seasonably filed, excep- 
tions must reach the Commission on or before the date they are due. If excep- 
tions are filed, replies thereto may be filed within 20 days after the final date 
for filing exceptions. The stated specific time periods apply to all parties and 
give full effect to Rule 1.21(c) of the General Rules of Practice to the extent, 
if any, the provisions of such rule otherwise would be applicable to this proceed- 
ing. It should not be assumed that the recommended order has become effective 


as the order of the Commission, until a notice to that effect, signed by the Secre- 
tary, has been served. 


[Investigation and Suspension Docket No. 6074] 
IRON ORE FROM EASTERN Ports TO CENTRAL FREIGHT ASSOCIATION POINTS 


Decided 


.- 


parity on iron ore from Baltimore, Md., and Philadelphia, Pa., to points in the 
Wheeling, Youngstown, and Steubenville steel-producing areas, aflirmed, and 
continuance thereof found just and reasonable, and not otherwise in violation 
of the Interstate Commerce Act or in contravention of the national transporta- 
tion policy. 

2. Prior finding that a rate on that commodity from New York to points in the 
Youngstown area on the same level as from Baltimore and Philadelphia would 
be just and reasonable reversed and, in lieu thereof, such parity found not shown 
to be just and reasonable. 

Additional appearances: 

Richard R. Bongartz, Paul R. Duke, William J. Taylor, J. T. Clark, J. Crossan 
Cooper, Jervis Langdon, Jr., and J. Stanley Payne for various railroad respon- 
dents and protestants. 

Donald MacLeay, William L. Marbury, Franklin C. Allen, Charles McD. Gillan, 
John M. Cleary, F. Clifford Hane, and Robert M. Beckman for various interveners. 


1. Findings in prior report of October 1, 1956, 299 I.C.C. 195, establishing rate 


REPORT AND RECOMMENDED ORDER ON SECOND FURTHER HEARING AND RECON- 
SIDERATION BY JOHN A. RUSSELL, HEARING EXAMINER 


This proceeding, initially instituted in 1953 by division 2, involves the law- 
fulness of a series of reductions beginning February 9, 1953, in rail rates 
on import iron ore, in carloads, moving from Philadelphia, Pa.,’? and Baltimore, 
Md.,* to 17 destinations west of Pittsburgh, Pa., in the Wheeling, W. Va., and 
Steubenville and Youngstown, Ohio, steel-producing areas,‘ and from New York, 
N.Y.,° to 7 destinations in the same general area.®**® This history of the pro- 





1 Rates and differences therein are stated in amounts per ton of 2,240 pounds. 

2 By the Pennsylvania Railroad Company. 

® By Baltimore & Ohio R. Co. and Western Maryland Ry. 

Farrell, Midland, Sharon, and Sharpsville, Pa.; Lowellville, Martins Ferry, Mingo 
Junction, Niles, Struthers, Steubenville, Warren, and Youngstown, Ohio; and Benwood, 
East Steubenville, Follansbee, Weirton, and Wheeling, W. Va. 

5 By New York Central Railroad Company and Erie Railroad Company. 
® Farrell, Sharon, and Sharpsville, Pa., and Lowellville, Struthers, Youngstown, and 
Warren, Ohio. 

7 The named railroads will hereinafter be referred to by their short titles. 

8 Rates from Boston to the 7 destinations shown in footnote 6 were originally involved, 
but are no longer in issue. 





pose: 
will | 

Tr 
futu: 

In 
the ] 
from 
rate 
dest: 
port 
Balt 
with 
The 
pari 
Balt 
proc 
Phil 
sup] 

, 
Feb 
reca 
latte 
find 
tric 
Sup 
in t 
par 
por 
the 
mis 
ord 
the 
eou 
the 
foll 


inte 
am 
tial 
rel: 
ren 
tak 
dec 
tak 
twe 
Yo 
mi: 
ap} 
the 
pre 
, 
18, 
pal 
tlo 
ule 
of 
rec 
ha 
anc 
$3. 





1e 
1d 
yn 
a- 


1e 
ld 
mn 


go 


»d, 


nd 


ed, 


DECLINE OF COASTAL SHIPPING INDUSTRY 625 


posed reductions is set forth in prior reports and only a brief reference thereto 
will be made herein. 

The basic issue is whether parity of rates from the three ports is, and for the 
future will be, just and reasonable, and otherwise lawful. 

In the prior proceedings the Baltimore & Ohio, the Western Maryland, and 
the Maryland Port Authority sought rates from Baltimore 20 cents lower than 
from Philadelphia, and 60 cents lower than from New York, contending that 
rate parity was unjustly discriminatory and unduly prejudicial because it would 
destroy the natural geographical advantages of that port, and would divert im- 
port iron ore to the competitive ports. The Pennsylvania sought parity with 
Baltimore to obtain a fair share of the iron ore traffic, but it opposed parity 
with New York on the same grounds as those urged by the Baltimore interests. 
The New York Central, the Erie, and the New York Port Authority sought 
parity with Philadelphia and Baltimore, contending that the opposition of the 
Baltimore interests and the Pennsylvania was without merit. In the reopened 
proceeding there is no change in the position of the respective interests. The 
Philadelphia Chamber of Commerce intervened in the reopened proceeding in 
support of the Pennsylvania. 

Two prior reports have been issued, one by division 2, 291 I.C.C. 527, decided 
February 5, 1954, and the other by the entire Commission on further hearing and 
reconsideration, 209 I.C.C. 155, decided October 1, 1956. The findings in the 
latter report approved rate parity from the three ports. The Commission’s 
findings were appealed by the Baltimore interests to the United States Dis- 
trict Court for the District of Maryland. In its decision of April 26, 1957, 151 F. 
Supp. 258, that court held that parity of rates from New York was without basis 
in the record and that portion of the Commission’s order was vacated. As to 
parity from Philadelphia and Baltimore, it held that such parity was not sup- 
ported by essential findings as to (1) ocean freight costs to those ports, and (2) 
the prospective movement thereto if the differential is restored, and the Com- 
mission's order was remanded for more explicit findings. Other portions of that 
order, however, were aiirmed. The District Court’s decision was appealed to 
the United States Supreme Court, and on December 9, 1957, 355 U.S. 175, that 
court vacated all portions of the Commission’s order which were not afirmed by 
the District Court. The per curiam opinion of the Supreme Court contains the 
following statements: 

“From what appears, it is not precluded that the Commission may find an 
interrelationship, within the purview of the national transportation policy * * * 
among lawful tariffs to be established between these three ports and the ‘differen- 
tial territory.” In this light we deem it appropriate that, in reconsidering the 
relationship between the Philadelphia and Baltimore schedules pursuant to the 
remand of the District Court, the Commission should be free to reconsider and 
take action upon the New York schedules. In carrying out the District Court’s 
decision regarding the Philadelphia rates, the Commission should be permitted to 
take into account the effect of the New York rates on the tariff relationship be- 
tween Philadelphia and Baltimore and the effect of that relationship on New 
York and to enter into such orders with respect to all three ports as the Com- 
mission may find to be required by their interrelationship. Accordingly, on the 
appeal before us, so much of the decree of the District Court as did not affirm 
the order of the Commission is vacated, and the cause is remanded for ap- 
propriate disposition not inconsistent with this opinion.” 

Subsequent to the opinion of the Supreme Court the District Court, on March 
18, 1958, issued an amended decree permitting the schedules establishing rate 
parity from Philadelphia and Baltimore to remain in effect pending reconsidera- 
tion by the Commission of the lawfulness thereof, but the operation of the sched- 
ules establishing parity from New York were enjoined pending reconsideration 
of their lawfulness. Thereupon, the Commission, by order entered May 12, 1958, 
reopened the proceeding for further hearing and reconsideration insofar as it 
had previously approved the schedules from Philadelphia and New York. 

The rates presently in effect, inclusive of all authorized general increases to 
and including Ex Parte No. 212, from Philadelphia and Baitimore are $3.92," 
$3.85, and $3.78 ;" and from New York the rate is $5.33.” 





*To Farrell, Sharon, Sharpsville, Lowellville, Struthers, Youngstown, Niles, and 
Warren. 


To Weirton, Steubenville, East Steubenville, Follensbee, Wheeling, Benwood, Mingo 
Junction, and Martins Ferry. 
To Midland. 


2To Farrell, Sharon, Sharpsville, Lowellville, Struthers, Youngstown, and Warren. 
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The facts appearing in the prior reports will be restated herein only to the 
extent necessary for clarity. 

Iron ore has been imported from foreign countries for many years. From 
1936 through 1941 total imports through all ports of the United States ranged 
from 2,000,000 to 2,500,000 tons annually. During World War II the volume, 
most of which originated in Canada, declined to 402,096 tons in 1943. Follow- 
ing the war there was an increase through all ports of the United States from 
1,189,300 tons in 1945 to 10,145,415 tons in 1951, 11,074,035 tons in 1953, 23.- 
471,956 in 1955 and more than 33,500,000 tons in 1957. The issues in this pro- 
ceeding, however, involve only the movement through Philadelphia, Baltimore 
and New York. The movement in tons through those ports in 1950 and later 
years, segregated as to the volume discharged at railroad piers and private 
piers, to the extent shown of record, is stated in the following table: 


TABLE I 




















\ | 

Baltimore | Philadelphia 

| ' 

Year | | | New York 
Railroad Sparrows Railroad | Fairless, 
piers Point ! | piers | Pa.? 
ee aa ern ee See eee 
MN sereehe so eek Ras. cet 3 4,200,381 3 808,620 397 
OS ech coach epdekspcwiews dbancn eles 3 6,327,486 3 859,068 424 
slic sata hdan miadicid beyieciagarind sc 0 veel si | 3 6,278,471 3 705,431 | 395 
NN la a | 2,020,540 | 4,952, 518 766, 501 334, 838 169 
Mehhs Dieu dh tells Cdeskuce bbe kectadéaeatdd 1,714,821 | 5,057,319 , 722, 388 2, 575, 368 | 156 
Richa ciitiematoas i cae iia hell Lele as cnn ca | 2,701,331 | 6,634, 243 | 3, 924, 447 | 2,914, 899 | 308 
a i i a te a eat 3, 980, 297 6, 693, 360 5, 512, 918 3, 281, 593 | 593 
RE a Se Satbatecueaiea 4, 063, 795 7, 912, 269 | 7, 440, 643 | 4, 147, 926 2, 523 
RE en oe oe 5 ii ketas eaten 3,007,258 | 6,735,314 4, 635, 184 4, 399, 014 | 3, 485 
DONO NG SE) is case apap rede mnssece 3 2,869,867 3 2,404,635 210 
! 





1 Location of Bethlehem Steel Corporation plant. 
? Location of U.S. Steel Corporation plant. First cargo discharged January 22, 1953. 
3 Segregation of the tonnage as between railroad piers and private piers not shown of record. 


The countries exporting the greatest quantity of iron ore are Venezuela, Chile, 
Canada, Peru, Brazil, Liberia, and Sierra Leone. Substantial tonnage origi- 
nated in Sweden prior to 1958, but there has been no movement therefrom since 
February 1958. Small quantities also are imported from Germany, Holland, 
India, and Morocco. There are no modern ore piers at New York, and the 
small quantities moving thereto were transported by vessels handling other 
cargo. 

Practically all of the ore discharged at Sparrows Point, located within Balti- 
more Harbor, and at Fairless, on the Delaware River about 30 miles beyond 
Philadelphia, is consumed by steel plants there located, and the cargoes are 
consigned to the steel companies named in the footnotes to Table I. The ore 
discharged at Sparrows Point would not normally move through Philadelphia, 
and that discharged at Fairless would not normally move through Baltimore. 
Except for 47 tons shipped in 1955 from Sparrows Point to the 17-point area for 
testing purposes, none of the ore discharged either at that point or Fairless 
has moved to that area since 1952. Shipments have moved from Sparrows 
Point and Fairless to destinations west or east of the 17-point area, but the 
rates to such destinations are not in issue in this proceeding. Consequently, 
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the ore discharged at those points has no direct bearing upon the issues. How- 
ever, all of the ore discharged at railroad piers at Philadelphia and Baltimore 
moves either to the 17-point area or to destinations west and east thereof. 
Parity of rail rates is maintained to certain destinations west of the 17-point 
area, a like situation has prevailed since 1908 to the Pittsburgh-Johnstown 
district, since 1956 to Aliquippa, Pa., and to some points east thereof, but to 
other eastern destinations the rates from Baltimore are lower than from Phila- 
delphia in certain instances, and in other instances they are lower from Phila- 
delphia than from Baltimore. The following table shows the annual movement 
from the railroad piers at each port to the various destination areas in 1952 
and later years: (See page 6A.) 

At Philadelphia, iron ore is discharged at Pier 122” owned by the Pennsyl- 
vania Railroad, another pier at Girard Point owned by that carrier, and a third 
pier at Port Richmond owned by the Reading Company.* The unloading ca- 
pacity of those piers is 6,000,250 and 1,000 tons per hour, respectively. 

The railroad piers at Baltimore are located at Curtis Bay, Port Covington, 
and Cottman. Those piers are owned by the Baltimore and Ohio, the Western 
Maryland, and the Cottman Company, respectively, and they have un unload- 
ing capacity of 2,000, 2,000 and 4,000 tons per hour, respectively. The Curtis 
Bay pier was built in 1951. The other two piers were built prior thereto, but 
they have since been rebuilt or modernized. 

The Baltimore & Ohio maintains direct service from the Curtis Bay and 
Cottman piers to 6 of the 17 points” but during the last 12 years it has trans- 
ported iron ore only to Youngstown and Warren. The Western Maryland serves 
the Cottman and Port Covington piers, but it has no direct service to any of 
the 17-points, and neither carrier publishes joint rates in connection with other 
earriers serving such points. The Pennsylvania maintains direct service to all 
of the 17 points from the Cottman pier at Baltimore as well as from both of its 
piers at Philadelphia. 

The Pennsylvania stresses the fact that prior to the establishment of parity 
in 1953 from Baltimore and Philadelphia to the 17-point area the movement 
thereto from Philadelphia was negligible. Table II reveals that no shipments 
moved from Philadelphia in 1952, and that only 4,851 tons moved therefrom 
in 1953 compared to 373,210 tons from Baltimore, whereas in 1954 the move- 
ment aggregated 717,115 tons from Philadelphia compared with 707,582 tons 
from Baltimore. 

The Baltimore & Ohio and Western Maryland on the other hand, stress the 
greater volume discharged at the Philadelphia railroad piers in 1954 and later 
years shown in table I, which they contend proves that rate parity has been 
disadvantageous to Baltimore. That table shows that the volume moving from 
Philadelphia was greater than that moving from Baltimore in 1954, and that 
Philadelphia’s proportion of the total traffic was greater in each succeeding year 
to and including 1958. 





88 The first vessel discharged on March 19, 1954. 
4The Reading Company is not a party to the proceeding. 
1 Wheeling and Benwood, W. Va., Martins Ferry, Youngstown, Niles, and Warren, Ohio. 
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During the 4-month period of 1959 however, the greater volume moved through 
Baltimore. 

The Pennsylvania points out that neither the Baltimore & Ohio nor Western 
Maryland have either direct or joint line service to Weirton and Midland, to 
which it has direct service from Philadelphia and Baltimore, and it contends 
that the tonnage transported to those destinations should be deducted from the 
total tonnage moving to the 17-point area because that tonnage is not competi- 
tive. The steel companies maintaining plants at Weirton and Midland support 
that contention and it has merit since neither the Baltimore & Ohio nor the 
Western Maryland maintains rates to those destinations. Eliminating that 
tonnage, the remaining tonnage moving from railroad piers at both ports, to 
the other 15 destinations is shown below : 


TABLE III 











, | 
Year Baltimore | Philade phi a 
—— — " _ : _— _—> = 
1954 ; - - - - a po me te tinh dn tne ~ | 610, 625 mi 470, 598 
1955 Pie z Leadawaaun 1, 210, 060 1, 147,013 
1956 ‘ ‘ ‘ pink aGten ied 1, 761, 263 1, 284, 952 
ES Sok oon Fa 5 a etnhm ea ae ken Soe ana a 2 ae oe } ], 554, 809 1, 503, 111 
1958 _ 821, 116 627, 767 
SOR CE AD) i os oes ce ccus ce tuegapneaden censadgdeuancas sees 278, 616 87, 683 








The above table, however, does not reflect the tonnage which normally 
would have been discharged at Philadelphia in certain of the years there shown. 
Due to strikes at the Pennsylvania’s pier at Philadelphia between October 29 
and November 13, 1954, and between July 15 and August 18, 1958, vessels trans- 
porting 117,908 and 319,089 tons of Labrador ore during those periods, respec- 
tively, initially routed to that port were diverted to Baltimore for discharge, 
and in July 1958, due to the grounding of the SS Cosmic while en route from 
Labrador to Philadelphia with 31,100 tons of ore, that vessel also was diverted 
to Baltimore for necessary repairs. The Baltimore interests contend that 
compensating adjustments should be made in the tonnage actually discharged 
at the respective ports. By deducting the tonnage diverted in 1954 from that 
shown in table III for Baltimore and adding it to the tonnage there shown for 
Philadelphia, the Baltimore tonnage would be reduced to 492,722 tons, and the 
Philadelphia tonnage would be increased to 588,501 tons. Like adjustments to 
reflect the total tonnage diverted in 1958S would reduce the Baltimore tonnage 
to 479,927 tons and increase the Philadelphia tonnage to 977,956 tons. Even 
with those adjustments, however, the greater volume destined to points in the 
17-point area, other than Weirton and Midland, moved through Baltimore 
in 1955, 1956, 1957 and during 4 months of 1959. 

The Baltimore interests also show that certain vessels discharging at Balti- 
more each year since 1953 carried ore destined to the 17-point area and points 
west thereof, and they contend that the tonnage moving to the 17-point area 
should also be deducted from the total tonnage shown for Baltimore in Table III 
for those years. They claim that the vessels transporting such “split” cargoes 
were routed to Baltimore because the rates therefrom to the destination west 
of the 17-point area were lower than from Philadelphia. However, there is no 
specific evidence showing that such lower rates actually influenced the routing 
of the vessels to Baltimore. Consequently, the adjustment sought is not war- 
ranted. Moreover, such an adjustment would unduly distort the actual move- 
ment to the 17-point area from both Baltimore and Philadelphia. 

The remand by the District Court was, in part, based upon lack of definiteness 
in the Commission's findings in the prior report of October 1, 1956, regarding 
the effect of ocean transportation costs in routing vessels to a particular port. 
It stated, for instance, that (1) “these finding are vague and inconclusive for 
they do not show to what extent difference in distance by sea will influence 
the movement of ore’, and (2) “the Commission * * * made no specific find- 
ings as to the ownership of the vessels in which this ore was carried to the 
ports or as to the differences in cost between a voyage to Philadelphia and a 
voyage to Baltimore.’ The movement from Labrador will be discussed sepa- 
rately from the movement from other countries. 

Labrador ore.—Production began at Nob Lake in 1954 by the Iron Ore Com- 
pany of Canada.. Shipments move by rail from the mines to the port of Seven 
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Islands, Quebec, and from that port it is now transported to the 17-point area 
over two routes, (1) by ocean vessels to Philadelphia and Baltimore and by rail 
beyond; and (2) by ocean vessels operating over the St. Lawrence Seaway 
to ports on Lake Erie, Erie, Pa., and Ohio ports west thereof, and by rail 
beyond. Prior to the opening of that Seaway the ore moved by ocean vessels to 
Contracoeur, Quebec, where it was transferred to smaller vessels, called canalers, 
for movement beyond via the St. Lawrence River, Lake Ontario, the Welland 
Canal, and Lake Erie. 

The capital stock of the Iron Ore Company of Canada is owned by six steel 
companies, and other allied interests, and certain of those companies maintain 
plants in the 17-point area. The various stockholders, the percentage of stock 
held by each, and the points within the 17-point area where certain of the steel 
company stockholders maintain plants are shown below: 








Stockholders Percent of | Plant locations 
interest 





| \- = - ani 


ee ee ee a Ee 27 | 

Hanna Mining Company---.-. pice gaeneaace | enn ; 

National Steel Corporation (Weirton Steel Co. | 

Division). | 20 | Weirton. 

Bethlehem Steel Corporation....._......---------... | 15 | 

Armco Steel Corporation ____- aktsupicsadmen’ 10 

Youngstown Sheet and Tube Co-_. Sadana olen 10 | Youngstown and Struthers. 

mene Bieol Wornereabion. <... sone cece ceccccccal 10 | Youngstown, Warren, and Niles. 

Wheeling Steel Corporation. ........-..-..-...------} & | Wheeling Steubenville, East Steuben- 
ville, Benwood, and Mingo Junction, 





The Skaarup Shipping Company, otherwise known as the Ocean Marine Divi- 
sion of the M. A. Hanna Company, hereinafter called “Skaarup,” makes all ar- 
rangements for ocean transportation from Seven Islands to North Atlantic 
ports of all shipments consigned to the plants of the aforementioned stockholders, 
except Republic and Bethlehem. When the Labrador movement began Skaarup 
used almost exclusively vessels, hereinafter called ‘“‘“Managed vessels,” the title 
ownership of which was held by Ore Transport, Inc., and Iron Ore Transport, in 
which companies each such stockholder consignee has a partial interest. In 
recent years, however, the transportation has been performed predominantly 
by other than “Managed” vessels pursuant to voyage charters or contracts of 
affreightment. Time charters are practically nonexistent in the Labrador ore 
trade. Prior to the departure from Seven Islands to a north Atlantic port of 
any vessel transporting ore for a stockholder except Republic and Bethlehem, 
Skaarup notifies the consignee of the probable date of departure and the 
consignee then designates the port of discharge. The record shows that the 
greater volume from Labrador has been discharged at Philadelphia. 

The distance over the ocean route from Seven Islands to Baltimore is 159 
statute miles greater than to Philadelphia. The Baltimore & Ohio and Western 
Maryland stress the greater distance to Baltimore, urging also that the cost 
of operating vessels to that port is greater and they contend that these two 
factors account for the larger volume of tonnage discharged at Philadelphia, 
and they introduced a cost study purporting to show the operating costs incurred 
by 18 vessels based upon their carying capacity, transit time to the respective 
ports, estimated expenses for supplies, fuel and crew subsistence, reduced to 
amounts per ton of ore transported. The study shows estimated costs ranging 
from $1.437 to $2.103 per ton for voyages to Philadelphia, compared with $1.54 
to $2.277 per ton for voyages to Baltimore. 

The steel companies having an interest in the vessels operated by Skaarup 
admit that operating costs to Baltimore are greater than to Philadelphia, but 
they contend that the above estimated differences in vessel operating costs are 
overstaffed. An exhibit compiled by Skaarup shows actual differences in operat- 
ing costs for three vessels operated in 1957 of 7, 7.4, and 9.2 cents per ton, and 
8.6 and 11.9 cents per ton for two vessels operated in 1958. The latter data is 
entitled to materially greater weight. The steel companies, the Pennsylvania, 
and the New York interests contend, however, that vessel operating costs are im- 
material because, whether the ore moves in managed or nonmanaged vessels, 
the consignees pay the same rate per ton of ore transported irrespective of the 
port of discharge. Youngstown Sheet and Tube Company, Wheeling Steel Cor- 
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poration, National Steel Corporation and Skaarup state that for all ore delivered 
in 1958 by nonmanaged vessels at Philadelphia or Baltimore pursuant to voyage 
charters or contracts of affreightment the rate quoted by the vessel owners or 
operators and paid by such consignees was 90 cents per ton, that for transporta- 
tion in managed vessels Skaarup, at the beginning of the navigation season, sub- 
mits to each consignee an estimate of the average rate per ton for the delivery 
of ore at either port, that the consignees pay that estimated rate during the 
season, that when the season closes Skaarup computes the actual cost per ton 
incurred by such vessels, and makes an adjustment based on the latter amount. 
The adjustment, however, is predicated on the aggregate cost of operating man- 
aged vessels plus the total charges paid for transportation in nonmanaged vessels, 
the total of those two factors is then divided by the total tonnage deliverd at 
any port by all vessels to determine the average cost per ton of ore delivered dur- 
ing the season. If the latter average cost exceeds the initial estimate for man- 
aged vessels plus the aggregate charges for transportation performed by other 
vessels, each consignee pays an additional amount per ton, but if the final average 
eost is less than the initial estimate each consignee receives a refund. Either 
type of adjustment, however, depends solely upon whether the estimated rate 
for managed vessels exceeds or is less than the actual cost of operating such 
vessels, since the rate paid for transportation performed by other vessels remains 
constant throughout the season irrespective of the operating costs incurred by 
their owners or operators. For instance, the initial estimate in 1958 was $1.75 
per ton, and the adjusted rate was $1.53 per ton. 

The Labrador ore moving to plants of the Republic Steel Corporation prior 
to 1958 was transported from Seven Islands over the ocean routes in vessels 
operated by States Marine Corporation in which Republic had a 50 percent 
interest. Republic’s financial arrangements with that operator are not shown of 
record. The Bethlehem Steel Corporation also owned the vessels transporting 
its ore in that year but those vessels discharged principally at Sparrows Point, 
and none of the tonnage moved to the 17-point area. 

‘I'he avove evigeuce re:ating to the ore ror which Skaarup makes the trans- 
portation arrangements clearly shows that the 159-mile difference in the ocean 
route distances, Philadelphia under Baltimore, had no bearing upon the selec- 
tion of the port of discharge. Although the consignees of such ore contend 
that they have no interest in the expenses incurred by the vessels since the 
rate per ton ultimately paid for transportation was based upon the aggregate 
of the operating costs during the entire season, it is obvious that if more man- 
aged vessels discharged at Philadelphia than at Baltimore any saving in 
voyage costs by reason thereof would be reflected in the adjustment at the 
end of the season. Notwithstanding that fact, however, when a vessel is routed 
to a particular port the consignees do not then know whether the rate they 
will ultimately pay wi!l be in excess of or lower than the estimated rate, and 
consequently, when the port of discharge is designated they have little incen- 
tive for directing that a vessel discharge at the nearest port. The record also 
discloses that the designation of the port of discharge is frequently controlled 
by the availability of a sufficient number of empty cars at a port when the 
vessel arrives. 

Irrespective of the consignees choice of port in the past, the record reveals 
that for the future the preponderance of the Lobrador ore destined to the 17- 
point area will move over the St. Lawrence Seaway route. The Pennsylvania 
shows that practically all of ore received in 1958 at the plants of Republic 
in that area was transported to Lake Erie ports from Contracocur by canalers, 
and that at the time of the further hearings in 1959 more than 1,000,000 tons 
was scheduled to move to such ports over the Seaway route in that year. 
Youngstown Sheet and Tube Company asserts that canalers transported 387,310 
tons in 1958S compared to a movement of 48,733 tons over the ocean routes to 
north Atlantic ports, that as of June 15, 1959 it had received 220,135 tons via 
Lake Erie ports whereas none of its tonnage had moved to Atlantic Coast ports, 
and that a greater movement over the Seaway route to Lake Erie ports was 
then contemplated during the remainder of that year. Wheeling Steel Cor- 
poration also stated that it received 40,000 tons over the Seaway route in 
June and July 1959, and that a materially greater quantity would move there- 
over during the remainder of the season. The record further discloses that ore 
moving over the Seaway route can be delivered at plants in the 17-point area 


at a lower cost than over the ocean-rail routes. The comparative delivered 
costs are shown as follows: 
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Via St. Lawrence Seaway Via Baltimore and Phila- 

to— delphia 

| ee 

| East Steu- East Steu- 

benville, benville, 

Youngstown Weirton, Youngstown Weirton, 

Mingo Mingo 
| Junction Junction 
iim gan tea ada eacsae : cancel —f a 

Seven Islands to U.S. ports. --- eolleee $2.00 | $2.00 | $1. 53 $1.53 
Canadian exchange----- . Soe .09 | Sak ween tie ea Se ~ 
Seaway toll____ ; .47 | PEN E acca cinta RE He 
Unloading charge at port terminals---------- -47 | 47 | 50 . 50 
Rail rates, port to destination -- 1.97 | 2. 28 | 3.92 | 3. 85 
Total delivered cost 5.00 | 5.31 | 5.95 5.88 





Ore from other eountries—The following table shows the ocean distances 
and differences therein over routes to Baltimore and Philadelphia. 


{In statute miles] 








Ocean distances Differences in distances 

Origin port a 

| Baltimore | Philadelphia 

Saltimore | Philadelphia | over Phila- over Balti- 

delphia more 
| 
| | 

Caldera, Chile______- Paka Sakae 4, 246 | 4,291 45 
Coquimbo, Chile_-____- ah ati Bah tis sates 4, 392 | 4, 437 : 45 
Guayacan, Chile- wiida died 4, 393 | 4,438 | 3 = 45 
Huaseca_____- ; a : | 4,314 | 4,359 | _- ae 45 
Haina, Dominican Republic. pS pee eee 1, 457 | 1,485 |_- | 28 
Manzanillo, Mexico-- ores 7 3, 665 | BGI Ps rwcmiesace 45 
Monrovia, Liberia_- pceeeiia 4,141 | 4, 060 | BE daa anchenedetes 
Pastelillo, Cuba_- 1,200 | WERE Licncoees 42 
Pepel, Sierra Leone aid tutus tke dakeemmee 3, 958 | 3, 877 OS Séccncsinaecens 
Puerto Ordaz, Venezuela.............-..-----.- 1,921 | BOE taccceescce see 17 
Ris Gets, Bedl......._................. 4) 844 4. 817 Oy alee 
Victoria, Brazil___.....---- nhc koe enateaeeed 4, 581 4, 554 OT eos ee 
Ser Juan Bay, Perd......:....20.0.-....- sid 3, 525 SATO sisi. --| 45 


The ore moving from all foreign sources listed above to steel plants in the 
17-point area, except those of Republic, is transported by vessels in which the 
consignees have no ownership interest, under voyage charters or contracts of 
affreightment. Youngstown Steel and Tube Company and the Weirton Division 
of National Steel Corporation purchase their ore f.o.b. port of discharge, but 
purchases by Wheeling Steel Corporation are made f.o.b. port of shipment. Ir- 
respective of the differences in the method of purchase, or in the type of charter 
arrangement, however, the consignees designate the port of discharge, and the 
rate per ton paid for ocean transportation is the same in amount whether a 
vessel is routed to Philadelphia or Baltimore. Skaarup, whose managed vessels 
have transported ore from foreign countries other than Labrador, and another 
vessel agent or operator further asserts that such a practice has been observed 
for many years on movements of iron ore to any port within the North Atlantic 
range, which includes all ports north of Cape Hatteras, that it is presently ob- 
served, and that they know of no exception thereto. The record also discloses 
that in 1957 and 1958 all of the ore from Chile, Cuba, and the Dominican Re- 
public, 98.1 percent from Brazil, 82.7 percent from Liberia and 14.1 percent from 
Venezuela was transported under charters of the aforementioned character. Al- 
though the greater portion of the tonnage from Venezuela, and a small part 
of the total volume from certain other countries not named above was trans- 
ported in those years under time charters, a large part of the total movement 
was consumed by plants which are not within the 17-point area, and about 80 
percent of the remaining tonnage destined to that area which moved under time 
charters was discharged at Baltimore. 

Traffic officials of certain steel companies, other than Republic, operating 
plants in the 17-point area, state that since the establishment of rate parity from 
Baltimore and Philadelphia the movement to their plants has been divided be- 
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tween those ports on an approximately equal basis, that they desire a choice 
of ports, and favor continuance of rate parity to insure a continuity of move- 
ment in the event vessels cannot discharge at one or the other port due to traffic 
congestion, labor strikes, car shortages or other emergency. They also assert 
that if the rail rate from Baltimore is re-established differentially lower than 
from Philadelphia all vessels will be routed to Baltimore except in emergency 
situations. It thus appears that a differential adjustment in favor of that port 
on movements to the 17-point area will result in a situation similar to that pre- 
vailing prior to 1954 when, as shown by table II, practically all of the import 
iron ore was discharged at Baltimore. 

Most, if not all, of the iron ore moving to plants of the Republic Steel Cor- 
poration at Youngstown, Warren, and Niles originate at its own mines in Liberia. 
The ocean transportation is performed by vessels in which it has a partial in- 
terest, and all such tonnage has been discharged at Baltimore notwithstanding 
the fact that the ocean route thereto is 81 miles greater than to Philadelphia. 

The Baltimore interests, to support their allegation of unlawfulness in re- 
spect of rate parity on movements from the countries listed in the above table 
rely upon (1) the geographical advantages reflected by the shorter ocean routes 
from 9 of the 13 foreign origins there shown; (2) the lower vessel operating 
costs over such shorter routes; and (3) the shorter rail routes from Baltimore 
to the 17-point area. However, the fact that all consignees pay the same rate, 
irrespective of the port of discharge, on all ore transported under voyage char- 
ters and contracts of affreightment, and the further fact that most of the ore 
transported under time-charters which moves to the 17-point area has been 
discharged at Baltimore, clearly shows that the first two claimed advantages 
are actually nonexistent. Whether the differential sought by the Baltimore 
interests based on the shorter rail route to the 17-point area is warranted will 
now be considered. 

Rates from Baltimore and Philadelphia.—The Commission on page 201 of 
its prior report, 299 I.C.C. 195, concluded that the rail service performed from 
those ports was substantially similar. That conclusion was based upon the 
facts there stated (1) that although the average distances over tariff routes 
to the 17 points were 39S miles from Baltimore and 422 miles from Philadelphia, 
a difference of 24 miles, the difference in distance between the actual operating 
route of the Pennsylvania from Philadelphia was only 11 miles more distant 
than its actual operating route from Baltimore. The District Court, however, 
found the comparison of the Pennsylvania’s direct route from Philadelphia with 
its circuitous route from Baltimare via Perryville, which it uses for its own 
convenience, Was improper because it ignores the routes of ather carriers serving 
Baltimore. 

In the reopened proceeding the Pennsylvania stresses the distances over op- 
erating routes from both ports, shown as 427.9 miles from pier 122 at Philadel- 
phia compared to an average of 391.9 miles from the three railroad piers at 
Baltimore, reflecting a difference of 36 miles. However, by including the average 
distance from Girard Point of 426.9 miles, the average from the two railroad 
piers at Philadelphia is 427.4 miles, and the difference in distance, Philadelphia 
over Baltimore is reduced to 35.5 miles. The Baltimore carriers, on the other 
hand, compare the average distances over short tariff routes, stated as 416.4 
miles from Philadelphia and 369.1 miles from Baltimore, a difference of 47.3 
miles. The Pennsylvania objects to the use of short-line distances because the 
rates on iron ore are restricted to apply only over the operating routes in order 
to reduce to a minimum the number of interchanges between connecting carriers. 
Since the operating expenses of the carriers are incurred over the operating 
routes, the conclusion and findings in this report will be based upon the average 
distances over such routes from all railroad points at both ports to the 17 points. 
The Pennsylvania also computes the difference in operating route distances from 
both ports to each of the 17 points weighted by the tonnage actually moving from 
“ach port to each destination. As stated, however, that basis will not be used. 

Based on the average distances of 427.4 miles from Philadelphia and 391.9 
miles from Baltimore, over operating routes, and $3.85 average of the three 
rates presently in effect from both ports to the 17-point area and an average 
loading of 63 tons per car, the average revenue is $242.55 per car, and that 
revenue produces earnings of about 56.8 cents per car-mile and 9 mills per ton- 
mile from Philadelphia, compared with 61.8 cents and 9.8 mills, respectively, 
from Baltimore. Although the earnings from Philadelphia are relatively lower 
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than from Baltimore, they are, nevertheless relatively higher than yields, on 
a 63-ton loading, ranging from 50.2 to 53.4 cents per car-mile and from about 
8 to 8.5 mills per ton-mile produced by rates to steel producing points east of 
the 17-point area of $3.51 to Donora and Monessen, Pa., and $3.76 to Aliquippa, 
Pa., maintained from Philadelphia on the same level as from Baltimore. The 
average yields shown above from Philadelphia to the 17-point area, distance 
considered, also compare favorably with the average yield on the same loading 
from rates in effect on ex-lake ore applicable over all tariff routes from and to 
the points shown in the following table. 


| l 
Revenue 


From— To— Average | Rate a = 

distance re 
| | Per car | Car-mile | Ton-mile 

| 
Buffalo. ___._--- . x4 Bethlehem | 403.7 | $3. 92 $246. 96 | 61.7 9.8 
SE ee ‘ Steelton. ine 461.9 3. 92 246. 96 53.8 8.7 
Eee naeeene Sparrows Point | 553.4 3.92] 246.96 45.4 | 7.2 
MOR Pp cka becuase ; Bethlehem 402.0 3.92 | 246.96 61.4 9.8 
Rl ge o Steelton_. aaa 334.0 | 3.92 | 246.96 71.8 | 11.4 
a ge ad cs Sparrows Point...._| 435.0 3.92 | 246.96 56.8 | 9.0 
ee a ae Bethlehem 476. 2 | 4.06 | 255.78 | 53.4 | 8.5 
eee ..---| Steelton eae, 425.3 4.06 | 255.78 | 60.9 | 9.6 
DON cack a Bae .------| Sparrows Point.....| 459.9 | 4.06 | 255.78 | 55.7 | 8.8 
Ceaveees | us. Bethlehem 490.0 | 4.19 | 263. 97 | 53.9 | 8.6 
Shane eases airs Steelton ---| 390.0] 4.19] 263.97] 67.7] 10.7 
Pee eae eid been Sparrows Point 480.0 | 4.19 | 263.97 | 55.0 | 8.7 
Lorain_-_-_-- isces pecans Steelton_- at 497.6 | 4.19 | 263.97 | 53.0 | 8.4 
DR acti ae magaasnkemmda) aE Oe ON ees 527.0 | 4.19 | 263.97 | 50. 1 | 8.0 

j | | i 








The above table further reveals that the 35.5 mile average difference in 
operating routes, Philadelphia over Baltimore, is relatively insignificant when 
compared with the differences in average distances over like routes from the 
different Lake Erie ports where rate parity is maintained on ex-lake ore moving 
to common eastern destinations. For instance, the average distance to the 
three destinations there shown is 473 miles from Buffalo compared with an aver- 
age distance of 390 miles to the same points from Erie, a difference of 83 miles; 
and as between Cleveland and Lorain the average distances to common desti- 
nations are 485 and 512.3 miles, respectively, a difference of 27.3 miles. A 
common rate of $3.65 also applies from Philadelphia and Baltimore to Pitts- 
burgh, Pa., notwithstanding the fact that the distance over the operating routes 
thereto is about 36.7 miles greater from Philadelphia, compared to the 35.5 
mile difference, Philadelphia over Baltimore, to the 17-point area. The record 
further shows that all import iron ore destined to that area whether it is dis- 
charged at Philadelphia or Baltimore, moves through Pittsburgh, and that the 
additional average distance beyond to the 17 points in issue is about 60 miles 
from both ports. Consequently, there is no justification for a higher rate to that 
area from Philadelphia than from Baltimore. Rate parity from both ports to 
Pittsburgh was initially established, of course, pursuant to a voluntary agree- 
ment in 1903 between the rail carriers serving both ports, but, notwithstanding 
that fact, such parity has not been specifically attacked since its establishment 
by any shipper or receiver of iron ore and its present existence cannot be ignored. 

Regarding the contention herein of the Baltimore interests that the establish- 
ment of rate parity to the 17-point area has resulted in unjust discrimination 
and undue prejudice and is in contravention of the national transportation 
policy, as to the ore originating in Labrador, such issues are moot since the 
predominant movement to the 17-point area in 1959 was, and for the future 
will be, through the St. Lawrence Seaway to ports on Lake Erie, and as to the 
ore originating in other countries the contention also has no merit because the 
greater portion of that total volume destined to that area in 1954 and latter 
years has moved through Baltimore. There also is no evidence indicating 
that under continued rate parity Baltimore will be unable to participate in a 
fair share of the total volume of the latter movement in the future. On the 
contrary, the record supports the conclusion that rates to the 17-point area 
differentially lower from Baltimore than Philadelphia will deprive the latter 
port of its fair share of the total traffic moving to that area. 

The national transportation policy clearly does not contemplate that any one 
port shall enjoy practically all of the iron ore traffic moving to a particular 
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inland area merely because that situation once prevailed. The objective of that 
policy, among other things not involved in this proceeding, is to promote safe, 
adequate, economical, and efficient service and foster sound economic conditions 
in transportation and among several carriers; to encourage the establishment 
and maintenance of reasonable charges for transportation services without 
unjust discrimination, undue preferences or advantages, or unfair or destructive 
competitive practices * * * all to the end of developing, coordinating, and pre- 
serving a national transportation system * * * adequate to meet the needs of 
the commerce of the United States * * * and of the national defense. Iron ore 
is clearly a commodity vital to the national defense, and to insure a continuity 
of movement to important interior consuming points it is imperative that the 
ability of all ports with special facilities for handling that traffic be preserved. 
In this respect the ports of Baltimore and Philadelphia are equally important. 

The rates from New York.—The New York Central and the Erie operate from 
New York to only 7 points in the area under consideration. That port has no 
facilities for handling iron ore in volume. The New York port authority asserts, 
however, that preliminary studies have been made of three available sites on 
the New Jersey side of the Hudson River, one at Weehawken served by the 
New York Central, another at Communipaw served by the Jersey Central Lines, 
and the other at Claremont served by the Lehigh Valley Railroad, at either of 
which a modern ore pier can be constructed. The authority also asserts that 
if rate parity from New York is established such a pier will be constructed, that 
the facility contemplated will provide unlading chutes adequate for discharging 
2.000 or 3,000 tons of ore from ocean vessels per hour, and from 20,000 to 25,000 
tons during an S-hour period, and would require an import movement of 3 or 4 
million tons annually to insure profitable operation. However, it regards the 
establishment of rate parity with Baltimore and Philadelphia as necessary prior 
to any definite arrangement for financing or the actual construction of such a pier. 

The Commission in its prior report of October 1, 1956, analyzed a cost study 
introduced by the Erie showing its estimated out-of-pocket costs per ton for 
transporting ore to Youngstown, and criticisms thereof by opposing interests. 
As a result of that analysis certain necessary adjustments were made to cor- 
rect cost factors which the Erie either understated or did not properly consider, 
and that carrier’s estimate of $2.263 per ton was increased to $2.647 per ton, 
and a 83.035 rate per ton, exclusive of the Ex Varte 175 increase, then pro- 
posed, was found just and reasonable. The District Court, however, questioned 
the Commission’s finding because in the same report a lower rate from Balti- 
more, published to become effective February 16, 1953, was found not shown 
to be just and reasonable, and in the amended decree of that court, issued 
subsequent to the per curiam opinion of the Supreme Court, the finding relating 
to the $3.035 rate previously sought was remanded to the Commission for re- 
consideration. The New York Central did not introduce a cost study at that 
time. 

In the reopened proceeding the Erie introduced a new cost study, based on 
system freight operating expenses, rents, and taxes for 1957, except that train 
crew wages were shown as of November 1958 because an increase in such wages 
became effective in that month. This new study shows future estimated out- 
of-pocket costs anticipated from New York to Youngstown, predicated on an 
average loading of 62 tons per car, of $2.79 per ton. The New York Central 
introduced a like study showing that its out-of-pocket cost would be $3.17 per 
ton. The opposing interests contend the amounts shown are too low, and by 
independent studies they show estimated out-of-pocket costs, adjusted to reflect 
price levels as of July 15, 1958, of $4.11 per ton for Erie and $4.61 per ton for 
New York Central. Those carriers, however, claim that the latter amounts 
are too high. Certain cost factors in both studies, however, are not treated in 
the same manner, and in other respects neither study observes the formula for 
computing out-of-pocket costs advocated by the Commission's Cost Finding 
Section. That section has analyzed all of the cost data introduced in the re- 
opened proceeding and it has restated the estimated costs for both carriers as 
accurately as the record permits. This restatement, shown in the appendix, 
computes the out-of-pocket costs as $3.20 per ton for the Erie and $3.86 per ton 
for New York Central. Those amounts reflect 80 percent of the expenses, rents, 
and taxes, and return at 4 percent on 50 percent of the road property and 100 
percent of the equipment, after federal income taxes, except that in computing 
Erie’s cost Marine expenses have been excluded because they are not incurred 
in handling import iron ore. The restated cost shown for New York Central, 
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however, includes Marine expenses. That carrier, however, did not submit 
a Rail Form A, and consequently the amount which should be deducted cannot 
be determined. Neither the restated $3.20 or $3.76 estimated costs however, 
includes the wage increases for train crews granted in November 1958, because 
the aggregate amount of that increase cannot be determined from the underlying 
data introduced by either carrier. However, data shown in the reports of the 
New York Central for July and December 1958 on file with the Commission 
indicates that a proper adjustment of the restated $3.86 estimated cost for that 
earrier to reflect the increase in train crew wages would increase its total esti- 
mated out-of-pocket costs as of December 31, 1958, to an amount approximately 
equal to the $3.92 rate which the New York carriers now propose to establish. 
The approximate increase in Erie’s cost as of December 31, 1958, has not been 
computed for the reason that since both carriers proposed to charge the same 
rate, the reasonableness thereof is necessarily controlled by the higher cost of 
the New York Central. 

The above-mentioned reports, of course, were not stipulated in evidence but 
even without relying upon the increased wage cost, other evidence of record, 
nevertheless, warrants the conclusion that a rate of $3.92 per ton has not been 
shown to be just and reasonable. Considering only the estimated car-day cost 
for New York Central shown in item 4 of the last table in the Appendix the 
amount there shown is based on the 16.9 car-days reflected in the cost study 
introduced by that carrier. The time factors included therein are 3.4 days for 
running time, 5.6 days at the Youngstown terminal, and 7.9 days at New York. 
The Baltimore carriers accept as approximately accurate the first two time 
factors, but the 7.9 car-day estimate at New York is regarded as insufficient to 
adequately provide for unexpected waiting time caused by delayed arrival of 
vessels. Based on their experience in transporting ore from Baltimore to 
Youngstown during 1958 they assert that an average of 24.9 car-days would 
be required. They stress the fact that vessel arrivals at Baltimore have been 
frequently delayed. In view of the difference in the respective car-day esti- 
mates, and regarding the experience of the Baltimore carriers as entitled to 
greater weight than that of the carriers serving New York who have had no 
experience in transporting ore in volume from that port, the possibility that 
more than 16.9 car-days may be required cannot be ignored, because for each 
additional car-day over the 7.9 day estimate the cost of New York Central 
would be increased $1.524 per car, or about 2.5 cents per ton of ore transported. 
Other difference in the cost estimates of the opposing interests also are so 
substantial as to indicate that the out-of-pocket costs actually incurred by that 
carrier may entirely eliminate the 6-cent margin between the $3.92 rate pro- 
posed and its restated cost of $3.86 shown in the Appendix. Any computation 
which attempts to forecast future out-of-pocket costs on a commodity which is 
not now handled in volume from New York, at which the location of the con- 
templated ore pier is not yet determined, and for which adequate railroad yards 
are not now in existence, based on costs incurred in handling other traffic from 
known locations, is highly theoretical and susceptible to error. 

The record also is not convincing that the proposed $3.92 rate will be suffi- 
ciently compensatory based on the revenue it will produce. The average dis- 
tance from New York to the 7 destinations in the 17-point area served by the 
Erie and New York Central over all routes of those carriers is 592.2 miles, and 
the revenue for that average haul will be about 41 centg per car-mile on an 
average loading of 63 tons, and 6.6 mills per ton-mile. Although those carriers 
claim such revenue will be compensatory, it is relatively lower than that 
produced by the rates in effect from Philadelphia and Baltimore to the 17-point 
area, and it is also materially lower relatively than that produced by the afore- 
mentioned $3.92 and $4.19 rates in effect from Buffalo and Lorain, respectively, 
to Sparrows Point. 

Findings.—On further hearing and reconsideration the Hearing Examiner 
concludes and finds that parity of rates on import iron ore moving from Phil- 
adelphia and Baltimore to points in the Wheeling, Youngstown, and Steuben- 
ville steel producing areas reflecting levels presently in effect, established pur- 
suant to the Commission’s findings in its report in this proceeding of October 
1, 1956, 299 I.C.C. 195, were, are, and for the future will be, just and reasonable, 
and not otherwise in violation of the Interstate Commerce Act, or in contraven- 
tion of the national transportation policy. The prior findings of the Com- 
mission in that respect, therefore, are affirmed. The Hearing Examiner further 
finds, however, that parity of rates on like traffic from New York to points 
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in the same destination area by rail carriers serving that port, on the same 
level as from Philadelphia and Baltimore, have not been shown to be just and 
reasonable. The Commission’s prior finding in the aforementioned report that 
such parity was and for the future would be just and reasonable is, therefore, 
reversed. 


Recommended by John A. Russell, Hearing Examiner. 


(Signature) JOHN A. RUSSELL, 


Hearing Examiner. 
APPENDIX 


Application of unit costs to import ore traffic for the Erie Railroad 


Adjusted 
out-of-pocket Cost per 
Line No. and item | cost at Service units car 
80 percent, 
July 15, 1958 
1. Origin Switching_- ; $0. 540 | 17.24 Mim. ..-....- $9. 465 
9, Intermediate Switching. -.........--- ; - Ole | Se Bee. cc ecnen 4. 392 
3. Destination Switching ; . i . 549 | 8.00 Min 4. 392 
4. Destination Switching Changes Sik Sata i al ea ae 7.89 
5. Clerical: Group VIII ‘ 2.774 | 2.00 Min 5. 548 
6. Car-day: Group I or VI (Time) eataaiedd 1.516 | 16.9 Car-days- 25. 62 
Cents 
7. Car-mile Group I and II (Mileage)-.-.-.-- i 1.551 | 1,176 train-miles-_--- 18. 240 
Cost per 
train 
REMAINING RUNNING COSTS, GROUP III 
8. Exp. per locomotive unit mile_-- ; 14.573 | 4,704 $686. 00 
9. Cost per 1,000 locomotive ton-miles 269. 656 | 576,240,000 1, 554. 00 
10. Cost per 1,000 revenue G.T.M__—_----- . 364 | 6,319,083,000 23. 00 
11. Cost per 1,000 locomotive ton-miles plus revenue 91. 198 | 6,876,977,000 6, 272. 00 
G.T.M. | 
12. Expenses per train mile _- 181.212 | 1,176 2, 131.00 
13. Total (lines 8 through 12) ; aa _| 10,666.00 
14. Total per car (line 13+87.8 cars) - ciliata aia eta i ae teed nc sessional 121. 481 





Application of unit costs to import ore traffic for the New York Central Railroad 





Adjusted 
out-of-pocket Cost per 
Line No. and item cost at Service units | car 
80 percent, 
| July 15, 1958 | 
1. Origin Switching eee a $0. 650 | 17.24 Min 3 <a $11. 206 
2. Intermediate Switching . : ' ; .650 | 6.00 Min-__- | 3. 90 
3. Destination Switching ‘ ants | 0 1 0 os ‘ al 0 
4. Destination Switching Charges__.......-.---.--- = bated eae . = ; | 18. 552 
5. Clerical: Group VIII PT 8 2.748 | 2.00 Min = 5. 496 
6. Car-day: Group I or VI (Time)-------- igus cdc 1.524 | 16.9 Car-days--....---| 25. 756 
| } 
Cents | 
7. Car-mile: Group I and IT (Mileage)-_..........----- 2.014 | 1,240 train-miles__- | 24. 974 
| | Se, Jus 
| | 
Cost per 
| train 
REMAINING RUNNING COSTS, GROUP III a 
8. Exp. per locomotive unit mile_._.........--.-.------ 17. 924 ON 5h 53> ---| $889. 00 
9. Cost per 1,000 locomotive ton-miles.................- 336. 273 | 581,808,000_........-- | 1,956.00 
10. Cost per 1,000 revenue G.T.M ae ote aes .815 | 6,450,480,000___- y 53.00 
11. Cost per 1,000 locomotive ton-miles plus revenue 103. 472 | 7,032,288,000_......-- | 7, 276. 00 
G.T.M 
2. Expenses per train mile...................... cettitpaindt MOG 2OB 1 BOs iisccctnsennasdl 2, 422. 00 
Sh. real Crk @ CEOIN O90 nine. anxataacnccancashaaccneangaer a |----2---2--2---------- | 12, 596. 00 
eae SOGME DON Clr” Ct BOO CUNO iss oo cinch ccoctnenuastiloseudenss ewes oenpnnemennenaers | 148. 188 
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Restatement of out-of-pocket cost summary as of July 15, 1958 


; 
Ne | Erie 


| 
Line No. and item | 
' 


Cost per car 


| 


1. Originating switching $11. 206 $9. 465 
2. Origin clerical_-- = ‘ 2. 748 2. 774 
3. Intermediate switching 3. 900 | 4. 392 
4. Car-day costs 25. 756 | 25. 620 
5. Car-mile costs _ _- 24. 974 | 18. 240 
6. Other running 148.188 | 121. 481 
7. Helper service | 1. 500 | 1. 500 
8. Destination switching - -- ; 18. 552 12. 289 
9. Destination clerical _- ; 2. 748 | 2. 774 
10. Total_- ; 239. 572 198. 528 
11. Average load per car (long-ton) 4 62 62 
12. Cost per gross ton (line 10+62)-_.- $3. 86 $3. 20 
13. Proposed rate per gross ton-- ----- 2 os senkegan $3. 92 $3. 92 


Recommended by J. A. Russell, Hearing Examiner. 


(Signature) J. A. RUSSELL. 
ORDER 


At a General Session of the Interstate Commerce Commission, held at its office 
m Washington, D.C.,,0n the =... Gay Of .22......... AD. 100 


[Investigation and Suspension Docket No. 6074] 
IRoN ORE FROM EASTERN PortTS TO CENTRAL FREIGHT ASSOCIATION POINTS 


It appearing, That on October 1, 1956, the Commission issued its report in 
this proceeding, 299 I.C.C. 195, finding, in substance, that the establishment of 
parity of rates on import iron ore, in carloads, from the ports of Baltimore, 
Md., Philadelphia, Pa., and New York, N.Y., to destinations in the Wheeling, 
W. Va., and Steubenville and Youngstown, Ohio, steel producing areas, to the 
extent such destinations are served by the respondents operating from the 
respective ports, was, and for the future would be, just and reasonable; 

It further appearing, That the Commission’s findings were appealed to The 
United States District Court for the District of Maryland; that the decision of 
April 26, 1957, by that Court, 151 F. Supp. 258, was further appealed to The 
United States Supreme Court; that the latter Court on December 9, 1957, 355 
U.S. 175, affirmed in part and reversed in part the decision of the District 
Court; that the said District Court on March 18, 1958, remanded the proceeding 
to the Commission for reconsideration and clarification of certain of its findings 
specifically those relating to the rates from Philadelphia and New York; and 
that the Commission on May 12, 1958, pursuant to such remand, reopened the 
proceeding for further hearing and reconsideration concerning such rates; 

And it further appearing, That said further hearing has been held, and that 
the hearing examiner has made and filed a report on further hearing and recon- 
sideration affirming the prior findings of the Commission approving rate parity 
from Baltimore and Philadelphia to destinations in the aforementioned areas, 
and reversing the Commission’s prior finding that like parity from New York 
to certain of such destinations would be just and reasonable, which report and 
the Commission’s prior report of October 1, 1956, are herein referred to and 
made a part hereof: 

It is ordered, That to the extent the findings in the report first mentioned in 
the next preceding paragraph do not affirm the Commission’s prior findings of 
October 1, 1956, they are hereby vacated, and that the provisions of the prior 
order of the Commission entered on that date requiring the cancelation of 
schedules naming rates from Baltimore and Philadelphia previously found not 
shown to be just and reasonable shall remain in full force and effect; 

And it is further ordered, That the respondents filing the schedules initially 
naming rates from New York to the destinations involved on the same level 
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as from Baltimore and Philadelphia be, and they are hereby, directed to cancel 
such schedules, on or before 30 days from the date this recommended order 
becomes effective, on one day’s notice to this Commission and to the general 
public by filing and posting in the manner prescribed by section 6 of the Inter- 
state Commerce Act. 

By the Commission. 


[ SEAL ] HaAroLtp D. McCoy, Secretary. 


Mr. Barton. Mr. Chairman, does the ICC have a formula for water 
carrier costs similar to the formula used for the railroads? 

Mr. Wincue.u. My understanding is that we do not require a re- 
porting form from the water carriers similar to form A for the rail 
carriers. 

Mr. Barton. Why not, sir? 

Mr. Wincuext. They are fewer in number, and I think they have 
offered objections to additional reporting forms, to additional paper- 
work. 

Mr. Barron. Well, you have had jurisdiction over them since 1940. 
It seems to me that you might have ordered them to submit this 
information if you w: anted to compare rail and water costs. 

Mr. Wincuett. It is up to the proponents of a rate, or the 
protestants of a rate, to submit the costs if they want them to be 
considered. 

Mr. Barron. But in many cases doesn’t the ICC staff work up rail 
costs in form A and put them into the record? 

Mr. WincuHetu. Yes. 

Mr. Barron. They don’t do this for the water carriers ? 

Mr. Wincueti. We have worked with a committee of the water 
carriers—are right now—on helping them to improve the cost figures 
that are available. 

Mr. Barron. But you haven’t done that until very recently ? 

Mr. Wrincuetn. Well, in the last year. More than that, I guess, 
2 years. 

Mr. Barron. In any case, you don’t have available at the Commis- 
sion rail and water costs ? 

Mr. WincuHetu. No; the water costs do not furnish us with as accu- 
rate information as the rail carriers do. 

Mr. Barton. And you don’t require them to? 

Mr. Wincuetx. Not at the present time. 

Mr. Barron. Well, in view of this increased reliance on costs which 
you have mentioned, do you think that is a sound situation ? 

Mr. Wincnetu. I just mentioned that the duty is on the proponents 
or the protestants to introduce cost figures if that is the basis for their 
protest or that is in support of the published tariff. 

Mr. Barron. But you do have the railroad costs already available 
at the Commission ? 

Mr. Wincuett. Well, systemwide, yes. 

Mr. Barron. Territorywide or districtwide, do you have them ? 

Mr. Wincuet. Yes; but those aren’t too dependal ble when you are 
figuri ing on one commodity between two specific points. 

Mr. Barron. In connection with the use of average costs, a witness 
for the motor carriers made this allegation. He alleged that the use 
of average unit cost for railroads overstates the cost of efficient opera- 
tions of the railroads, like Pochantas coal, and understates the rail- 
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roads’ less efficient operations, like carload merchandise traffic ; in other 
words, the averaging of the two leads to this result. 

He also stated that the use of average unit costs for motor carriers 
overstates the cost of the efficient traffic for motor carriers, truck- 
load, and understates the less efficient truck traffic, that is the less than 
truckload, and he concluded that as carload merchandise traffic of 
the railroads, where the costs are understated, and the traffic of the 
trunklines is overstated, that the railroads are thereby favored with 
respect to suspension of rates. 

What would be your comment on that ? 

Mr. Wincnett. As I said, systemwide costs are not too dependable 
guidelines for determining whether rates on particular traffic are just 
and reasonable. You have a wide variation of traffic. You have truck- 
ers who cover a good portion of the United States who do not own one 
piece of equipment. They operate with driver-owners. They don’t 
own any terminals. Now, are you going to compare that with a 
truckline that has expensive terminals and hundreds and hundreds of 
tractors and trailers operating, which they own ? 

Mr. Barton. Well, I was talking, of course, about comparative rail 
costs and comparative truck costs. 

Mr. Wincnety. Well, you have that same situation if you start 
comparing the rails with the truckers. 

Mr. Barton. Well, if it is necessary to have costs on specific move- 
ments, why doesn’t the Commission require those ? 

Mr. Wincuett. The costs are only one factor. 

Mr. Barron. I mean in furnishing the costs, though, why do they 
not make the railroads furnish the specific costs as well as the truck- 
ers? 

Mr. Wincupiu. We request them. Where they are available, we 
get them. 

Mr. Barron. Further, the witness for the motor carriers alleged 
that the railroads have another advantage in cost finding. They say 
they have an alternate method of figuring costs, that the railroads 
may use either the district average costs or the individual railroad 
costs with the railroad making the choice depending upon which 
cost is more favorable to the railroads, while the motor carriers are 
more often in cases involving these costs, called upon to furnish 
specific costs, that is, specific costs of motor carriers handling the 
traffic in question. 

This, it was alleged by the witness, is used in complaint and T. & S. 
cases to the truckers’ disadvantage. In line with your statement, why 
do you not require both to use costs on specific movements / 

Mr. Wrncuetxi. The burden of proof is upon the proponent or the 
protestant in a suspension matter. It is up to them what costs they 
furnish. 

Senator Bartterr. May I interrupt there. I am very curious about 
that. Where does the public interest come in there ? 

Mr. Wincueii. The Commission. 

Senator Bartrierr. But if the Commission doesn’t ask for cost data, 
independently, itself, as a factor, how can the Commission have all of 
the information they should have? 

Mr. WincHE.L. Senator, are you talking about before the Suspen- 
sion Board or in a formal hearing? 
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Senator Barriterr. You told us it is up to the protestant to furnish 
cost data if he wants to. Well, I should think that since this is at 
least a vital element, the Commission, itself, would insist. I don’t 
are what board or division it might be, but the Commission, because 
this, it seems to me, leaves it up to the carrier and I don’t see how the 
public receives the protection it ought to with that sort of mechanism. 

Mr. Wincuei.. The way the Congress has set up the act, the car- 
riers initiate the rates. They are the ones who decide what the rate 
shall be and they file it on 30-day statutory notice and if there are no 
protests in 99 cases out of a hundred, those rates go into effect by 
operation of law. 

That doesn’t mean that the Commission has approved the rates at 
all, Senator. That means that nobody protested; there was no in- 
vestigation of those rates and by operation of law, as Congress has set 
it up, they go into effect. 

Senator Barrierr. Oh, I understand that. We have had adequate 
testimony on that point and we have had further testimony that even 
when other carriers protest, they are suspended anyway. Go ahead, 
Mr. Barton. 

Mr. Barron. A case in point on this is I. & S. 10510, decided Febru- 
ary 6, 1959. Now, the examiner in that case—and in that case average 
railroad costs were used—said after examining these costs, there are no 
valid data of record upon which to determine the reasonableness and 
lawfulness otherwise of the railroad rates here under investigation. 
Then the Commission’s opinion in docket I. & S.-_M-10510, Transport 
made a special study of transporting licorice, from Durham, Raleigh, 
Winston-Salem, and Reedsville, based on statistical and other data 
for the year ending December 30, 1957. There was a special study by 
the trucklines. 

On page 9 of this same opinion we find the railroads submitted a 
cost study based on public statement No. 1-57, entitled, “Railroad 
Carload Costs by Territories as of January 1, 1957, Prepared by the 
Cost Finding Section.” 

There you have the specific costs of the truckers and average costs 
by the railroads. Do you think this sort of procedure leads to good 
results? Ina case of this sort, would it not be better for railroads to 
come up with specific costs over the routes of movement and compare 
them with specific costs over the routes of movement of the trucking 
companies 

Mr. Wincuett. Who was proposing the change in rates? 

Mr. Barron. These rates as I recall, were proposed by—were pro- 
posed reduced truckload rates on licorice and licorice products from 
Baltimore to these points in North Carolina and there were carload 
rates, No. 32320 on the same commodities, there and to the same points. 





Mr. Wincuett. And they were both suspended, were they not ? 

Mr. Barron. That is right, but the point is the use of costs. If the 
‘ailroads find average costs make a better showing for them than spe- 
cific costs and the truckers use the specific costs on the movement, is 
that a sound procedure ? 

Mr. Wincueti. We endeavor to get the most. accurate costs which 
will reflect. the actual cost of the movement of the traffic in question. 
Those cost figures are not always available, though. Asa comparison, 
we use either systemwide averages or we compare the corresponding 
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rate on similar traffic in approximately the same area for equal 
distances. 

Now none of those in themselves, would give you an accurate deter- 
mination as to whether the rate was compensatory or not, but all of 
them combined would help to give you that. 

Mr. Barron. I understand that, Mr. Chairman, but my point again 
is, Is it sound procedure to use average costs for one group of com- 
peting carriers and specific costs for another group of competing 
carriers in deciding the lawfulness of rates # 

Mr. Wincuei. We don’t dothat as a practice. It depends on what 
is available. 

Mr. Barron. I understand that you do so quite often, that you did 
it in this case? 

Mr. Wincuett. Perhaps they were the only costs available. 

Mr. Barron. The railroads, of course, were not required to come up 
with specific costs. They have them or you couldn’t compile your 
general cost. figures from the railroad reports. The point is the rail- 
roads have an option according to the truckers’ statement. 

They can produce average costs or specific costs, whichever is lower, 
Would it not be better for the ICC to require comparable costs, specific 
costs on both measures ? 

Mr. Wincue tt. That statement is incorrect. 

Mr. Barron. Well, why were average costs used here for the rail- 
roads and specific costs used for the truckers ? 

Mr. Wincuetz. They were probably the only costs available. 

Mr. Barron. Not in the case of the railroads. Each railroad has to 
work up its own cost figures. 

Mr. Wincnetu. Not on specific commodities for a specific movement 
between two points. 

Mr. Barron. Well, the truckers did. 

Mr. Wrvcrett. The rails don’t have those costs. 

Mr. Barron. You think it is sound then to have specific costs on the 
one hand and average costs for a district on the other ? 

Mr. Wincuett. I think it is sound to have the very best costs you 
could get from either mode. 

Mr. Barron. Would you say these were not the very best ? 

Mr. Wincnett. I said that. We don’t use general costs when we 
can get specific costs. 

Mr. Barton. Mr. Chairman, as you have stated or as is generally 
known, form A for the railroad costs is presently in use, but you also 
have form B and form C that has refinements that make the costs more 
accurate. 

Why do you not use form A, B, or C as a regular practice rather 
than form A ? 

Mr. Wincneti. The time element for one thing enters into the use 
of cost figures. By act of Congress we are limited to 30 days under 
our suspension power. 

Mr. Barton. I am talking about general use in adversary cases, not 
in suspension proceedings necessarily. 

Mr. Wincneti. Well, they had to get there through suspension, 
there wouldn’t have been any adversary proceeding except on a com- 
plaint case. 
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Mr. Barron. But a lot of times they go on much longer than 30 
days; don’t they ? 

Mr. Wincuett. Oh, yes. We analyze the cost figures that are 
offered in evidence by the proponents and protestants. 

Mr. Barron. Why do you not maintain form A, B, or C, rather 
than form A? Forms B and C, I think you will find, have refine- 
ments and more accurate data than form A. 

Mr. Wincuetu. They have refinements that form A doesn’t have. 
I think the source of information is the same except the refinements 
that are not set forth in form A. 

Mr. Barron. Wouldn’t it be better to use form B or form C? 

Mr. Wincuett. If we thought so we certainly would be using them 
and in any case in which we think so. 

Mr. Barron. You think form A then with its lack of refinement is 
better than form B or form C? 

Mr. Wincuett. I didn’t say that. 

Mr. Barron. When there is a serious challenge to the fundamental 
procedures in ICC cost formulas, does the ICC authorize investi- 
gations and suggestions by parties outside of the Commission ? 

In other words, do you let professional groups outside of the Com- 
mission offer their comments on how the ICC cost figures are made? 

Mr. Wincueut. Yes, we have had hearings, published notices of 
rulemaking and invited comments from the National Association of 
Certified Public Accountants, particularly those firms who handle 
railroad accounting. 

We have had in the last 6 years hearings, oral arguments, and we 
have had them file suggestions as to improvements or changes in 
our accounting methods. 

Mr. Barron. What proceeding was that, Mr. Chairman? 

Mr. Wincuetu. I can’t give you the notice. We can furnish it for 
the record. 

Mr. Barron. You have had a proceeding where you asked outside 
parties tocomment on the ICC 

Mr. Wincneti. Anderson & Co., for example, who are one of the 
outstanding firms handling railroad accounting, have on several occa- 
sions in the past few years, presented suggestions to us and we have 
put out a notice of rulemaking and asked others to comment and 
offer suggestions or objections to the suggested changes. 

Mr. Barron. You will furnish us the number of that proceeding, 
I take it, for the record ? 

Mr. Wincuett. I would be glad to. 

Mr. Barron. Another source of complaint by the motor carrier 
industry is the figuring of empty return of freight cars as compared 
with the empty truck return. 

Are you familiar with how that is handled, Mr. Chairman ? 

Mr. Wrncuett. It is handled on averages, computed on averages, 
the traflic in the direction of the heavy movement, in comparison with 
the traffic in the direction of the light movement. 

Mr. Barron. Is that done in the case of the railroads? 

Mr. Wincuett. It is taken into consideration. 

Mr. Barron. Let’s see if I can give you an example which I have 
here and let’s see if it is accurate. The present procedure in pricing 
out a truckload of 40,000 pounds is carried on by the Cost Section 
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inquiring as to what the load in the reverse direction would be. This 
is used in the following manner: 

If the load for the traffic under study is 40,000 pounds in the 
example and the traffic in the reverse direction loads only 20,000, the 
Cost. Section says that the cost of the round trip must be shared 
equally by both shipments and that, therefore, the average load to 
be used in calculating the cost is 30,000 pounds in each direction, 
40 and 20 divided by 2. 

In effect, the truckload of 40,000 pounds is penalized by having 
to bear some of the costs of hauling the light load in the reverse direc- 
tion. That is for the trucking costs. The procedure used in the case 
of rail costing is different. The Commission there has asked merely 
that the cost of the empty boxcar be assessed against an all- loaded 
mile. 

If a particular car has a load of a hundred thousand pounds and 
the traffic in the other direction has some miles empty as well as some 
miles loaded with perhaps 20,000 pounds, the Commission procedure 
does not average the two sets of loads and determine what the costs 
of the studied traffic should be calculated as on the basis of 60,000 
pounds in each direction. 

Instead, it gives the heavy load the benefit of the loaded movement 
of a hundred thousand pounds and charges against it only a prorated 
share of the actual miles moved empty. 

This gives the railroad some advantage in the competitive rate- 
making controversy, and it is suggested that there might be some 
adjustment in the motor carrier cost procedure to make it conform 
more closely with that used on the rail. 

Mr. Wincuett. Whose statement is that ? 

Mr. Barron. That is a statement of a cost-finding expert in the 
city here. 

Mr. Wincnenn. That is his opinion? 

Mr. Barton. Well, you don’t think they should be figured on the 
same basis then ? 

Mr. Wincnetu. I didn’t say that. I didn’t say that they weren’t 
figured on the same basis. 

Mr. Barton. B ee pardon ? 

Mr. Wincuett. I didn’t say that they weren’t figured on the same 
basis. 

Mr. Barron. In view of the fact that it gives the railroads an 
advantage, do you at it. fair to continue that practice ? 

Mr. Wincuett. I don’t know that we follow that practice. 

Mr. Barron. I ask you, do you? 

Mr. Wincneri. Mr. Towne, would you explain to Mr. Barton the 
procedure in figuring a rail rate on the empty mileage? 

Mr. Barton. Mr. Chairman, ask him if this is generally true, what 
J have read ? 

Mr. Towne. It is generally true as to procedure. 

Mr. Barron. Then it does generally favor the railroads over the 
motor carriers, does it not ? 

Mr. Towne. I don’t say that it favors the railroads, but there is an 
underlying assumption that you have not brought out in that for the 
railtraffic the load in the opposite direction is assumed to be the 
equivalent. of the load in the loaded direction. 
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If the two rail movements involve different loads and they were 
known, then an adjustment would be made in computing the railroad 
cost to take that into account. 

Mr. Barron. And you don’t assign in those cases a pro rata share 
of the miles actually moved empty ? 

Mr. Towne. In the rail studies we use the empty miles as an over- 
head and we prorate them over each loaded movement on the basis of 
the tvpe of car consideration. 

Mr. Barron. Well, in general, what I read here, Mr. Towne, is 
what. you do? 

Mr. Towne. In general from a procedure standpoint, that is cor- 
rect. 

Mr. Barron. And have the motor carriers complained to you people 
that it does put them at a disadvantage? 

Mr. Towne. Well, there are some carriers for a certain type of 
movement where the loads are widely different in opposite directions 
where they have indicated a dislike for that procedure. However, 
under our present method which is slightly different, we are giving 
consideration to the weight as well as to the space which eliminates in 
part the criticism that they have made. 

Mr. Barron. You would agree that the motor carriers are unhappy 
with the present procedure generally on the basis that I have out- 
lined it here, would you not ¢ 

Mr. Towner. They were unhappy in the case of the 40,000-pound 
load in one direction and 8,000 pounds in the other, but we 2 or 3 
months ago changed our procedure and are working in a direction to 
eliminate that criticism. 

Mr. Barron. Apropos of form B and form C, Mr. Towne, do you 
think they give more refined cost figures than form A, more accurate 
figures ? 

Mr. Towne. Only to the extent of the treatment of the wages and 
possibly the fuel. Otherwise, rail form <A, if it were treated with 
the proper adjustments, could do the same things that forms B and 
C will accomplish. 

Mr. Barron. But forms B and C do give more accurate results, do 
they not ? 

Mr. Towner. Well, vitally more accurate as to the distribution of the 
wages and the fuel. 

Mr. Barron. Mr. Chairman, here is a question which you may or 
may not wish to answer. As you know, private carriage has been 
recognized as a potent source of competition for common carriers 
and many rate reductions are made to meet such competition. 

What would be your opinion of having in cases where private 
carriage is the reason given for rate reductions, having the interested 
private shipper present evidence of costs in rendering this private 
carriage as a factor to be considered by the ICC in allowing com- 
petitive rate reductions? 

Mr. Wincnett. We have no economic jurisdiction over the private 
carriers. 

Mr. Barron. T am asking as a matter of desirability, not whether 
you have the authority. 

Mr. Wrxcnett. In the first case the private carrier probably doesn’t 
keep his costs segregated and separated from the other part of his 
business to the extent that he can give costs. 
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Mr. Barron. But if he did, would it not be desirable for the Com- 
mission to have that before them ¢ 

Mr. Wincuetu. Are you talking about exempt carriers or private 
carriers ¢ 

Mr. Barron. Private carriers. 

Mr. Wincuett. If an industry can operate their own trucks at a 
lower cost than they can buy for-hire transportation, they are going to 
do it. 

Mr. Barron. Of course, my whole point is, would it not be desirable 
to have the Commission have evidence of this lower cost before they 
make rate reductions to meet so-called private carrier competition 
that is alleged to be cheaper? 

Mr. Wincuey. Well, the lower rates are usually proposed to pre- 
vent diversion or to try to recover traffic which the for-hire carriers 
have lost and I think it is within managerial discretion to determine 
how low they have to go. 

They have probably dealt with the private industry to know how 
low they have to go in order to get the traffic. 

Mr. Barton. Coming back to some other matters, Mr. Chairman, in 
the past by many of its decisions the ICC has recognized the need for 
differentials in water rates or water-rail rates as compared with rail 
rates. 

Does the ICC still recognize the need for such differentials in water- 
rail or water rates in competition with rail rates ? 

Mr. Wrincneti. There has been quite a change in the service ren- 
dered by water carriers. For instance, Pan Atlantic or Sealand ren- 
dered a dock-to-dock service that is using trucks on pickup and trucks 
on distribution or delivery at the destinations. 

Using containers there is not the expense of rehandling lading at 
the dockside, either in loading the boat or in unloading - so that the 
transportation disadvantages have changed a great deal 

As a matter of fact, if they move too far inl: ind, they are not the 
low-cost form of transport: ition so then there is the question of 
whether we are going to be making umbrella ratemaking which is 
forbidden by 1583. 

Mr. Barron. We will just assume port-to-port rates and none of 
this inland transportation that you mention. What is the Commis- 
sion’s attitude on water tri insportation in competition with rail? 

Mr. Wincue t. If the water carrier is the low-cost form of trans- 
portation which in many cases it probably is on a port-to-port move- 
ment over an all-rail movement between those ports, they should be 
protected from the rails publishing a rate which is so ‘low that it 
represents destructive competition. 

Senator Encie (presiding). May I ask a question, then ? 

Mr. Wincueti. Yes, Senator. 

Senator Enete. The shipping people tell me that the railroads pick 
out one particular commodity that the shipping people are hauling, 
cut that right down to the bone in order to take the business aw ay, 
and that the ICC let’s them get away from it on the ground that it 
covers out-of-pocket costs, and so if you are hauling canned goods 
along the coast of California or pulp for paper, the railroads take a 
good look at it; they figure out what these intercoastal ships are 

carrying, and then they just write a rate that will beat their ears off, 
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provided they can justify it on an out-of-pocket cost basis, and as 
soon as they put the steamship out of business, the rates go back up. 

Now, 1 am not saying that is true, but that is what has been asserted 
here, and I want to know if the Commission permits that kind of 
thing to happen. 

Mr. WincueLtt. You mentioned paper pulp on the West coast. 
That was newsprint, I guess, on the West coast ? 

Senator Eneix. Yes; I guess newsprint is what I had in mind. 

Mr. Wincuetn. Those railroad rates, Senator, were above the rails’ 
fully distributed costs. 

Now, we were in a position of saying that the public, the shippers, 
and the users of newsprint, and so on, should be compelled to pay 
much more than they can get the service for, and the carriers still 
make a profit on the business. 

Senator Eneir. Well, I wouldn’t say that. That isn’t the question 
that I asked. 

Mr. Wrncuett. But in those particular cases, the newsprint 
case—— 

Senator Eneir. I am glad you put that into the record, but as a 
matter of procedure, does the Commission let the railroads cut the 
rate on an out-of-pocket basis in order to compete on specific items ? 

Somebody else was here on the witness stand, and I asked about that 
kind of situation, and I understood that one of the witnesses here 
stood right up and justified it and said that is perfectly all right, let 
the railroads cut the rate where they are in direct competition for a 
particular commodity with a shipping outfit, whether it was mland 
water or coastwise, and not put on their fully distributed costs. And 
I asked that party, I said, “Who is going to pay it?” And I told him 
I thought the cattle grower in Wyoming would pay it or somebody 
else would pay it, because it had to be pt Lid, that fully distributed cost 
had to be met some place, and if only the out-of-pocket costs were 
going into a situation where the rails were in direct competition with 
a particular water carriage, whether it was inland water or coastwise, 
somebody had to pick up the difference. 

What I wanted to find out was, as a matter of policy, does the ICC 
permit that to happen or does it insist that the fully distributed costs 
be put into a rate at all times? 

Mr. Wincuei.. We do not insist that the fully distributed cost be 
put into a rate at all times because oftentimes the competition isn’t di- 
rectly with water carriers, it is with private carriage or it is with 
exempt carriage. 

Senator Knoie. Let’s try to get an answer to the question. 

What I want to find out is, does the IC 'C, as a matter of policy, 
permit railroads to use an out-of-pocket cost rate in direct competition 
with a water carrier? 

Mr. Wincnett. Not down to out-of-pocket costs, of course not. 

Senator Eneie. Well, how far down do you let them go? 

Mr. Wincners. It depends on the circumstances of the case. 

Senator Miner. All right. 

Can they go below the fully distribyted costs? 

Mr. Wincireni. Of the water carrier ? 

Senator Ena. No; their own. 
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Mr. Wincueti. Yes, in meeting competition, yes, Just as the water 
carriers can go below their fully distributed costs in meeting competi- 
tion, or the truckers. 

Senator Eneir. What concerns me is whether or not they can step 
in, put on a price below the water carriers, when they are not re ott ‘ting 
their full costs on specific items. I am talking about selective rate 
cutting for the purpose of busting the water carr lers. 

Mr. Wincne.t. If there isa showing that it is destructive competi- 
tion, the Commission would suspend. 

Senator Ener. Well, what is destructive / 

As to coastwise shipping, I guess something has been destructive 
out there. I asked the railroads about that. They said the coast wise 
fellows aren’t in trouble, and if they are in trouble, we are not to blame 
for it, so there is a good deal of argument about where it comes from. 

Mr. Wincue i. Did you read the last part of my prepared state- 
ment ? 

Senator Enere. It is quite a lengthy statement. J got to page 10. 
IT am sorry I wasn’t here all of the time, Mr. Chairman. 

Mr. Wincueti. Well, Senator, I don’t want to repeat myself, but 
you will find statements there from their own publications and from 
the union people, stating that it isn’t the fault of the ICC but it is the 
fault of their labor costs. 

Senator Eneie. Well, we can get into arguments about the facts. 

I see on page 30 of the hearings held on May 21, 1959, I have some 
figures which relate to this newsprint matter, and if I read the figures, 
they don’t appear to agree with the statement that you have just made, 
because the proposed rates are below the fully distributed cost, but 
above the out-of-pocket costs. However, I won’t argue that. 

What I am trying to find out is what kind of principles we operate 
under here and whether or not one carrier can step in and on the basis 
of out-of-pocket costs, deal competitively with a water shipper. 

That is what the steamship people say. They say the railroads come 
along and set a rate that reflects their out-of-pocket cost, and it is be- 
low their fully distributed cost on specified and selected items, for the 
purpose of busting us, and the ICC ought to stop it. 

Now, I want to find out if the ICC, as a matter of principle, allows 
that to be done. 

Mr. Wincuetu. Could I read from the Vewsprint case? 

Senator Eneiz. I want to get an answer to the question of what 
kind of principle you operate under down there. 

Mr. WINCHELL (reading) : 

Cost data indicated that all of the reduced rates exceeded out-of-pocket costs. 
To San Francisco from Portland and Seattle the reduced rates exceeded fully 
distributed costs but not from Vancouver. 

To Los Angeles, the reduced rates from Portland exceeded fully distributed 


costs but not from Seattle and Vancouver. No shipper objected to the proposed 
reduced rates. 


Senator Enere. Let the record show that there were signs of merri- 
ment in the audience. If they didn’t object, then their screams of 
agony have reached many of us since. 

What I want to know is, was the rate reduced to equal the ship rate 
or to get below it ? 

Mr. Wincuext. It was reduced to meet the competition of Canadian 
shippers, Canadian-flag boats. 
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Senator Eneir. Well, I can see a difference between the railroad 
going below its fully distributed costs, but above its out-of-poc ket 
costs for the purpose of meeting a water rate. 

Did they cut this rate below the shipping rate, is that what hap- 
ened 4 

Mr. Wincuetn. Well, that was very complicated. 

The two tariff publications did not; as a matter of fact, they asked 
for fourth-section relief; practically all of the traffic that the 
American coastwise boats were vetting originated at points in Oregon 
and Washington, moving down to California, and the carriers pro- 
posed to maintain the higher rate at those points which would have 
protected the American- Al: ag boats but one tariff, the inland rate, did 
not ask for fourth-section relief. 

Asa result, the water carriers went into court and asked for suspen- 
sion, and they received from the court temporary injunetion restrain- 
ing those rates from going into effect. That was later vacated. 

Senator Encore. Can you make a statement as to the general policy 
of the ICC with reference to what extent one carrier is permitted 
to go into selective rate cutting below the fully distributed cost, what 
polic Vy governs / R ; ts 

Mr. Wincuett. If it was selective rate cutting designed to elimi- 
nate a carrier, put them out of business, we would consider that de- 
structive ¢ -ompet ition and we would suspend the rate. 

Senator Ener. I know, but don’t you have some standard that 
you apply uniformly? You say that you have the intention. How 
do you know what the intention is? They will deny it. They are not 
going to admit they are try ing to ruin any body. 

Mr. Wincuent. Well, if a rate reduction on commodities applies 
territorywide, and the water carriers are only interested or affected 
by a small portion of that traflic, we have to take into consideration 
the public interest in that lower rate, Senator. 

Senator Eneur. Well, I think the public has an interest in getting 
the best and the lowest cost transportation that it can get within the 
framework of an economic operation. 

Now, sometimes water would be cheaper and sometimes rail would 
be cheaper ; and, where they are, that type of transportation should 
be used, but what I am talking about is complaints made by the coast- 
wise and the inland water shippers. They say that railroads selec- 
tively cut rates in order to bust them, and that they take their rates 
below their fully distributed costs for that purpose, not just to meet 
the water rate but to beat it and to eventually break the shipper or 
the ship operator. 

Now, what I am trying to find out is, Do you people permit that? 

Mr. Wincnent. If it is destructive competition, as I have said be- 
fore, if it is selective rate cutting, designed to put somebody out of 
business, and the water carrier is the low-cost mode of transportation, 
we would suspend the rate. 

Senator Ener. That leaves open the question of what is destrue- 
tive. The fellow getting hurt always thinks it is destructive, and the 
fellow doing it thinks it is fine, and it is free enterprise at its best. 

So it seems you have to have a rule that applies where you don’t 
have to interpret what people’s intent is, and it would seem to me 
that the rule ought to be that a rate ought to represent the fully 
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distributed cost unless the rate is reduced for the purpose of meeting 
but not undercutting a competitive rate. 

Mr. Wincuety. In my statement, I covered some of that, Senator, 

For instance, we have ex parte general freight rate increases in 
which the rates apply all over the United States. 

Certainly some of those rates affect transportation between ports 
that water carriers serve, but they are only afiected by a small portion 
of that traffic. 

Now, you wouldn’t have the rates adjusted all over the United States 
for shippers to protect just a fragment of that traffic between two 
ports. 

Senator Encore. I wouldn’t protect anybody. What I would do is 
make the rates reflect the fully distributed costs in every instance, so 
that you have direct competition on what it costs to haul a pound of 
cargo to a particular place, and then you get the most eflicient type 
of transportation, and the public gets the benefit of it. 

Otherwise, one outfit is getting a free ride because of the competi- 
tive situation, and an abnormally competitive situation, while some 
other fellow, who doesn’t have competition to take his rates down, 
is paying the difference. 

Now, I assert, if you let a railroad go below the fully distributed 
costs that some other shipper is going to have to pay, he may be the 
cattle farmer out in Wyoming or in Montana, where he doesn’t have 
other types of shipping that will meet his needs, and so they just soak 
it on him, and he pays it, whereas, the fellow sitting down there on 
the waterway is getting a free ride to the extent that he is getting an 
uneconomic rate either on water or on rail. 

Mr. WINcHELL. Senator Engle, you are assuming that the water 
carriers have proved that they are the low-cost form of transportation 
in that case. 

Senator Enete. Yes, I am. 

Mr. Wincueu. Otherwise, you are penalizing the public. 

Senator Enate. Yes, I am, in that particular instance. 

What I asked was, if you assume these facts to be true, what do 
you do about it? 

Mr. WINcHELL. If the water carrier is the low-cost form of trans- 

rtation, as proved on the record, we will not let the railroad go 
aor its fully distributed costs if it is going to force that water 
carrier to forgo a reasonable profit on the traflic, that is below their 
fully distributed costs, below the water carriers’ fully distributed 
costs. 

Senator Enete. Well, that is getting closer to the answer that I was 
trying to get. 

Now, Congressman Shelley was over before the House committee 
the other day, and he made a statement to the House Committee on 
Merchant Marine and Fisheries, on Friday, June 10, and here is what 
he said in answer to a question: 


Mr. Suetiey. You have railroad experts sitting down and making up the 
rates for steamship operators. 


Now, is that statement true? 
Mr. Wincue tt. Is he referring to the Pan Atlantic Canned Goods 
case ? 





—s 
wm 
rm kes on OOO rrr 


— 


on 

it i 
h 

the 


ste 


po 


ra 





DECLINE OF COASTAL SHIPPING INDUSTRY 651 


Senator Enexe. I don’t know what he is referring to. I think he 
is referring to the ICC. 

Mr. WincuHeELt. He probably was. 

Senator Eneve. Well, I am sure of it, because Mr. Miller said— 

Do you not think the first fact Mr. Shelley brought out is the one that bears 
on this subject, the fact that intercoastal shipping is put in a position where 
it is regulated against other carriers? That is the whole thing. 

Mr. Suevitey. You have railroad ratemakers sitting down and making up 
the rates for steamship operators. 

Now, what I wanted to ask, Mr. Chairman, is, do you need some 
steamship rate experts down there 

Mr. WrincHELL. We certainly need better costs on water trans- 
portation. ' 

Senator Encire. Would you have that if you had more steamship 
rate experts down there / 

Mr. Wincueti. Are you talking about on our staff? 

Senator Eneie. Yes. I assume that is what he meant. He said 
you have railroad rate experts sitting down there and making up the 
rates for steamship operators. 

Mr. WINCHELL. We probably have more people on our staff with 
railroad experience, but remember, the Commission was set up in 
1887 primarily to regulate rail traffic. Since that time there have 
probably been more people with railroad experience that have ob- 
tained positions in our different bureaus than there are water car- 
riers, but we do have some people with water carrier experience. 

Senator Eneie. Most of those who went on in 1887 ought to be get- 
ting along toward retirement. 

Mr. Wincueti. They ought to have been retired by this time, 
Senator. 

Senator Enaie. I want to ask one more question, and then I will 
quit. If Congressman Shelley has put his finger on the difficulty, and 
I know that a great many shipping people think this, they think that 
the ICC is oriented in favor of the railroads and what Congressman 
Shelley was saying was that you have railroad rate experts sitting 
down there and somehow or other the rate structures always come out 
with just a little bit of a railroad slant on them. 

What I am asking you is can we help by getting you more people 
who are rate experts in the field of water transportation? If that is 
one of your problems, we ought to try to do it and keep the situation 
in balance. I don’t want to see the railroads get the worst of it. 

On the other hand, I can understand how people who have dealt 
over a number of years in the railroad field might have a tendency to 
do a little better job, shall I say, and become a little more accurate 
with reference to the matter of railroad rates than they would be with 
reference to shipping rates. 

Now, do you need some more people down there ? 

Mr. Wincue.u. Yes, we do. 

Senator Eneie. Do you need to fire any of the ones you have? 

Mr. Wincuett. I am satisfied that our staff members, our bureau 
directors, assistant bureau directors, our section heads, as well as the 
examiners and the people that operate with them are honest. 
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Senator Eneie. Well, I haven’t any doubt about that, but do you 
think that your ratemaking experts could be put into better balance as 
far as background is c -oncerned 2 

Mr. WINcHELL. Senator, they need basic figures to work with, they 
need cost figures that can only be supplied by ‘the water carriers iin 
selves and we don’t at the present time get accurate figures from the 
water carriers. I think we are going to. We are working on that. 
We are trying to develop a plan by which they are going to keep 
better records and furnish us with better cost figures. 

Senator Enexe. Counsel has a couple of questions. Thank you 
very much. 

Mr. Barron. Mr. Chairman, I have a couple of questions and I will 
2 through. The water carriers have called to my attention that in 

I. and S. Docket 70307, piggyback rates on alcoholic liquors, published 
to be effective February 15, 1960, all rail routes between certain north- 
ern origins and Houston, Tex., were suspended and are under investi- 
gation. I doubt if you have this in your notes here. 

Mr. Wincuett. What is that, a Pan-Atlantic rate s 

Mr. Barron. I believe it is Seatrain as I recall, I. and S. docket 
7307. At any rate these piggyback rates from a origins to 
Houston, Tex., were suspended and are under investigation. 'To be 
effective June 16, 1! 160, the railroads have published piggyback rates 
on alcoholic liquor from the same origins with some additional rates 
to other destinations in the Southwest, including Galveston and Texas 
City, Tex. 

These rates, of course, don’t apply to Houston, but I am informed 
under the intermediate application of rates they will apply to Hous- 
ton. These rates were not suspended. The result is you have piggy- 
back rates on alcoholic beverages applying from these northern origins 
to points in the Southwest including Houston. Thus, you find that 
rates are allowed to go into effect to move the liquor to Houston on 
one hand, but at the same time you have another proceeding in which 
such rates are suspended and not allowed to go into effect. 

Do you think that is sound practice ? 

Mr. Wrncue ty. Are the services the same? 

Mr. Barron. I understand the service is the same. 

Mr. Wincue tt. Is that ramp to ramp service ¢ 

Mr. Barron. As I understand it, yes. 

Mr. Wincuetn. And the Pan-Atlantic service is dock to dock ? 

Mr. Barron. The Pan-Atlantic service is not in question here. 
These are railroad rates. In one case they were suspended and in the 
other case not. 

Mr. Wincue tt. Were they both rail rates? 

Mr. Barton. Yes. 

Mr. Wincuetx. I would have to look at the files. 

Mr. Barron. Just one final question. Mr. Chairman, in view of all 
of this dissatisfaction which has been expressed with respect to sus- 
pension procedure, do you not think it would be wise for the Commis- 
sion to consider having some sort of proceeding, notice of proposed 
rulemaking or an ex parte proceeding, in which all of these dissatisfied 
parties could come in and express themselves and possibly give the 
Commission an opportunity to put in suspension procedures more 

satisfactory to the parties ? 
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Mr. Wixcuett. I think I answered that in general, Mr. Barton, 
when I told you all of it hinges on 30-day statutory time for filing of a 
rate. If you are going to make any appreciable change in the method 
of handling things in order to give either the prospectants or the 
respondents or the Commission more time to study them before you 
act. on them, then you are going to extend that 30-day period before 
the rate becomes effective and I think you would receive strenuous 
objection from the carriers and the shippers if that time were 
extended. 

Mr. Barron. My question was: Wouldn’t it be well if you had a 
proceeding for the various dissatisfied parties to express themselves 
and make suggested changes in the suspension procedure ? 

Mr. Wincitett, We have suggestions all the time, some of it con- 
structive crit icism, some of it not. 

Mr. Barron. But you haven’t had a formal case on suspension such 
as vou did on the fourth section situation. 

Mr. Wincueti. No; we haven’t had a formal case. 

Mr. Barron. Do you think it would be well to have one? 

Mr. Wrincuett. | don’t know that it would develop anything that 
would be helpful. 

Mr. Barron. Would you be willing to see if it did? 

Mr. WincueE.Lu. We would certainly be willing to give consideration 
to it. 

Mr. Barron. Thank you, sir. 

Senator Monroney. Mr. Chairman, I would like to ask a few ques- 
tions if I might. Our problem in Oklahoma seems to stem from the 
Transportation Act of 1958. Having been one of the authors of the 
amendment, the compromise amendment which broke the logjam in 
getting the bill passed, and having picked up almost verbatim the 
language of the New Automobiles in Interstate Commerce (259 I.C.C. 
475), which had been in effect for a long time, we felt that we were 
giving no new guidelines to the Interstate Commerce Commission. 

In our report we specifically pointed out this act and mentioned on 
page 3 of the report— 

It nevertheless appears that the Interstate Commerce Commission has not been 
consistent in the past in allowing the various modes of transportation to assert 
their inherent advantages in making rates. The subcommittee therefore recom- 
mends that the Commission allow each mode of transportation to assert its in- 
herent advantages whether they be of service or cost. 

In 1945, in the case involving New Automobiles in Interstate Com- 
merce, the subcommittee believes that the Commission probably con- 
strued the intent of Congress in this respect when it said, and I quote— 

This is the rule that had been in effect since 1956. As Congress enacted 
separately stated ratemaking rules for each transport agency it obviously in- 
tended that the rates of each such agency should not be determined by us in 
each case according to the facts and circumstances attending the movement of 
traffic by that agency. In other words, there appears no warrant for believing 
that rail rates, for example, should be held up to a particular level to preserve a 
motor rate structure or vice versa. The subcommittee wishes to affirm the 
interpretation of the Commission given in the Automobile case epitomized in the 
words quoted above. The subcommittee therefore believes it necessary to amend 
the act only so as in the effect to admonish the Commission to be consistent in 


following the policy enunciated in the Automobile case, thus assuring reasonable 
freedom in making rates. 
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Now the section under which you are acting in the law says rates of 
the carriers shall not be held up—rates of the carriers shall not be held 
up to a particular level to protect the traffic or any other mode of 
transportation, giving due consideration to the objectives of the 
national transportation policy declared in this act. This declares the 
policy in this section. This has been the rule since 1945 in the case. 

Would you tell me, has the situation as a result of the 1958 act 
changed principles in ratemaking ? 

Mr. Wincue.u. As we interpret it, the 1958 amendment changed 
the emphasis, there was more emphasis on the effect on the mode of 
transportation which was proposing the change in rates and a little 
less on the effect on the other types of transportation, and it admon- 
ished us by statute not to hold the rates of one mode of transportation 
up to protect the rates of another. 

As you remember in the testimony on that 1958 act by Commissioner 
Freas, he testified that we didn’t believe we were following umbrella 
ratemaking that we were holding up the rates of one mode in order 
to protect another mode, but it hadn’t been written specifically into 
the act before that and it was in the 1958 act. 

Yes, I think we have given more allowance to managerial discre- 
tion in our handling of rate matters. We thought in reading the 
testimony before the committee when that legislation was under con- 
sideration that it was the intent of Congress that we give greater free- 
dom and managerial discretion and that is apparently what is being 
complained of now. 

Senator Monroney. How can you read that into the language which 
is almost identical, a paraphrase of your previous decision in 1945, 
and the committee saying that it holds completely with that decision, 
but on the basis of identical language practically with the commit- 
tee report stating that they approve of this act and wish it to be used 
as it has been, we were familiar with it, it had been in force since 1945, 
when we acted in 1958, to construe into the language of the act with 
the report before you that the Congress was authorizing any basic 
change in ratemaking that would be destructive, unfair, or unreason- 
able and discriminatory ? 

Mr. Wincue.u. Well, we didn’t feel that it affected the national 
transportation policy. It merely changed the emphasis a little. 

Senator Monroney. I don’t see how you can feel that any emphasis 
has been changed when you read the report. You surely read the 
report and you also read the Congressional Record, I guess. There 
were some people that tried to put things in the Record to interpret 
the act that were not even on the committee that had no advantage 
of the testimony, that had no submission by this committee, saying 
that we held completely with the rule which had been in force since 
1945 in which other forms of transportation had rendered services, 
made huge investments, had solicited business, had broken into vol- 
umes of traffic that the railroads were ignoring or refusing to try to 
attract by rates or services. Then with this act before you, with the 
case before you, your own case, with the history of the act, the report 
that first shows the intent of the Congress, because this comes from 
the committee that proposed the act, and then you say now there was 
a change in the emphasis, there was a change in something. 
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This is the thing that I can’t see. Iam a little embarrassed because 
I was trying to get the Transportation Act passed and there was a ter- 
rific logjam and opposition from all other forms of transportation 
onit. We felt that by taking the language of the act which they had 
been living under and quoting practic ally in paraphrase that language 
and pointing out and admonishing you in the report that there w ould 
be no violent change in the emphasis that would lead to destructive 
and discriminatory ratemaking. I would lke to know where there 
is a statement giving the ICC any change of orientation when the 
report itself so ‘clearly states in the language of the act which is the 
transport: ition policy enacted by the Congress, it merely reemphasizes 
that which you had been | living under and these other forms of trans- 
portation had grown to size and large investments and large volume 
of employment. 

Mr. Wincueiit. May I read from part of that report, Senator ? 

Under the committee’s amendment the principal emphasis but not the exclu- 
sive emphasis in a competitive ratemaking proceeding involving different modes 
of transportation will be on the conditions surrounding the movement of the 
traffic by the mode to which the rate applies. 

Senator ee What page are you reading from? 

Mr. Wincue.t. I don’t have the roe. 

Senator Monroney. Is that section 3? 

Mr. WincueE ut. It is on page 38 of my statement. 

Senator Monroney. We are finding in coastwise shipping, in truck- 
ing, and elsewhere this destructive competition. We cannot see that 
there has been any substantial change which would lead to some of 
the practices you are permitting to go into effect willy-nilly, without 
suspending a rate. 

Mr. Wincuetn. We haven't refused to suspend a rate where we had 
any doubt as to the reasonableness of it. 

Senator Monroney. Let’s take a few rates then. Let’s take the 
piggybac k rate from St. Louis to Urbana, Tex., or Dallas. We ques- 
tioned the Frisco rate expert on that to a great extent. This rate 
is cut $19, according to Mr. Grinnel’s own statement, below the auto 
motor rate then in effect between those two points. Now, this rate 
that you have approved is not based on the poundage of the shipment. 

Mr. Wincueui. According to my recollection we suspended some 
rates where they didn’t take into consideration the weight of the cars. 

Senator Monroney. This is poundage rate according to Mr. Grin- 
nel’s testimony. 

Mr. Wincuett. I was chairman of Division 2 until January 1 when 
I became Chairman of the Commission, and I recall that we had a 
rate submitted to us which was based on the number of cars; they put 
so many cars on a flatcar and it was a flat rate, regardless of whether 
it was Cadillacs or Volkswagens. 

Senator Monroney. It is on a car basis. 

Mr. WincHett. We suspended that. 

Senator Monroney. Is it suspended now ? 

Mr. Wincuet. Senator, I can’t tell you offhand what the status 
of that case is without checking the record. 

Senator Monronry. You condemned it in one case, is that not cor- 
rect? Duluth, Minn.-Washington case (308 I.C.C. 532), but in the 
Southwestern case you let the tariffs go into effect without suspension. 
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Now, let’s just examine this. I want to see if this is your idea of 
following out the principles enunciated on page 10 of your testimony, 
where you say the provisions of the Interstate Commerce Act which 
must be considered when petitions for suspension of a proposed rate 
have been filed are the protested schedules must not be (1) unfairly 
or destructively competitive; (2) unjust and unreasonable; (3) un- 
just and discriminatory. 

As I say, they cut the rate $19. That might be good for the public 
if the public got any advantage of it. They don’t. It is taken in 
extra profit by the automobile manufacturers who ship it and the 
public still pay the former adjusted rate, so it all goes into added 
profits of the corporations. 

Again it is not shipped by poundage, which is a difference in the 
suspension that you made in the Northern case against the South- 
western case where no suspension was taken. 

Now, the thing that interests me is this figures out 6914 cents per 
car-mile for 730 miles between St. Louis and Urbana, Tex., just out 
of Dallas. Now, it is quite interesting to note that there is no charge 
made for the return of this trailer that carries the cars piggyback. 
We had a colloquy on page 738 with Mr. Grinnel and I asked him 
about that, if this was approved. I said “Has the ICC ever passed 
on this free backhaul, those 738 miles back, absolutely no charge?” 

Mr. Grinnel said, “No, sir, not that I am aware of.” 

Then later in the next sentence Mr. Grinnel said: 

Senator, in our ramp-to-ramp rates which provide for loading of londed ship- 
pers’ trailers, there is a specific provision in the tariff that says that the trailers 
will be returned without additional charge. That is not the exact language, but 
that is the thought of it, so to the extent that the Commission has allowed those 
rates to go into effect, I would say that they have at least not thought it was 
unlawful to do that. 

In connection— 
now bear this in mind, this isthe next paragraph: 

In connection with some of our other piggyback rates on other commodities 
where we haul shippers’ trailers, there is a specific charge for bringing the empty 
trailer back. 

[ don’t know what is discriminatory or unjust or unreasonable when 
to go into a motor rate amendment aimed at destroying an industry 
that has grown up due to lack of willingness of the railroads to go 
after this traffic or to quote an earlier rate in times past that would 
allow a free backhaul which brings the cost actually down to a fan- 
tastic low rate, it figures out at about 34 cents per car-mile, when you 
consider that the flatcar must take the trailer back at absolutely no 
cost. 

Is there anything in the ICC regulations that permits deadheading 
of automotive equipment back without any charge? Is it billed, or is 
it just a matter of giving a pass toa favored person ? 

Mr. Wincuetxi. You are assuming, Senator, that when the rate was 
considered by the Commission that the return of the empty trailers 
was not taken into consideration. 

Senator Monronry. Well, if any one was a little doubtful, it was the 
rate expert that put the rate in. | 

It was the Frisco rate expert that put the rate in. Is it Commission 
policy that the railroads can offer free return of the container without 
any compensation ? 
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Mr. Wincueti. We have had other rates on piggybacks which pro- 
posed the return of empties, but the rate that was published was sufli- 
ciently high to cover that return haul. That was taken into consider- 
ation in approving the rate. It isn’t a free ride. It was included in 
the rate for the round trip. 

Senator Monroney. ! think that is a good rate then. 

Mr. Wincueuu. Well, apparently it was found to be just and 
reasonable. 

Senator Monroney. Is it the theory of the ICC that you can carry 
a luxury item, a high-cost item, a delicate item, at about the same cost 
you can carry coal, on a car-mile basis? Do you figure, then, that 
there is mileage running on the return ? 

Mr. Wincuett. In hauling coal the shipper doesn’t furnish the car, 
the vehicle. In shipping the automobile the shipper furnished that 
transport truck. 

Senator Monronry. Yes, but the railroad is taking that transport 
ear back 734 miles. Now if the car comes down from St. Louis loaded 
with coal for Dallas, then that car goes on in on interline exchange, 
and if it is gone so long it pays $2 or $3 a day rent and so on, and it 
finally gets back to its own base, so you don’t have the cost of ship- 
ping the special car with the special equipment and the truckers 
trailer back to return it. 

I want to know what happens if your rate figures out the same for 
carrying Cadillac cars per flatcar as it does for coal, or gravel, or 
things of that kind. I want to know, because I think it illustrates to 
me that the idea of ratemaking has really been very drastically 
changed. 

Mr. Wrncuett. The rate you are referring to, the shipper fur- 
nished the flatear, TTX car, furnished the trailers on that car. 

The investment was all the shipper’s and not the carrier’s. There 
isno comparison between that and a coal car. 

Senator Monroney. But the flatear is furnished by the railroad. 
The trailer is furnished by the motor carrier and then this car gets a 
deadhead run back from Dallas io St. Louis carrying the trailer and 
nothing else, and it must be compensated for in the total mileage, 
round trip, of some 1,500 miles, or it is absolutely free gratis trans- 
portation, and by Mr. Grinnel’s own testimony this doesn’t apply to 
other piggyback cases. 

They make a charge for the returned containers, he states, in other 
piggyback cases. I am trying to find out about whether this is dis- 
criminatory. 

Mr. Wincneni. Senator, we have some other cases where the rate 
was high enough to allow for return. The rate on coal or anything 
else is figured on the basis of the full load in one direction and the 
ratio of empties in the reverse direction. 

Senator Monronry. That empty doesn’t have to come around and 
get back the same day. It may go back by a circuitous route, through 
Memphis, for example, with a load of gravel or cement or something 
of that kind, and then wind up back eventually when it is returned to 
the line, but not a special trip. This has to be a special trip, and it 
has to be a trip containing the equipment of that carrier, and it has to 
be pretty prompt because they have a limited amount of equipment 
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and they can’t just let it go for a dollar or two a day as flatcars do on 
interline use. 

This is the point. What happens to the backhaul? This involves 
piggyback, and it is going to haunt you for a long time, because 
if carried without the attention that it deserves and the full considera- 
tion of the ICC, then no truck route carefully prepared and litigated 
through the ICC is going to be worth a tinker’s dam because you can 
take and run on piggyback between two points and deliver to another 
competitive trucker at the other end of the route that the man has 
spent years trying to put together in order to serve and which he 
found for a justification—for a certification of convenience and 
necessity. 

This return deadhead, I think, invites great discrimination, and I 
can’t see how, if you figure there is any compensatory cost to the 
railroad, it has got to figure the cost of shipping that man’s equipment 
back, and if you do figure that, you get to a rate that is comparable to 
rates on sand or gravel or coal for a load of Cadillac cars. 

Mr. Wincne... I answered you before, Senator; the initial rate 
was high enough and consideration was given to the fact that the 
trailers were going to be returned, included in that initial rate. 

Senator Monroney. Did you know about it ? 

Mr. Wincue tt. Yes: the tariff calls for that. They would be in 
violation of section 6 if they returned it without charge if it hadn’t 
been published in the tariff. 

Senator Monroney. It is a rather funny thing that the rate expert 
wasn’t quite sure and he did a second take on the thing, that the ICC 
had been advised of it. 

We are going to have an established policy of return deadheading 
of any kind of equipment that is used in ICC in these piggyback 
rates. 

Mr. Wincnect. If the initial rate is high enough to cover the en- 
tire service, I think the Commission would give consideration to 
approving a tariff which provided for it. 

Senator Monroney. And do you think that the initial rate would 
be a fully distributed cost that could do this and return it, still for 
$19 below the rate that you have been having fixed for years for the 
motor transport companies? 

Mr. Wincneti. Offhand, I don’t know just how compensatory the 
motor transport rate was. 

Senator Monroney. I don’t know either, but I would presume that 
this must be a rate which built these motor transport lines at the 
time that the railroads had refused to interest themselves in the 
motor transport field. 

They come along after 1945, it is about 15 years, and they suddenly 
decide that they are going to go in the business, they can do it by 
deadhead haulage back, 750 miles, truck trailer equipment and all, 
and get a rate that is fully compensatory when the rate is down to 
almost sand and gravel rates. 

Where do we get all of these rate increases that we are getting? I 
am mystified. I am not a traffic man, but I read in the Wall Street 
Journal about a new upcoming rate increase and I quote: 


Hastern railroads will seek freight rate increases to help offset rising wage 
costs. The Pennsylvania said it plans to request governmental authority for a 
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general boost in its charges within the next 6 months, but other eastern traffic 
men said they will only favor selected raises in categories where competition 
is not severe. Eastern rail executives will meet shortly to seek rate increases 
in view of the rise of $200 mililon yearly in the Nation’s rail labor costs as a 
result of the current wage negotiations. 

So we are going to have a system of competition apparently under 
the policy of the LCC which you defend here which will allow where 
they do not have severe competition to tack on whatever rail rate they 
wish to put on while they cut destructively in trying to monopolize 
other forms of transportation which they have never entered to a 
high degree before. 

How are we going to have it both ways? If we are going to find 
it possible to cut $19 below the auto transport rate which I would 
presume was far below the former rate and still far below the normal 
boxcar rate for shipping automobiles and then when Frisco comes to 
you and says we want a freight increase, and when the southern rail- 
roads come and ask for an increase of tens of millions of dollars in the 
cost of haulage of the Government mail and all of these other rate 
increases, don’t you think we would look just a little bit silly ? 

Mr. WtNcHELL. Senator, you have asked two or three questions in 
the course of that. In the first place, Congress had something to do 
with the increased rail costs when they increased the railroad retire- 
ment. benefits. The U.S. Government probably had a little finger in 
the increase in wages through their National Mediation Board. 

If you grant an increase to the brotherhoods that amounts to millions 
of dollars a year to the railroad carriers, somebody has to pay for it. 

Senator Monroney. That is right, and so what you are going to 
do——-- 

Mr. Wincuett. Now I am asking one part, the general freight rate 
increase. Now in any other business, isn’t it common practice to sell 
your product that has no competition with a bigger margin of profit 
than some article that you handle that is keenly competitive where you 
cut your margin down just to the bone ? 

Senator Monroney. I don’t think they cut below cost. 

Mr. Wincue tt. I didn’t say below cost, I said your margin of profit 
down to the bone—thin. 

Senator Monroney. I would say in the inherent advantages of 
transportation, nobody is going after the coal movement by highway. 
There is some bargeline competition, but nobody is going after the 
structural steel market. 

So are we going to penalize these forms of transportation with un- 
limited rate increases 

Mr. Wincue.y. There is keen competition in the steel industry. 

Senator Monroney. On the other hand, you are going to reduce 
rates below a fully distributed cost on the carriage of luxury items 
and other things that have built up other forms of transportation and 
now will be wrecked by discriminatory rates. 

Tam amazed at the lack of comprehension apparently of what a 
discriminatory rate is. If you can ship Cadillacs for the same price 
almost that you can ship coal, then I don’t see how you could justify 
the rates that you charge on furniture or the rates you charge on many 
other commodities that move that are luxury items and yet the rates 
on them have been going up, up, up, and will continue to do so. 
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How do you justify these—in other wor ds, if this is handled where 
there is no profit in it and certainly if you charge the backhaul, I don’t 
see how you can get a profit out of it. 

Mr. Wincuett. There was a profit in that rate, Senator. 

Senator Monronry. On the fully distributed cost ? 

Mr. Wincueti. Wait a minute. 

Senator Monroney. How did you arrive at that? 

Mr. Wincuett. On our out-of-pocket costs, Senator—— 

Senator Monroney. I am not talking about out-of-pocket costs. 
Tam talking about fully distributed costs. 

Mr. WincuHetv. On our formula for out-of-pocket costs, we include 
all of the variable costs plus 4-percent return on all of the rolling 
stock, plus 4-percent return on one-half of the fixed assets, and so if 
it is above out-of-pocket costs, it contributes something to the net 
return. 

Senator Monroney. Well, on that basis then you could operate 
every competitive line below a return but then the noncompetitive 
things you will have to, to bring them to a profit position, double up 
on them. 

You will have to pack the rate on the noncompetitive, so that you 
can lower the rate on the competitive, is that correct? Is that a cor- 
rect rule of ratemaking ? 

Mr. Wincuetz. Back when the value of service was the predomi- 
nant consideration in ratemaking that was identically the theory, that 
it was almost “what will the traffic bear” theory. 

Senator Monroney. If we have that, we don’t need an ICC. It 
would save an awful lot of time, not having certificates of convenience 
and necessity, not having to fool with rates or anything else. Why 
appropriate all of this money if this is going to be the policy? 

Mr. Wrincuext. As competition got keener and keener, then it be- 
gan—the predominant factor or the greater emphasis began the switch 
to the cost of rendering the services. 

If you didn’t have any competition, you don’t have to figure quite 
so closely in your business on the margin that you have between your 
cost and your selling price; but if you have keen competition, you 
have to figure pretty close on the articles on which you have keen 
competition or the articles do not move. 

Senator Monroney. So you say where you have competition you 
don’t need to cover your fully distributed costs on any item, you can 
tack it onto the noncompetitive costs and get your outfit to its normal 
return on that rate? 

Mr. Wincuei. If you want to share in the traffic and it is not 
destructive competition, you can go below fully distributed costs. 

Senator Monroney. If the purpose is to destroy your competition 
and it is doing it in the bargelines and doing it with the trucklines, 
when you get rid of them the rate will go back up, don’t you think 
that is true? 

Mr. Wincuetxt. That is why you have an Interstate Commerce 
Commission. 

Senator Monroney. Well, I have never noticed them holding back 
on rate increases that I have ever seen since I have been on this com- 
mittee. We have had across-the-board increases that have penalized 
my State by the tens of millions of dollars. 








DECLINE OF COASTAL SHIPPING INDUSTRY 661 


Mr. Wincueixt. Commissioner Freas who testified on this matter 
in 1958. 

Mr. Freas. Senator, both from your questions and from the pre- 
vious questions of Senator Engle, I don’t think you are quite clear 
as to the effect of a rate below full cost. I would just like to comment 
on that briefly and maybe I can make it simplest in this way. Let’s 
assume, for example, that a full cost is $2 on a given article, just to 
use 2 figure and that the out-of-pocket cost is $1.50. 

Now clearly the carrier ought to get that $2 or something a little 
better because the total expense of running the railroad or whatever 
kind of transportation business it is has to come from somewhere. 

But if it is not able to get a full $2 and can get, we will say, $1.60 
or 10 cents above its out-of-pocket cost, that carrier is very much 
better off by transporting that traffic than it is by foregoing it and by 
doing so it is helping itself and it is not casting a burden on any other 
traflic, so long as it is not able to get any more. 

Now it has been the Commission’s policy, as I understand it, to 
permit competition within that area of something above out-of-pocket 
cost and up to full costs, and I think that policy is required by our 
legislation. 

‘As I undertsand it, the Congress intends us to permit free normal 
competition, but to restrain it when it becomes destructive. Now if 
any one form of transportation would have to stay above its out-of- 
pocket costs, even though it would be advantaged by going somewhere 
below that in that zone which is frequently referred to as the zone of 
reasonableness, I certainly wouldn’t hesitate to predict that within a 
very short time we would be here defending our position in that 
respect. 

So it is a destructive competition and the competition that is put in 
for the purpose of putting the other man out of business that the 
Commission restrains. 

But the competition that enables one carrier to get a little more 
business and to profit by it and to give the public the advantage of 
that play of competition is something that the Commission does not 
restrain. 

Now Senator Engle raised a question about rates ever being below 
full cost. The Supreme Court in, I don’t know the exact citation, but 
in the Zevas Vegetable case, I believe it was a case against the B. & O., 
not only approved rates that were below full costs, but it approved 
rates that were below out-of-pocket costs. 

So this is what the Commission is generally doing in its understand- 
ing of what the act requires. Now it is very difficult to take a general 
allegation saying, well, in this case you did so and so, what is the 
Justification for that when we don’t have all of the facts and cireum- 
stances surrounding it. 

We have certain assumptions, but all I can say in that regard is the 
Commission is doing what it understands the act to require and if it 
does go afield as might be indicated by some of these questions, I am 
sure the parties would be only too quick to appeal it to the courts and 
see that the Commission was put on the right track. 

Senator Monronry. But they have a choice of either trying to oper- 
ate under a destructive rate for which suspension has been refused or 
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to go into years of litigation and by the time the case is decided they 
are dead. 

Maybe the court would uphold them, but they are out of business. 
The reason the rates are brought down on any of these selective rate 
cuttings is because there has been competition. 

The rails are not meeting the competition by putting in the same 
rate. The rails are cutting below the competit ion. 

According to this piece in the Wall Street Journal which I believe 
is accurate, they are saying we will make it up on lines where we 
don’t have competition. Thus, the users of steel, concrete, sand, 
gravel, coal, and the heavy bulk commodities, which are the exc mae 
rights of the rail because no other form of transportation reaches 
inland exe epting to the water points, will bear the full cost of this 
destructive rate war and the competition that brought rates down to 
a reasonable level is bankrupt and when they are gone, L will bet my 
hat that the rates will be raised back again to a compensatory level. 

This is what the Commission seems to me to be doing in this case of 
legalistic astigmatism that we have heard so much about during this 
hearing. 

Mr. Freas. Well, when the rails propose to meet the competition 
and can do so and still be substantially above the out-of-pocket costs, 
those rates are generally permitted to go into effect, but when, as you 
say now, they go below the competition, by the same token, those 
rates are restrained unless the record shows that the rails are the 
low-cost form of transportation in which case they are entitled to 
their inherent advantages under the act. 

Senator Monronery. But these rates formerly were suspended be- 
fore the passage of the Transportation Act of 1958 and now I under- 
stand, using this act as an excuse, you say, “Well, we refuse to sus- 
pend,” and so the thing drifts on and gets worse and worse and the 
competition that has forced the rates down is eliminated, bankrupt, 
the equipment is sold, people are unemployed, they are out of business, 
and the rates come back up again. 

You wouldn’t deny them a fully compensatory rate if they sought 
to raise this back up, would you ? 

Mr. Freas. Well, no. 

Senator Monronry. W ell, answer the question. 

Mr. Freas. The action of the Commission, I didn’t understand our 
Chairman to say that it was predicated primarily on the 1958 legisla- 
tion. What I understood him to say was that he construed that to 
place a greater emphasis on this situation and to encourage competi- 
tion within a reasonable area, but the change is due largely to the fact 
that the competitive situation has gotten much more intense in recent 
years and not only the competitive situation as between these forms of 
regulated transport: ition that we have been talking about but particu- 
larly that of private carriers and because of the private competition 
and the other competition, the Commission has found it necessary to 
give a little greater freedom to management on all sides of the picture. 

Senator Monroney. If you follow that premise, there is nothing in 
the world that can prevent—you can have a 34-cent car-mile 1 ‘ate on 
Cadillac cars, on the equipment that has to be carried down and back 
to perform this operation, and with that system, one by one, every 
truckline in the country will be picked off, because if you don't have 
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to cover your fully distributed costs, you can go down and eliminate 
almost. everyone. There is not that much profit in the motor trans- 
portation business, and if the Commission is going to be blind to this, 
what I would like to know is, is there a statement for ratemaking 
principles to guide the staff of the ICC, particularly the Suspension 
Board, that has been put out since the passage of the 1958 act? 

Mr. Freas. No specific guide, but I do want to comment in that 
regard and supplement previous testimony. ah ; 

The impression was left, as I see it, that the Commission was negli- 
gent in not putting out precise instructions to the Suspension Board. 

Now, section 17.4 of the act provides that a division, an individual 
commissioner, or a board shall have authority to hear and determine 
cases, and so forth, or otherwise act as to any work, business, or func- 
tion assigned or referred thereto under the provisions of this section. 

Now, the Commission does not put out instructions in that kind of 
matter to the Board any more than an appellate court does to the 
courts below. ‘The Suspension Board is furnished with copies of our 
testimony in matters that pertain to technical rate situations. It has 
copies of all of the various reports that the Commission puts out and 
the various divisions. If it acts one way and that does not meet with 
the approval of the Commission or of a division, it will be referred 
so it gets its guidance in those different ways. 

But as I read the act and this section 4, the Commission has no 
authority to put out specific directives to the Suspension Board and 
say, “Under this circumstance, you do this, and under that, you do 
that.” It is set up by the Congress as a board with diseretion, but 
subject to the appeal of the Appellate Division or of the Commission. 

Senator Monroney. I would like to have Mr. Barton review these 
two cases where the action seems to be quite dissimilar. 

Mr. Barron. On September 17, 1959, in Automobiles, Duluth, 
Minn., to Washington, 308 1.C.C. 523, Division 2 of the Commission 
condemned and ordered canceled motor carrier mileage rates stated 
per single automobile, regardless of character or value, covering the 
transportation of trailer loads of automobiles. 

At pages 525 and 526 of its report, the Commission placed heavy 
reliance upon the value of the automobile as an element of ratemaking 
which had not been reflected in the considered transportation charges. 
The report stated that the mere fact that the proposed rate may be 
compensatory does not establish reasonableness. Compensitiveness 
is only one of the factors to be considered in determining reason- 
ableness. The proposed rates give effect to the distance hauled, but 
the weight and value of the automobile to be transported are ignored. 
Thus, a luxury-type automobile, with greater weight, would be trans- 
ported for the same rate as an economy-type automobile with lighter 
weight. It is just and reasonable that a higher value automobile, with 
a greater weight, should pay a higher rate per 100 pounds than 
smaller, lower priced automobiles. 

Yet less than 7 months later, in Suspension Board case No. 22950, 
the Commission declined to suspend rail trailer load rates published 
in Southwestern Freight Bureau Agents Tariff ICC No. 4347, which 
tariff names point-to-point rates to apply regardless of the size, value, 
or weight of the automobiles transported. 
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In both cases the transportation was in highway trailers, the only 
difference being that the railroad performs the service by the trailer- 
on-flatear method. 

In one case the rates were declared to be unlawful because they 
applied to automobiles of all kinds, and in the other case the Sus- 
pension Board refused to suspend on that same principle. 

Mr. Freas. Well, I think that goes to another matter that has been 
a little bit confused in these discussions. 

The first case, as I follow you, was a determination by the Com- 
mission or a division upon a complete formal record, taking into con- 
sideration everything that was then before it in that record. In that 
case, the burden under the statute was upon the respondent carriers 
to justify the rate, but in the other case we are dealing now with a 
matter before the Suspension Board ‘a which the burden is upon the 
protestant to show that there is a probable unlawfulness. 

Now, those records certainly, unless by the most unusual coinci- 
dence, would not have been precisely the same, with the fact that 
there was an entirely different burden there and that we do not 
know all of the facts of record at the moment, make it impossible to 
completely reconcile those two cases. 

Mr. Barton. At any rate, Mr. Freas, the principle of allowing any 
size, or weight, or cost automobile to be tr ansported was allowed in 
one case and denied when suspension was asked for similar rates to 
apply on the railroads by trailers on flatcars. In other words, the 
truckers proposed to do it and weren’t allowed to. The rails proposed 
to do it and were allowed to. 

Mr. Freas. I can’t dispute your statement if you know that to be 
a fact. I don’t have the two cases before me, and I don’t know about 
the dates. It may be that the one request for suspension came up 
while the other matter was pending, but it is just not possible to take 
two parallel facts in two different cases and say, “Well, this is incon- 
sistent,” when we don’t have all of the attending circumstances and 
conditions that go with it, and, as I say, the one, the proceeding is 
decided on a formal record and takes into consideration only that 
which is in the record. The other one, however, is like an injunctive 
proceeding before the court, and it is something that has to be decided 
on such facts as are available at the moment, because the rates are 
about to go into effect. 

Mr. Barron. Well, Mr. Freas, is the burden on the advocate of the 
rate to show that the rate is lawful or is the burden on the protestant 
to show that it is unlawful ? 

Mr. Freas. It depends upon what stage of the proceeding we are 
talking about. 

Mr. Barton. Ina suspension proceeding. 

Mr. Freas. In a suspension proceeding there is a burden upon a 
protestant not only to show that he doesn’t like that rate but that 
there is some probable unlawfulness. It is not up to that protestant 
to make a conclusive case, because that just couldn’t be done in the 
time that is available, but neither is it up to the Commission to suspend 
just because somebody has made some totally unfounded allegations 
that muddy up the water. 

So I say the burden is on the protestant in the first instance to show 
probable unlawfulness, but if he has shown probable unlawfulness and 
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the rate is suspended, then the burden under the act is definitely upon 
the respondent to justify that rate. , 

Mr. Barron. There is no burden upon the proponent of the rate in 
the suspension proceeding to show that the rate is unlawful ? 

Mr. Freas. On the proponent to show that it is lawful? Do you 
mean that it is unlawful ? 

Mr. Barton. The proponent of the rate. Isn’t there a burden upon 
him to show that the rate has the elements of lawfulness ? 

Mr. Freas. I think I was confused as to your question. 

Would you mind asking it again ? 

Mr. Barron. When the rate is filed, does not the proponent that 
files the rate have a burden to show that the rate is probably lawful? 

Mr. Freas. To this extent: As I say, the original burden is upon 
the protestant to show probable unlawfulness. 

Now, when the protestant has shown that probable unlawfulness, 
then the carrier has a right, and I think a duty, if it wants to defend 
the rate, to show that that is in error, and we provide in our rules for 
a reply for the carrier for that very purpose. 

Mr. Barron. There is no burden at all on the carrier filing the rate 
to show its lawfulness in a suspension proceeding ? 

Mr. Freas. There is no burden upon a carrier to show that a rate is 
lawful at the time that it is filed unless a protestant shows probable 
unlawfulness, and then I would say it is up to the respondent then to 
refute that showing if it doesn’t want its rate to be suspended. 

Mr. Barton. The burden shifts back to him, then ? 

Mr. Freas. Yes. 

Mr. Barron. What is the Commission’s policy on this single rate 
you might say for transporting an cniceniaa regardless of size or 
value / 

Mr. Freas. Well, there is at least one case pending involving that, 
and I certainly couldn’t say what the Commission’s policy is, and I 
don’t know that until that comes before me that I can say what my 

licy is. 

Mr. Barron. In Automobiles, Duluth, Minnesota, to Washington, 
308 ICC 523, it seems you set forth pretty clearly what ICC policy 
was. That higher priced, luxury-type automobiles should pay a 
greater weight per hundred pounds than smaller, lower priced auto- 
mobiles. 

Mr. Freas. So far as I know, Mr. Barton, I don’t know that what 
you have read and what is stated in that report is not the policy of the 
Commission, but to the extent that you referred to 22950, I believe, to 
indicate that there might be some different procedure, I do call atten- 
tion to just this one fact which is the only one that I have before me 
right here at the moment, and that is that that involved the new, 
so-called trilevel cars, and innovations of that type present different 
problems that have to be considered. 

[ can’t say offhand what the impact of it was or how it affected it. 

Mr. Barron. Is this decision at 308 ICC at page 523, then, not the 
settled policy of the Commission at. this time ? 

Mr. Freas. I have just said that as far as I know, whatever that 
report sets forth is the policy. I have no information to assume 
otherwise. 
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Mr. Barron. This was 7 months later that the Suspension Board 
refused to suspend in 22950, when this policy was not followed. Do 
you suppose the Board had not acquired the necessary information on 
this policy of the Commission; it hadn’t filtered down to them at this 
time ? 

Mr. Freas. No; I think it would be appropriate for us to find out 
from the Suspension Board what the compelling features were that 
required it to take a different course. 

I have no — that it had some reason for doing it, but I couldn’t 

say what it 

Mr. B. enone, “Ww ould you do that for the record, Mr. Freas. 

Mr. Freas. Yes, I would be glad to. 

Senator Monroney. Can you state what other bulk shipments of 
highly finished products are available for the railroads to carry with- 
out regard to weight ? 

In other words, most of your tariffs are based upon a poundage 

rate for finished products, are they not ? 

Mr. Freas. That is right. 

Senator Monroney. Don’t you think this is a departure, since this 
is a car-mile rate, which makes it a bulk shipment, regardless of 
weight ¢ 

Now, what I am asking is what other commodities exist that the 
ICC permits a bulk rate, regardless of weight. 

Mr. Wincueti. We have approved piggybac k rates, 70,000 pounds 
in two trailers-on-flatears, with the requirement that not more than 
60 percent be of one commodity and not less than five commodities 
nthe up the total shipment. Those are all freight or car rates, if 
you want to put them that way. 

Senator Monroney. In other words, it is only in piggyback that 
you have approved bulk car rates? 

Mr. Wincue tt. We have car rates on frozen fruit juice from, 
Florida. 

Senator Monroney. You have car rates on that without regard to 
the tonnage ? 

Mr. Wrincue... Yes. 

Senator Monronry. But that and the piggybacking is the only 
two that you know about ? 

Mr. Wincuenx. Well, we have all-commodity or all-freight rates 
in boxcars. 

Senator Monronry. You mean you just run a boxcar by ton-mile, 
for what commodities? 

Mr. Wincnewn. All-freight, mixed. 

Senator Monroney. That takes the weight proposition. 

If the Chicago Furniture Forwarding Co. ships a car from Chicago 
to Oklahoma City, that goes at a regular seaneledes rate, does it not? 

Mr. WincHELL. That is right. But the rate is the rate based on all 
commodities rather than on 





Senator Monroney. The specific commodity ? 

Mr. Wincue i. That is right. 

Senator Monroney. But I am talking about the bulk rate; that 
the car is delivered without regard to the weight. 

Mr. WINcHELL. Yes, we have such rates on boxcars. 

Senator Monroney. Would you tell me some other instances of 
such rates on finished commodities, manufactured commodities ? 
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Do you ship generators; do you ship structural steel; do you ship 
tractors, machinery, on a bulk rate? 

Mr. Wincueti. We have rates which the motor carriers publish 
where so much per truckload of a certain maximum welts if you 
can’t make the weight, you pay for it anyway. 

Senator Monronery. But that is still on a weight basis. 

Mr. WINcHELL. No, it isn’t. 

Senator Monroney. This is on a car-mile basis. 

Mr. Wincnett. No, it is a truck rate; if you can’t make the weight, 
you pay for it anyway. 

Senator Monronry. But there is a limit on it as to weight? 

Mr. Wincueti. The physical capacity of the truck isn’t 70,000 
pounds. 

Senator Monroney. There is no per hundredweight that works that 
way. If you charter a car, you have a limit, 20,000 pounds or some- 
thing, and if you go over that, don’t you have to pay extra / 

Mr. Wincnett. You are talking about rail rates now ? 

Senator Monroney. To save time, please submit for the record the 
list of finished manufactured commodities that are permitted to move 
under a bulk rate without reference to the hundredweight in the car 
but on the car-mile basis. 

It seems, with confusion as to what rates apply on manufactured 
things, this was something that should have had more than a cursory 
examination. 

Mr. WINCHELL. Senator, if a rate is filed, and the vast bulk of them 
are filed without any protest, they become effective by operation of 
law. 

Senator Monroney. I am talking about the ones that were protested 
and thrown out because, suppose the application of an act which 
restated a 15-year-old principle of law that you have been following 
that they couldn’t consider the request for suspension because the 
law had been changed and it is the same law that you have been 
working with since 1945? 

Mr. WINCHELL. Senator, we have never stated that we couldn’t 
consider a request for suspension because of the 1958 Transportation 
Act. We have always considered a request for suspension, regardless 
of what it was based on. 

Senator Monronry. Most of these refusals to review or suspend 
have gone back, I think you will find on examination, to the reason 
that the act was changed by Congress in the Transportation Act of 
1958. 

Mr. Wincuett. It is only because the cases that were cited only 
went back that far that these cases only go back that far, Senator. 

Senator Monroney. Let’s get back to one other question and I 
think you will find there are very few bulk shipments regardless of 
weight of manufactured commodities. We would like to have that 
list. How much time has the ICC given to the study of piggyback 
and its effect on other modes of transportation and its effect on reve- 
nues to the railroads ? 

Mr. Wincue i. The figures piggyback operations were approved 
I believe out of Chicago and then by the New York, New Haven & 
Hart ford—how many years ago was that ? 

Mr. Freas. 1954 or 1955. 


60470—60——-43 
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Mr. Wincnuen. It was about 1954 or 1955. 

Senator Monroney. That was by the full Commission on a regular 

rate proc eeding ? 

Mr. WINcHELL. Yes. 

Senator Monroney. Now, the extension of them has gone through 
now on either the denial of the Suspension Board to interfere, is that 
correct? It doesn’t go to the Commission ? 

Mr. Wrincueti. On most of those where there has been a change in 
piggyback operations like from plan 1 to plan 2, or plans 3, 4, or 5, in 
most of those cases there has been an appeal t aken so they did get to 
the Commission and I think 1 a practically every case the Suspension 
Board certified it to-Division 2 so it was appeal: a to the Commission. 

Senator Monroney. Has the Commission disposed of that matter 
now ? 

Mr. Wincne tu. There is a request for a general investigation which 
hasn’t been acted upon. 

Senator Monronrey. Now, do you consider this a common carriage 
rate? . 

Mr. Wincnetxu. A common carriage rate ? 

Senator Monronry. Yes; a common carriage rate. 

Mr. Wincueti. Do you mean 

Senator Monroney. The piggyback rate, take St. Louis to Dallas, 
or to Urbana, Tex. Is this a rate I can enjoy if I pick up some ears 
on an auto transport trailer and I want to turn them over to the Frisco 
and I say “I want this hauled to Urbana, Tex.,” can I as an auto 
transport man asking them to pick that up and move it as I would if 
I were going to ship 100 pounds of baggage or something, freight, 
steel, or something else, could I enjoy that rate? 

Mr. Wincuett. I don’t have the tariff before me. If this is a 
plan 1 piggyback you could. 

Senator Monroney. Well, this plan 1, plan 2, plan 3, and plan 4 is 
a little hard for us to gr asp. I think of a rate as being a rate and 
doesn’t apply to one or two shippers. 

What I am trying to get at is, Can anybody enjoy this nice bonanza 
of moving cars at a bargain rate, or is it reserved for the automobile 
manufacturers ? 

Mr. Wincueti. Anybody under the same circumstances. 

Senator Monroney. That has a contract with the railroad ? 

Mr. Wincne ti. No; those aren’t contract rates, Senator. We have 
under consideration contract rates. 

Senator Monroney. If I come to the freight yards with a truckoad 
of cars and I am moving them out, I am not representing an automo- 
bile factory or anything like that, I have a trailer all full of cars and 
I appear at the freight yards and I say I want a piggyback to 
Urbana, Tex., can I cet the same rate that Ford or General Motors 
get for their movement ? 

Mr. WincHELL. I would want to see the tariff. 

Senator Monronry. Don’t you think it would be pretty important 
whether this is an exclusive rate for its justification as to whether it is 
discriminatory, whether it is destructive, unfair, unjust? It seems 

to me I don’t see how you can quote a rate unless it is a common car- 
riage rate as long as you are using the full flatear and then I would like 
to ask a second question which I wish you would fill in for the record. 
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Will you return my trailer equipment for me as you will for the guy 
who has the contract with the Ford Motor Co.? 

In other words, I think you are getting yourself into a morass of 
speci: alized favoritism for one or two companies that the general public 
can’t enjoy. Just reading back this was the burden of the testimony 
Mr. Grinnell gave. 

Mr. WincHELL. Senator, they are all common carriers. 

Senator Monronry. I am trying to get at what the rate is between 
St. Louis. I am not worried about what it is between Detroit and 
St. Louis, but the movement of that trailer from St. Louis under 
those conditions to Urbana, that is Dallas, and then it is going on to 
El Paso, this trucker couldn’t get that rate, could he ? 

Mr. Grinnell said: 

He could not ship the shipment as a shipper and get it. We are barred from 


accepting shipments from him. Now the ultimate rate which would be paid by 
the shipper in that case would be $482, and two trailers. 


Tsaid: 


What would the rate be for the same movement if the trucker delivered it to 
you and then asked that it be carried on to Dallas 

Mr. GRINNELL. Well, we would not knowingly accept such a shipment. 

This is the rate expert that put this in. 

Now, what I am asking is it is not only rather novel that we 
suddenly decide with only a Suspension Board hearing to go from a 
poundage to a car-mile rate for finished manufactured products, then 
we go to exclusivity so that this only applies to the privileged few, 
and it is not a common carriage rate that any trucker can appear at 
St. Louis and say “Carry my cars at this same rate from St. Louis to 
Urbana, Tex.” 

Mr. Wincuett. They are all common carrier rates, Senator. The 
exceptions are one or two contract rates and they don’t apply to auto- 
mobiles in any case. 

Senator Monronry. Mr. Grinnell must be misinformed as to what 
he says for the Frisco Railroad; well, we would not knowingly accept 
such a shipment. 

Mr. WincHELL. You didn’t tell me what the plan was. 

Senator Monroney. I don’t care what the plan is. I say a rate 
ought to be a rate that everybody can get, if it is permissible, and it 
oughtn’t be handed out to one or two companies which happen to 
be called a shipper and not a transporter. 

Mr. Wincuett. The different plans require the carrier, the shipper, 
to furnish different equipment, and you would have to comply with 
the tariff requirements in order to take advantage of the rate. 

Senator Monroney. Supposing the equipment is the same—it is a 
trailer that you put on a flat car. 

Mr. WincHeELL. It is a common carrier rate. 

Senator Monronry. Not according to what this man says. I wish 
you would look that up and be sure, because it sets a new pattern 
with only a cursory hearing of the Suspension Board on shipments of 
finished products on a bulk rate, but also it has an exclusivity in there 
that only the few can get it. 

I would like to be straightened out, because I think we are plowing 
alot of new ground in this thing th: at is going to raise more questions 
than it solves if we are embarking on contract rates and things of that 
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kind that the general public under common carriage, under similar 
conditions, can’t enjoy. 

Mr. Wincuett. We will be glad to look that up and get that 
information. 

Senator Monroney. You say there are no guidelines that have been 
passed down to the suspension boards. They are supposed to read 
your testimony and figure out what you believe and then act on 
the basis of what has been said in congressional hearings ? 

Mr. WincHELL. They know when they act in a ceftain way they 
are going to be reversed and when they act some other way they are 
going to be sustained, and they soon learn what the policy of the 
Commission or the division is. 

Senator Monronery. Well, I hope they can. I have been unable to. 
The way the record stands, and I don’t want to prolong it any longer, 
selective rate cutting is permissible. 

Mr. WIncHELL. We didn’t say that. ‘ 

Senator Monroney. Well, I understood Commissioner Freas to say 
where you grant the out-of-pocket cost instead of the fully distributed 
costs, where the railroads thought that they could pick up some extra 
business, it is a highly competitive industry. 

Mr. Wincuetu. Where it isn’t destructive competition. 

Senator Monronrey. All right; but this is what we are trying to 
get at. It is very hard when you cut a rate $19 below the existing 
rate on another form of transportation, without anything more than 
the Suspension Board’s approval or denial of the suspension on it, 
to know whether it is destructive or not. 

Mr. Wincuett. Well, you would have to know in the first place 
whether the initial rate was high or low, in the zone of reasonableness. 

Senator Monroney. The initial rate was probably too high because 
they didn’t get any business. The new rate may be so low they will 
get it all and destroy other means of transportation, for the purpose 
of making it destructive. 

What is the purpose of making it destructive? Once the equipment 
is sold, the company is disbanded, and the drivers are unemployed, you 
are not going to have the competition, and then it can be raised back 
to a more compensable rate. 

What do you consider destructive competition? Is $19 below the 
existing rate, without any proof that it is compensatory 

Mr. WincHELL. Senator, there was proof that it was compensatory. 

Senator Monroney. Was there proof that it was compensatory on 
the backhaul? That was a little bit vague. 

Mr. Wincue tt. On the total operation; yes, sir. 

Senator Monroney. It was compensatory but it doesn’t meet fully 
distributed costs. 

Mr. Wincuet.. Not necessarily. 

Senator Monronry. “Compensatory” means it offers out-of-pocket 
costs. 

Mr. Wrincuett. More than covers out-of-pocket costs. 

Senator Monroney. Are you in favor of selective rate increases? 

Mr. Wincuety. Yes; rather than across the board. I think across- 
the-board increases percentagewise are unfair to the long-distance 
shipper. 

Senator Monroney. Then I gather that these can meet and would 
meet the fully distributed costs with a profit? You would allow a 
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rate that would meet the fully distributed costs on a selective rate 
base that would cover all costs plus a profit, would you? 

Mr. WincueELL. Yes; barring some other reason for it being un- 
lawful. 

Senator Monroney. And therefore, then, the pattern that you out- 
line today is that on certain highly competitive types of shipment we 
can see and expect great rate reductions but we must expect on the 
noncompetitive the full profitmaking which will make up for the loss 
of the fully distributed costs on the competitive. 

Mr. Wixcnett. Well, hasn’t that been the history of ratemaking? 

Senator Monroney. I don’t think it has up to now, but I think it 
is going to be, from what you say. 

Mr. Wincue.n. More so in the past than it is now, Senator. In the 
past, greater emphasis prior to World War I1—greater emphasis was 
placed on the value of services, the value of the commodity. 

Senator Monronrey. OK. [have nothing further. 

Mr. Barron. Mr. Chairman, Senator Engle asked me to ask you 
whether it would be satisfactory if some written questions were sub- 
mitted to the Commission for answers to be put into the record ? 

Mr. Wincnett. Yes. As a matter of fact, I think one of our staff 
members requested from you an advance copy of your questions, re- 
minding you that you had asked for an advance copy of my statement. 

Senator Monroney. The record will be left open for a reasonable 
time and the committee will stand in recess subject to the call of 
the chairman. 

(Whereupon, at 1:05 p.m., the subcommittee adjourned subject to 
the call of the chairman. ) 

(The following material was subsequently submitted for the record :) 

U.S. SENATE, 
June 29, 1960. 
Re decline of domestic shipping. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
U.S. Senate, Washington, D.C. 

DeaR WARREN: The depressed condition of our country’s once-flourishing 
domestic shipping industry should be a matter of deepest concern to everyone 
interested in our country’s economic progress and national security. 

Unless strong measures are taken, promptly, to preserve and strengthen the 
dry cargo fleet now operating coastwise and intercoastal, one of the great 
bulwarks of our Nation’s defense may soon be a thing of the past. 

Prior to World War II there were some 700 vessels, including tankers in these 
domestic trades, representing nearly two-thirds of our total ocean freight 
capacity. ‘Today, despite our greatly expanded economy, the important dry cargo 
segment of these trades is but one-fifth, or less, of its 19389 size. 

Nor is that one-fifth in anything like good health. It is beset not only by 
adverse economic factors but also by throttling surface competition, aided and 
abetted to a disturbing degree by administrative complacency in the face of 
alleged unfair competition from other forms of competition. 

When the United States entered World War II, the domestic merchant fleet 
was taken over almost in its entirety by the Government, for military logistics 
purposes. In any future emergency the need for such a fleet, ready at hand to 
serve defense needs, would be equally urgent. But there may not be any such 
fleet to requisition, from present indications, if we stand idly by. 

Why is this? A basic reason is that, while the coastal-intercoastal vessels 
were away at war the domestic trade pattern was expanded to absorb the serv- 
ices formerly rendered by these vessels. The trade thus lost has never been 
regained. Thus, postwar, the shipping companies found themselves with few 
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cargoes to carry, with old ships costly to operate, and new construction costs 
three to four times prewar rates. 

New England has been hit particularly hard by the decline in coastal and coast- 
wise shipping. As against 12.8 million tons of general cargo arriving at Boston 
on domestic vessels in 1939, less than 2 million tons arrived in 1958. Exports 
on domestic vessels dropped 95 percent by 1958. 

If the domestic merchant fleet, so strategic to the Nation’s economy and to its 
defense, is to be kept alive—and it must be—Government must lend a hand, 
Steps must be taken to insure fair treatment of domestic shipping vis-a-vis other 
forms of transportation. Beyond that Government has real and long neglected 
responsibility to assist in the formulation of a rational overall transportation 
policy in which intercoastal transport has a vital position. 

Sincerely yours, 
JOHN F. KENNEpy. 


tT 


MEDINA ELECTRIC COOPERATIVE, INC., 
Hondo, Tex., June 1, 1960. 

Hon. WARREN G. MAGNUSON, 

Chairman, Merchant Marine and Fisheries Subcommittee, Senate Committee on 
Interstate and Foreign Commerce, New Senate Office Building, Washington 
D.C. 

SENATOR MAGNUSON: Because of our deep interest in rates for transportation 
of freight by water and by rail, we wish to respectfully submit to the commit- 
tee our opposition to any legislation which will result in an increased freight 
rate on the hauling of heavy freight. 

It is our understanding that your committee is at the present time conduct- 
ing hearings with the possible intention of requiring railroad freight carriers 
to increase freight rates over those applicable by water carriers in intercoastal 
comnimerce., 

We are in favor of a strong transportation system, and we feel that a differ- 
ential, which would have as its final effect an increased cost to business or the 
final consumer, is not fair. We feel that freight rates are sufficiently high at 
the present time and an increased cost would work a hardship on the ultimate 
consumer. May we request that our views be made a part of the official record? 
We will supply a number of copies, in order that they may be given to those 
interested in this matter. 

Respectfully submitted. 

JAMES AMBERSON, P'esident. 


LONGVIEW CHAMBER OF COMMERCE, 
Longview, Tex., June 1, 1960. 
Senator WARREN G. MAGNUSON, 
Chairman, Subcommittee on Merchant Marine and Fisheries, 
New Senate Office Building, Washington, D.C. 

DEAR SENATOR MAGNUSON: AS chairman of the Subcommittee on Merchant 
Marine and Fisheries, it is sincerely requested that this attached resolution be 
made a part of the official record. 

We trust you will weigh the stand of our organization in with the other views 
of concerned Americans on the following bills: S. 30/7, S. 3048, and S. 1881. 

Thanking you for the consideration given this request. 

Sincerely yours, 
LOUIE B. GREEN, President. 
RESOLUTION 


Whereas Senate bills 3047, 3048, and 1881 are highly protective of individual- 
ized Government-subsidized waterways; and 

Whereas these measures stifle the private enterprise in free competition; and 

Whereas the powers of an already too encompassing Government would be 
enlarged upon and greater control gained over the public transportation service 
of America ; and 

Whereas these aforementioned measures are highly regularized and localized 
in their content of regulation and aimed at boosting intercoastal and coast- 
wise shipping which are in a decline through Government regulation and 
protection: Therefore be it 
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Resolved, That the Chamber of Commerce of Longview, Tex., upon recom- 
mendation from its traffic and transportation committee, go on record opposing 
and urging close consideration and defeat of these three measures W hile they 
are in committee. 

Passed this 27th day of May by the board of directors of the Longview 
Chamber of Commerce. 

LOUIE B. GREEN, 
President. 
WALTER B. Kocu, 
General Manager. 
J. M. Knox, 
Chairman, Traffic and Transportation Committee. 


STATEMENT OF AMERICAN MERCHANT MARINE INSTITUTE, INC. 


The American Merchant Marine Institute is a trade association representing 
45 U.S steamship companies operating about 6 million gross tons of American- 
flag passenger, tanker, dry-cargo, and collier vessels in the domestic and foreign 
trade of the United States. Approximately 70 percent of the oceangoing ton- 
nage registered under the U.S flag is operated by our member companies. 

We are vitally concerned with the virtual disappearance of privately owned 
dry-cargo vessels from the coastal and intercoastal trades. The domestic trade 
dry-cargo fleet has shrunk from over 400 vessels in 1939 to about 70 in 1960. 
Of our prewar membership, 16 lines operating in the domestic trade are now 
out of the shipping business. This has occurred despite the established na- 
tional policy to foster the development and encourage the maintenance of a 
merchant marine sufficient to carry our domestic waterborne commerce and a 
substantial portion of our foreign trade, and capable of serving as a naval and 
military auxiliary in time of war or national emergency. 

We contend that one of the principal reasons for the decline of the domestic 
trade is “selective rate cutting” by the railroads. In direct violation of our 
national transportation policy the Interstate Commerce Commission has, in 
effect, condoned this practice through its interpretation and administration of 
the law. 

The Congress, in enacting the Transportation Act of 1958 seems to have given 
unintended impetus to selective rate cutting. Section 15a(3) which was added 
to the Interstate Commerce Commission Act by the 1958 act provides that rates 
of a carrier shall not be held up to a particular level to protect the traffic of any 
other mode of transportation, giving due consideration to the objectives of the 
national transportation policy declared in this act. The Interstate Commerce 
Commission seems to ignore the italicized portion of this sentence, and to believe 
that it was instructed not to consider the effect of a reduction in a rail rate on 
competing water carriers. The legisiation history indicates that this was cer- 
tainly not the instant of Congress, but in less than 2 years the railroads have in- 
stituted several hundred rate reductions on selected commodities, to divert traf- 
fic from the water carriers, and many of these reductions have been approved 
by the ICC. 

These rate reductions are certainly not occasioned by any inherent economic 
advantage or a reduction in rail costs. To the contrary, water transportation is 
still the most economical method of transporting goods. Neither are the rate 
reductions the result of savings in labor costs. Rather, railway management con- 
tends that their labor costs have risen to unreasonably high levels. It has taken 
the position in the current labor negotiations that railway labor should take a 
substantial wage cut. In many instances the reduction in rates has resulted in 
more traffic but far less revenue than under the prior rates. The ICC apparently 
justifies this result on the theory that rates are compensatory and reasonable if 
they cover out-of-pocket costs. 

We contend that such a theory plainly violates our national transportation 
policy. No water carrier, however efficient, can long survive under such a 
flagrant cut-throat theory of competition. In the end, the American public will 
pay dearly for this practice when the last water carrier is out of the picture. 
The railroads can then have their cake and eat it too. They can plainly justify 
a rate increase when the competition is gone since the prevailing rates are obvi- 
ously too low to pay for such costs as overhead and depreciation. In fact, there 
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are many instances where the current rates do not even meet out-of-pocket costs, 
But in each instance the burden of proof falls on the shoulders of the water car- 
rier. On top of this, the ICC Suspension Board rarely suspends rail rates pend- 
ing an investigation. So, even if the water carrier wins its case, irreparable dam- 
age has been done. No one has yet explained to our satisfaction why rail rates 
have increased on the average 30 percent since 1949 while at the same time there 
have been selective and preferential rate cuts on those commodities which com- 
pete with water carriers. 

The out-of-pocket theory places the profit burden upon noncompetitive traffic. 
It must subsidize the loss inherent in out-of-pocket rates. As a result, industry 
favorably located within the sphere of water-rail competition receives a wind- 
fall in low transportation rates for certain selected commodities. Other areas 
not so fortunate must make up the loss. In addition, industry tends to locate 
at points that provide the lowest transportation rates. Thus traffic tends to build 
up at these low-cost points which adds to the rate burden of noncompetitive 
traffic. 

It has been alleged that one of the reasons for the plight of the domestic 
trade is high labor costs. However, rail labor costs have kept pace with the 
water carriers since 1948. We contend that the level of maritime labor costs 
merely determines the extent of the railroads’ selective price cutting. For 
example, Pan-Atlantic and Seatrain have drastically reduced cargo handling 
labor costs throughout automation. Their container operations present one of 
the most efficient general cargo water transportation systems yet developed. 
Cargo handling costs have been reduced from about 50 percent of revenue to 
less than 5 percent. This was accomplished through large capital expenditures, 
However, despite a substantial cost saving over the conventional break-bulk 
system, Pan-Atlantic lost more than $3 million in 1958. The southeastern 
and southwestern territory railroads entered into a concerted and devastating 
attack against all of Pan-Atlantic rates to eliminate this independent com- 
petitor. This organized attack was gone into in great detail before this com- 
mittee by W. Claude Farnell, Jr., vice president in charge of traffic for the 
Pan-Atlantic Steamship Corp., and other witnesses. 

The Department of Defense has requested the shipping industry to construct 
lift-on, lift-off and roll-on, roll-off cargo ships for defense purposes. These types 
of vessels are ideally suited for the domestic trade. The Honorable Clarence 
G. Morse, Maritime Administrator, has testified that competition in the form 
of selective rate cutting by railroads aggressively seeking to hold present traffic 
and gain additional traffic, creates risks sufficient to raise serious questions as 
to the economic feasibility of the proposed intercoastal containersship opera- 
tions. This, despite an economic analysis that shows such ships to be far more 
efficient than their conventional counterpart and that water transportation is 
inherently more economical than rail transportation. 

The domestic water carriers operate relatively low-cost World War II vessels 
but are unable to earn a fair return on their current capital investment. It 
would make no sense to increase private capital investment by replacing obsolete 
vessels with new and more efficient construction as long as ICC condones selec- 
tive rate cutting by the railroads. Accordingly, Government assistance is re- 
quired to modernize the domestic trade fleet, if it is to be of any use in time of 
war. 

There is a wide divergence of opinion between the various forms of transporta- 
tion as to our national transportation policy. As a result, internecine warfare 
has broken out. The water carrier is the victim and the railroads the bene- 
ficiary of our lack of policy. The decline of our domestic trade fleet has seri- 
ously weakened our national defense preparedness. Our domestic commerce 
is bound to suffer by reason of the lack of water competition. 

The Congress must act immediately to affirm the place of the water carrier 
in our national transportation and defense systems. The following steps are 
recommended : 

1. Establishment of a joint ICC-FMB Board to regulate rates in water-com- 
petitive areas preserving, however, the bulk commodity and contract carrier 
exemptions as provided in 49 U.S.C. 903 (b) and (c). Such rates shall be 
established on the basis of the total cost of the transportation service rendered. 

Rail rates in general have increased steadily. At the same time, rate reduc- 
tions have been obtained on those specific commodities that comprise the back- 
bone of the coastal and intercoastal trades. Such rates are not compensatory 
to the railroads and constitute unfair competition. 
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We believe that water transportation represents the cheapest possible mode of 
transportation. ‘Therefore, if rail rates in competitive areas are set on a fully 
distributed cost basis there will obtain a properly balanced transportation in- 
dustry exploiting the natural advantages of rail and water. 

2. Domestic water carriers should be made eligible for a construction differen- 
til subsidy. The industry requires Government assistance, at this late date, 
to attract capital. This would, in part, recompense the industry for its World 
War II sacrifice and to redress the imbalance in our transportation system 
occasioned by unfair railroad competition. The tremendous increase in vessel 
eosts could have been met out of profits if rates had provided for fair competition. 

3. Enactment of 8. 3047 to make mandatory the use of suspension proceedings 
in water-competitive situations: Failure to suspend unfair rail rates in the past 
has led to irreparable damage to the industry. In the present intercoastal 
canned goods investigation the water carrier has been forced to lower its rate 
on canned goods, a major source of revenue, to retain the differential without 
which the water carrier must die. Neither the railroads nor the water carriers 
are making a proper return at the current rate. This means slow death to the 
water carriers while the railroads can subsidize the loss from noncompetitive 
operations until the competition has been removed. 

4. Establishment of building agreement funds with the Government: Earnings 
would be deposited into the fund on a tax-deferred basis for use in vessel replace- 
ment so long as the operator has such an agreement under which he is not in 
default. 

5. Accelerated vessel depreciation: Enactment of legislation to enable ship 
operators to accelerate the depreciation of their vessels and to take annual 
amortization within the accelerated time periods for tax purposes. This would 
encourage operators to replace their vessels by enabling them to recover the 
cost of the ship more rapidly than under present laws. 

6. The FMB should establish a Rate Bureau to include sufficient experts in 
ratemaking to properly control rail-water competitive rates. This Bureau, in 
conjunction with the iCC should undertake a general investigation of all rail- 
water competitive rates to determine their fairness and to establish and make 
public the cost criteria to be applied for the justification of rail and water rates. 


SEATTLE, WASH., May 10, 1960. 
Subject: Senate bills 3047, 3048, and 1881, rail-water rate differential legislation, 
our file M—641. 
Senator WARREN G. MAGNUSON, 
Senate Office Building, 
Washington, D.C. 

Drak SENATOR MAGNuson: I will not be able to attend the public hearings set 
for May 31 in Washington on transportation legislation. We understand the 
May 31 hearing schedule does not include the three subject bills, but that they 
can be discussed with other proposed legislation officially scheduled for hearing 
that date. For that reason we ask that you file my statement on these bills so 
that our position will be clearly of record. 

I am filing this statement, both personally and generally, for the clients this 
office represents, which are exclusively shippers and exclusively in the west coast 
area. Our position in this matter is also being considered by a large number 
of other groups and associations. We believe there will be an overwhelming, 
almost unanimous, position of shippers generally supporting the position taken 
herein. 

Before these bills come up for official hearing on their own, we will submit 
specific names of many, many shippers and associations supporting same. 

We fully realize the Senator has submitted these bills only by request and 
that they are not your bills. It is our hope that the Senate Interstate and 
Foreign Commerce Committee does not approve these bills, for they are bad 
legislation from any shipper or public standpoint. Our reasons for opposing 
each bill are set forth on appendix 1 hereto. 

Very truly yours, 
Frep H. To.an, 
Freight Traffic Consultant. 
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APPENDIX 1 
S. 3047 


Why the Senate should not approve Senate bill 3047, which would force the 
ICC to automatically suspend any rail rate protested by a water carrier. 

(1) It could “freeze” rail rates while leaving regulated truck rates and for. 
warding company and private trucking rates unrestricted. 

Every schoolboy knows the railroads are no longer a monopoly in any field of 
transportation. Truck competition is a very real competitor of both rail and 
water lines. Truck competition is largely unregulated. Truck competition is 
both coastwise and transcontinental, as well as local. 

Agicultural products are exempt from regulation, and that covers everything 
from hand-cut wooden shingles to lettuce, and everything from dried raisins to 
cut-up poultry for a chainstore frozen food locker, including frozen fish, hops, and 
a host of miscellaneous items. Trucks dominate agricultural hauls. Why para- 
lyze the ability of the rails to compete for this business just because some water 
line might also be affected? 

Private trucking by a host of major companies now crisscross the United 
States hauling 15 to 25 ton payloads at about 40 cents per speedometer mile cost, 
That is unregulated. Such costs undercut a host of rail rates now. Why freeze 
the rail lines’ ability to meet this critical competition just because some water 
line might also be affected ? 

One-way truck leases are a new competitive feature in the private trucking field, 
Federal courts have upheld one-way truck leasers who lease equipment only, 
where shippers obtain drivers from an independent second source. One-way 
total cost is about 42 cents per mile for an average 36,000 to 44,000 pound pay- 
lad. That competition toppled the California-Northwest (coastwise) canned 
goods rates and many, many of other carload rates. The rails were not aiming at 
water lines in that rate slash. I doubt if they were even discussed. To freeze 
rail rates now because of possible water protest is hopelessly myoptic and futile 
for both the water lines as well as the rail lines. 

The ICC has just ruled freight forwarders can enter into the carload business. 
They can make any underlying deal that they want with truck carriers. If 
freight forwarders have complete freedom to go after 1 pound to 50,000 pound 
loads, why should the rails be prevented from doing what all their other com- 
petitors can do. Freight forwarder competition can’t be ignored in the small 
shipment or in the carload field today. 

(2) The bill as presented is a patently unfair bill, for it binds the rails but 
not the water lines. 

Competition is a two-way street. Water lines are always soliciting rail busi- 
ness they want. This office has been repeatedly solicited by water lines for long- 
established rail business. Senate bill 3047 would tie the railroads’ hands, but 
give the water lines an open season” on competitive rail traffic. That is not the 
American way of fair play. 

Water common carriers “bulk” operations are exempt from ICC control. On 
such commodities could and should water lines be able to delay or stop rail rate 
adjustments? This bill is silent on that point. 

(3) Steamship lines who have withdrawn from the trade and have only a pos- 
sible prospective interest in the trade could prevent needed rail rate adjustments 
for 7 months. ; 

The ICC can’t cancel dormant steamship certificates—or at least, they never 
have. We have an absurd situation today where a steamship line (American- 
Hawaiian Steamship Co.) voluntarily quite the intercoastal business years ago 
yet is before the ICC today for a “rate umbrella” if it should or may desire to go 
back in the business. Under 8. 3047 they could automatically suspend a rail rate 
for 7 months and never be able or willing to handle a single pound of the freight 
involved. 

(4) Market competition and not water competition justifies many rail rate cuts, 

If a proposed rail rate is properly compensatory and is responsive to shipper 
need, where is there a public need to suspend it because some water line might 
be hurt? 

Many rail rates are outrageously: high. Market competition years ago may 
have justified that. Since World War IT, a host of eastern plants have moved 
to California and to the west coast; 1960 market competition is different than 
in 1959, and certainly different than in 1946, and that means ents in many rail 
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rates. Beer is a classic example. Most major eastern breweries now have west 
coast plants. ‘Those still in the East to compete must have reduced rail rates. 
They didn’t need them in 1946. They do today. Suspending such rail rate re- 
duction because of some uninformed, misinformed, or vindictive water-line pro- 
test can solve nothing for the water lines or the public. The outlined beer situ- 
ation applies on paint, floor tile, linoleum, candy, chewing gum, drugs, furniture, 
electronics, and many other items. Market competition and not water com- 
petition justifies many of the rail rate cuts. Without them both the rail and 
the water traffic would dry up. 

(5) The proposed legislation would be very harmful to shippers of small lots 
of freight. 

The intercoastal steamship lines’ minimum charge on any shipment is $10. To 
that must be added at least $1.50 per shipment minimum charge to and from 
the dock at each end or $3 more. Marine insurance cost could not be obtained for 
less than $0.50 per average shipment. Wharfage on the west coast would add 
another $0.50 per shipment. Average freight worth a dollar a pound will take an 
extra month to come by water than by fast transcontinental rail service. At 
6 percent interest, that is another $0.50 extra water cost. On a 100 pound (or 
less) Shipment the total water cost would be about $14.50. The average rail 
or truck or forwarded less-than-carload-lot rate from the east coast to the west 
coast terminals, including door-to-door service (in less than 7 days) is only 
about $7.50 to $8 for 100 pounds and less in many, many cases—or about half 
the water cost. 

Small shippers could be terribly injured by water-line protests against their 
rate adjustments, for the water lines have ‘‘almost embargoed” small shipments 
by their rating policies. 

Lastly, why should rail less-than-carload rates be subject to automatic sus- 
pension when even lower rates by trucklines and freight forwarders are not 
even mentioned in S. 3047? 

(6) The water lines are not giving such a service to and from the Pacific 
Northwest as would justify favorable action on S. 3047. 

Coastwise between California and Pacific Northwest: There is no regular 
scheduled service of any type now. There is hope for some container-ship 
service in 1962 or 1963 if many “ifs” are resolved. 

Intercoastal to and from gulf: There is no regular service and there has been 
none for years. 

Intercoastal to and from Atlantic coast: Only one regular carrier of general 
freight serving Portland and Seattle about twice each month. Three other car- 
riers give specialized and general service to selected ports. One hauls almost 
all steel westbound, and two haul only lumber eastbound to limited port areas. 
It is common knowledge that intercoastal service is almost gone except on a 
selective cargo basis. The major intercoastal carrier won’t book freight unless 
it weights 20 pounds per cubic foot or better. That means all shippers of below 
average density freight can’t even book on the one general freight line. 

It is very difficult to book intercoastal freight now because of limited service. 
It is unthinkable that Congress would freeze rail rates when steamship lines 
cannot or will not serve the public. 

(7) The bill as presented is an unwarranted slap at the Interstate Commerce 
Commission. 

Here by congressional act the ICC is given no future discretion in such sus- 
pension cases. The ICC is required to suspend any rail rate reduction if any 
water line protests a mere 1-cent reduction in the rail-water, etc., differential. 

The protest does not have to be against all-rail versus all-water rates. It 
can be against a “rail-water” or a “rail-water-rail” rate where the water haul 
might be much less than 50 percent of the total haul. 

The ICC has made mistakes like any other group of humans. 

To correct any possible error the ICC may have made in this field of their 
activity, the Congress is now asked to force the ICC to investigate every single 
protested competitive rail cut. The added workload could be mountainous. 

Why should this be done? Is the ICC so wrong as to justify this drastic step? 
The answer is clearly no. A 7-month suspension won't change a thing. The 
steampship lines today present their facts in their suspension petition 12 days 
before the change takes effect. The railroads can reply. An independent ICC 
board acts first, then 3 of the 11 Commissioners can act. That is protection 
enough. It is an unwarranted slap at the ICC to imply they are not fair and 
impartial today. 
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(8) Senate bill S. 3047 is hopelessly vague and impossible to apply. 

(a) Suspension today is by “petition” in a prescribed manner. S. 3047 re. 
quires “complaint.” The ICC must investigate every “complaint” now by law, 
What is intended—a complaint or a mere protest or a regular suspension 
petition? 

(b) Today a suspension must be filed 12 days before the requested rate 
takes effect. Would a complaint filed under this law at 4:59 p.m. on the last 
day, as the ICC was going home, with no chance for anyone to check the steam- 
ship line’s “complaint,” justify a 7-month suspension 

(c) Even ICC-prescribed rates, after a fully litigated case, could be sus- 
pended for 7 months by this law if a water line didn’t like the result, even 
though another section of the ICC might be violated. If the ICC found rates 
unreasonably high or unduly discriminatory and ordered them reduced, that 
order could be held up for 7 months by any protesting steamship line. 

(d) Even if the protesting steamship line later desired to withdraw its com- 
Plaint for any bona fide reason, the ICC under this law, would have to com- 
plete the entire investigation. 

(e) The ICC is overloaded now. They can’t get their present suspension 
case workload completed in 7 months. If they are required to investigate every 
single protested rail rate change, the whole structure of ICC regulation could 
break down. This law could generate as many as 200 cases per month. 

(f) Can only operating steamship lines protest under this law? There is no 
requirement that the complaining steamship company be actually in business, if 
their tariff route is merely filed with the ICC. What does the law mean in 
such case? 

(9g) If a steamship line operating only from the New York port area to the 
larger California ports and not to the Pacific Northwest, would a complaint 
from such a line justify a suspension to or from the Pacific Northwest and to 
all the west coast? If not, where would this law draw the line? 

(h) “Bulk” operations of water lines subject to part III of the act are ex- 
empt from ICC control. Does this bill encompass such freight in its suspension 
coverage if rail lines should cut such a bulk rate? 

(4) Does this bill cover a rail rate made primarly from an inland point, such 
as Pittsburgh, to a west coast terminal? Water rates from nearby Atlantic 
ports might be incidentally affected to avoid undue prejudice against those 
areas. Does this bill cover all the United States, even though only a splinter 
of the United States could possibly be involved under the specific situation 
assailed? 

Senate bill 3047 should be summarily rejected by the committee. 


S. 3048 


This bill in essence requires that in all future ICC rate matters “due con- 
sideration be given to the need by water carriers subject to part III of the Inter- 
state Commerce Act for reasonable differential rates under all-rail rates to per: 
mit such water carriers reasonable participation in the traffic.” 

That proposed legislation should be defeated for the following reasons: 

(1) It would deny the public the benefit of lower cost or improved costs by 
rail. Why should the Transportation Act of 1958 denying a “rate umbrella” for 
any competitive carrier be canceled by this artificial ratemaking rule? Cer- 
tainly the public does not gain. “Destructive competition” is not involved, for 
that is already prohibited by law. 

(2) Stripped of its wordage, this bill merely means, negatively, “If a rail 
rate is properly compensatory, even when cut as proposed by the rail lines, the 
public must still pay higher rail rates and charges to keep some water line in 
the picture.” If this bill ever passes, every Congressman should be sent a bill 
for the added freight penalty paid by his constituents caused by this legisla- 
tion. This bill would force the public to pay rail rates to subsidize water 
carriers. 

(3) The ICC has just held the water-rail differential does not apply to "rail- 
water-rail” routes. This law would force such a rail rate differential back into 
existence even where there was and is no economic justification whatsoever for 
a rate differential favoring the joint water route. 

(4) Joint water-rail routes are in the tariffs today from and to the Midwest 
and west coast, with absolutely no water service to back up those rates and 
routes. There is no intercoastal service from or to the gulf and the Pacific 
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Northwest, and has been none for years and years. This bill could force all- 
rail rates up to an artificial level to protect a nonexistent service. 

(5) Why is Congress afraid of nondestructive competition in the carrier 
field? Present law by interpretation requires all rail competitive rates to be 
compensatory. The ICC has a mass of independently developed railroad 
cost studies by which to measure the “compensativeness” of any assailed rail 
rate. 

With new, fast container ships, American-Hawaiian Steamship Co. states 
they can come back into the intercoastal trade and undercut all rail rates and 
be well below full rail costs and still Show a profit. 

The water lines can protect their interests by such efficiency. It is wrong and 
un-American to try to protect inefficiency by artificial legislative fiat. 

(6) The rail lines are in no position to subsidize their water competitors 
by artificially high rates. Rail-truck competition is intense and growing. S. 
3048 naively assumes only rail and common carrier water lines are competing for 
available traffic. Such could hardly be more erroneous. There are also exempt 
water carriers, barge and towing operators, private water carriers, exempt 
trucks, pipelines, private trucks, common carrier trucks, one-way lease opera- 
tions, contract truckers, and freight forwarders. 

(7) The railroads aren’t so “fat” they are making unconscionable profits. A 
year or two ago several key railroads skirted bankruptcy by a hair’s breadth— 
including even the mighty Pennsylvania Railroad and other key national rail- 
roads. It would be hopelessly myoptic to sustain the water lines by throttling 
the rail lines in their life and death struggle with other forms of transportation 
for the available traffic. If every bit of traffic claimed by water lines was taken 
from the railroads today, I predict over half of the railroads in the United 
States would be in bankruptcy within 90 days. 

(8) Railroad competition in the nonwater field is rapidly expanding: 
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Authority: ICC Transport Economics, December 1959. 


It is obvious the lost water tonnage has not gone to the rails, but to the 
trucks. It is foolish to ignore motor carriers in any freeze of rail-water rate 
relationship. 


S. 1881 


Would limit authority of ICC to give fourth section (long and short haul relief) 
where the protested rate does not give an adequate differential over rates of 
competing water carriers subject to part III of the act. 

This bill should be killed on several grounds: 








680 DECLINE OF COASTAL SE 





IIPPING INDUSTRY 


(1) Congress should not establish a blanket prejudgment of every case and 


every factual situation. The ICC are dedicated experts. They should do the 


job. This is no field for shotgun decisions. 
own facts. That should continue. 


Each situation now stands on its 


(2) The law proposed is hopelessly vague. What is an adequate differentia]? 


What is a competing water carrier—and m 
tial water carrier? What is a reasonable 


ust it be an active line or a poten- 
participation in the traffic? Such 


laws as this help no one and can confuse everyone. The ICC would have to spell 
them out—then Federal courts—and years from now we might know what they 
mean. It is submitted such legislation as this is unconstitutional for the con- 
gressional standards are even more vague than in the NRA cases. 


(3) The law is almost moot to and from and along the west coast. 


no (none I ean find) fourth section rail rat 


coast rail traffic. They were canceled 10 or 15 years ago. 


nothing specific either way in this area, but 


There are 
es now on transcontinental or west 
This law would do 
would undoubtedly confuse the IC¢ 


and everyone else who might try to impute some substance to this frivolous 


legislation. 


CONCLUSION 


The ICC tries to religiously follow the desires of Congress as spelled out in 
the statutes. In 1958 Congress said to end the rate umbrella except where 


destructive rates are involved. In 1960 C« 


mgress is asked to cancel the 1958 


mandate and go back to about 1920 and tell the ICC to live in a dream world 


that has no motor carriers. They are man 


lated to consider all rates as if the 


rails were a surface monopoly and water service was as it was 30 years ago, 
Neither dream is real. All that will result is hopeless confusion, public injury, 


and litigation. 


We have a good Interstate Commerce Commission. They are equipped to do 
the job. Their staff is second to none. No one has challenged their integrity 


or their ability. Confusing Federal laws ¢ 
three even more confusing laws. 


f today are not helped by adding 


As shippers we have the right to lawful rates irrespective of the effect on any 


ecarrier—rail or water or truck. The law of 


economics must apply. When those 


basie economic principles are artificially changed by Congress we have such 
absurdities as the grain surplus scandal and the price-support debacle. That 
type of legislation (here proposed in these three bills) would do just that in this 


transportation field. 


Our position is that the ICC can best serve the public, the water carriers, 
the railroads, and all other transportation agencies by continuing in the future, 
as in the past, to do their job with impartiality on the facts before them in each 


ase. 
Dated at Seattle, Wash., May 10, 1960. 
Respectfully submitted. 


Hon. WARREN G. MAGNUSON, 


Frep H. Toran. 


Monror, LA., May 6, 1960. 


Chairman, Senate Committee on Interstate and Foreign Commerce, 


Washington, D.C. 
Dear SENATOR MAGNuSON: I direct your 


attention to Senate bills 1881, 1347, 


and 1348 dealing with proposed changes in the Interstate Commerce Act. 

We are strictly opposed to this type of legislation as the people I represent 
are users of all types of transportation. These bills appear to favor only water 
carriers and would certainly have a detrimental effect to the economy of this 


country. 


We understand that these bills were set for hearing wherein only water 
earriers were allowed to testify. We further understand the railroads will 


have a chance to testify also. 


We request these bills be set for public hearing at a near date to allow the 
shipping and receiving public (the ones who pay the freight bills) to express 


their views. 
Your kind cooperation will be appreciated. 
Yours very truly, 


Harry FE. Drxon, Trafic Manager. 


Hon. 
U.S. 
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SEATRAIN LINBS INc., 
Edgewater, N.J., May 19, 1960. 
Hon. CLAIR ENGLE, 
U.S. Senate, Washington, D.C. 

DreAR SENATOR ENGLE: On February 18 I had the privilege of appearing before 
the Subcommittee on Merchant Marine and Fisheries of the Senate Committee 
on Interstate and Foreign Commerce in connection with the subcommittee’s in- 
quiry into the decline of the coastwise and intercoastal shipping industry. 

In my testimony I described the critical situation which threatened the 
elimination of Seatrain’s service to the port of Savannah resulting from a 
drastic reduction last October in railroad rates on pulpboard moving from St. 
Mary’s and Port Wentworth, Ga., to certain eastern destinations. In an effort 
to preserve the Seatrain service for Savannah, the State of Georgia filed a com- 
plaint on November 9, 1959, on behalf of various public bodies in Georgia, seek- 
ing an order of the Interstate Commerce Commission prescribing joint differ- 
ential rail-Seatrain-rail rates on pulpboard through the port of Savannah. 
Seatrain Lines and the New York, Susquehanna & Western Railroad, which is 
Seatrain’s connection at Edgewater, N.J., joined the State of Georgia and these 
public bodies as complainants. On petition of the Georgia authorities, the 
Commission promised expedited decision on this complaint. 

Notwithstanding the expedition of the proceedings, the Commission’s decision 
in this case Was not issued until May 5, 1960, and by its terms it does not be- 
come effective until August 5, 1960. I have seen conflicting press reports of this 
decision and have received a number of inquiries concerning it. Consequently, 
I believe that your committee will be interested in the outcome. 

The Commission’s decision refused to order the joint differential rates re- 
quested by the State of Georgia, apparently relying upon an argument of the 
railroad defendants that enactment of section 15 (a) (3) of the Interstate Com- 
merce Act had in some way changed sections 1(4) and 307(d); and further 
relying heavily upon interpretations by the defendants of the cost evidence which 
was introduced in the record. The Commission accepted the railroad view that 
Seatrain’s vessels which have capacity for 100 freight cars could never carry 
more than 63 cars in the Savannah service and on this basis decided that the 
combined Seatrain-rail costs would be higher than all-rail costs. Seatrain does 
not agree with this interpretation of the law or the facts, but we do not pres- 
ently plan to reopen the case. 

The Commission did decide that the failure of the railroads to reduce rates 
between St. Mary’s and Savannah and between Edgewater and the eastern 
destinations, at the same time as the all-rail rates were reduced, was discrimi- 
natory. It also required the Savannah & Atlanta Railroad to remove a dis- 
crimination under which it charges arbitrarily high rates on Seatrain traffic 
alone. The effect of these two actions will be to permit Seatrain, by publishing 
proportional rates between Edgewater and Savannah, to restore its previous 
differential and participate once more in this pulpboard traffic, although at 
greatly reduced revenues, and not until August 5. 

The Commission’s decision states that the rate relationship created by the 
all-rail reductions on pulpboard on October 23 without simultaneous reductions 
to and from the ports was clearly discriminatory. This is what Seatrain argued 
to the Commission in its petition for suspension of the all-rail rates last October, 
but the Commission allowed the unlawful relationship to go into effect, and it 
will continue in effect until August 5, 1960. Thus, the innocent party, Seatrain, 
has had to bear the brunt of the injury, and has been barred from participation 
in this pulpboard traffic for 10 months. We have also had to bear the burden of 
expensive litigation before the Commission to have the unlawful relationship 
corrected. 

We estimate that the expenses incurred by Seatrain in prosecuting this com- 
plaint were $41,580; the estimated loss of revenue from the diverted pulpboard 
traffic for 10 months is $199,500, so that the total cost to Seatrain of this single 
rate manipulation up to August 5 will have been in excess of $241,000. Seatrain 
is a small company—its total operating revenues in 1959 were $9,632,687, and 
its freight revenues for the Savannah service were $927,000. We had an 
operating loss of over $733,000 in 1959. It is obvious that the railroads, through 
a succession of similar cases, can bankrupt a small water carrier. 
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There is pending before your committee S. 3047, a bill introduced by Senator 
Magnuson, which would require the Interstate Commerce Commission to suspend 
all-rail rate reductions aimed at the destruction of water carriers pending their 
investigation. I strongly urge that, as immediate protection to the coastal 
water carriers against this kind of depredations by the railroads, the Congress 
should enact legislation similar to S. 3047. 

Sincerely yours, 
J. L. WELLER. 


INTERSTATE COMMERCE COMMISSION, 
Washington, D.C., September 1, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Subcommittee on Merchant Marine and Fisheries, 
Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


DEAR CHAIRMAN MAGNUSON: In accordance with requests made during the 
course of my testimony before the Merchant Marine and Fisheries Subcommittee 
on June 21, 1960, on the decline of the coastwise and intercoastal shipping in- 
dustry, I have had the appropriate bureaus of this Commission assemble the 
supplemental information sought by various members of the subcommittee. That 
supplemental information is attached. 

If we can be of further assistance, please let me know. 

Sincerely yours, 
JOHN H. WINCHELL, Chairman. 


SUPPLEMENTAL INFORMATION FOR HEARING JUNE 21, 1960, ON DECLINE OF THE 
COASTWISE AND INTERCOASTAL SHIPPING INDUSTRY 


1. Pages 990-991—Transcript: Docket numbers of recent proceedings in which 
outside parties were invited to comment on or suggest improvements or changes 
in the Commission’s railroad accounting rules and regulations. 

(a) Docket No. 32153, Uniform System of Accounts for Railroad Companies, 
covering betterment and depreciation accounting, decided December 18, 1959 
(309 I1.C.C. 289). 

(b) Docket No. 30920, Amortization Accounting for Emergency Carrier Fa- 
cilities, decided December 7, 1956 (299 I.C.C. 463). Prior report, December 21, 
1951 (284 1.C.C. 9). 

(c) Docket No. 32992, Accounting for Federal Income Tages, order dated 
April 24, 1959. 

2. Pages 1048-1049—Transcript: Explanation of why Board of Suspension did 
not suspend proposed tariff change in Suspension Board Case No. 22950 in view 
of the decision of Division 2 in I. & 8S. Docket No. M-—12297, Automobiles from 
Duluth, Minn., to Washington (308 I.C.C. 523), decided September 17, 1959. 

In investigation and suspension docket No. M—12297, Automobiles from Duluth, 
Minn., to Washington (308 I1.C.C. 523), a motor common carrier proposed to 
change its rates on new automobiles from a per hundredweight basis to a basis 
in cents per vehicle-mile. The stated purpose of the proposal was to remove a 
rate differential then in existence between points in Oregon and Washington, 
and to enable the respondent to regain traffic shipped by the Chrysler Motor 
Corp. through the Duluth gateway. Both motor and rail carriers protested the 
proposed adjustment and it was suspended by the Board of Suspension. In its 
report, Division 2 found that although the disparity in rates between points in 
Oregon and Washington apparently had been rectified, the respondent had not 
shown the proposed change to be just and reasonable. However, in stating that 
“Tijt is just and reasonable that a high valued automobile with greater weight 
should pay a higher rate per 100 pounds than smaller lower value automobiles,” 
the Division did not thereby condemn as unlawful per se the principle of estab- 
lishing the same charge for transporting all types of automobiles irrespective 
of value and weight. 

In Suspension Board case 22950, the issue involved was the substitution of 
open trilevel rail cars for trailers on flatcars in transporting automobiles. The 
existing level of rates would still apply; i.e., no new rates would be established. 

The tariff in question provided for so-called plan 3 trailer on flatear rates 
on automobiles loaded on shipper owned or leased trailers to be delivered by 
and at the expense of the shipper alongside the railroad ramp at origin. The rail 
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carriers would load the trailers onto the flatcar, transport them to destination, 
unload them from the flatcar, and deliver them loaded to the consignee. The 
rates included the return of the empty trailers to the origin point. i 

Under the protested proposal the rail carriers could, unless the shipper di- 
rected otherwise, substitute open trilevel rail cars, which were specially equipped 
or designed to transport motor vehicles, for trailerloads of automobiles on flat- 
ears. Such substitution would be subject to the same rates, rules, regulations, 
and charges already in effect for the movements in trailers on flatcars. These 
trailer-on-flatcar rates, when first published, were not protested by the motor 

iers. 
wpueteataute alleged, among other things, that the proposal was unlawful be- 
cause (1) more automobiles could and would be transported on the specially 
equipped cars than the trailers on flatcars but at the same charge, thus resulting 
in a reduction in the prorated charge per automobile ; (2) the railroad, without 
additional charges, would spot the specially equipped open cars at the shipper s 
plant for loading thus resulting in a reduction in expenses to the shipper ; and (3) 
corresponding reductions would be necessitated in both rail and motor rates 
throughout the Southwest, thus unnecessarily depleting the revenues of both 

i d motor carriers. 
aS aairevehh check of the tariff publication by the Commission’s Board of Sus- 
pension and Rate Department of the Bureau of Traffic disclosed that under the 
provisions of the tariff the specially equipped cars could not be spotted at the 
shipper’s plant, and that the automobiles had to be delivered to the railroad 
ramp by the shipper in trailers owned or leased by him. The tariff check also 
disclosed that only two trailerloads of automobiles could, under the terms of the 
tariff, be loaded upon the specially equipped open car, and that the only effect of 
the proposal would be to permit the rail carriers, at their option and unless the 
shipper directed otherwise, to use trilevel open cars to transport the same 
number of automobiles at the same charge already in effect for transportation 
in trailers on flatcars. The Board voted not to suspend. On appeal, Division 2 
sustained the Board’s action. 

In summary, Suspension Board case No. 22950 involved the substitution under 
an existing level of rates of open trilevel rail cars for shipper-owned or leased 
trailers on flatcars in the movement of automobiles. I. & S. No. M-—12297 
involved a change in the published rates on new automobiles in carrier-owned 
trailers from a per hundredweight basis to a per vehicle-mile basis. In the 
former case, the Division permitted the proposal to go into effect, which action 
did not constitute an approval of the existing rates since they were not in issue. 
In the latter case, the Division found the rates not shown to be just and reason- 
able, which action did not constitute a finding that the rates were unlawful per 
se. It is not believed that the actions taken in these two cases are inconsistent. 

3. Page 1052—Transcript: List of finished manufactured commodities per- 
mitted to move under a bulk rate without reference to the hundredweight in the 
car but on a car-mile basis, i.e., commodities in rail rate proposals which were 
protested and not suspended. 

A check of all such Board of Suspension cases (approximately 800) for the 
period August 1958 to March 1960, disclosed that the only instances where such 
protested rates were permitted to become effective were in connection with 
movements of motor vehicles, mixed freight, all kinds, with certain exceptions; 
and on mixed shipments of store supplies and foodstuffs. 

4. Pages 1055-1059—Transcript: Questions posed by Senator Monroney con- 
cerning piggyback rates of the St. Louis-San Francisco Railway Co. for the 
transportation of new automobiles and as to whether a transporter of new 
automobiles by motor carrier may ship a trailerload of new automobiles by 
railroad at the same rate available to an automobile manufacturer. 

At page 1055 the Senator asked: 

“The piggyback rate, take St. Louis to Dallas, or to Urbana, Tex. Is this a 
rate I can enjoy if I pick up some cars on an auto transport trailer and I want 
to turn them over to the Frisco and I say “I want this hauled to Urbana, sen 
can I as an auto transport man asking them to pick that up and move it as I 
would if I were going to ship 100 pounds of baggage or something, freight, steel, 
or something else, could I enjoy that rate?” 

At the same page he inquired: 

“What I am trying to get at is can anybody enjoy this nice bonanza of moving 
cars at a bargain rate, or is it reserved for the automobile manufacturers?” 


60470—60——_44 
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At page 1056 he said: 

“If I come to the freight yards with a truckload of cars and I am moving them 
out, I am not representing an automobile factory or anything like that, I have q 
trailer all full of cars and I appear at the freight yards and I say I want a 
piggyback to Urbana, Tex., can I get the same rate that Ford or General Motors 
get for their movement?” 

All freight rates are designed to attract traffic from shippers, producers, and 
manufacturers. They are not designed generally to attract traffic which has 
been tendered to another mode of transport and for which a bill of lading 
contract of carriage under that particular mode has been executed. To permit 
such use of these rates would place the transport company in a dual position, 
first as a common carrier in its relation with the shipper with whom it has 
executed a bill of lading contract, and secondly, as a shipper in its relation 
with a carrier of another mode of transport, since to tender a shipment to 
another carrier for transportation (and perhaps without the knowledge and 
consent of the initial shipper and in violation of the specific terms of its 
bill of lading) it becomes necessary to execute a bill of lading on which the 
transport company becomes the shipper. 

The Commission has consistently held that a common carrier cannot also 
be a shipper with regard to the same shipment. Substituted Freight Service 
(223 I.C.C. 683, 693). Ringsby Truck Lines, Inc. v. Atchison T&SF Ry. Co, 
(263 LC.C. 139, 141). The following is from Stones Express, Inc., Common 
Carrier Application (82 M.C.C. 525), at pages 526 and 527: 

“In connection with its New York-Boston operation, applicant regularly 
substitutes rail service for over-the-road motor-vehicle service. It assembles 
the traffic tendered by the individual shippers into carload lots, paying the 
published rail rates, and assessing the shipper its published truck rates be 
tween New York and Boston. Applicant assumes full responsibility for such 
shipments from the time they leave the consignor until they reach the con- 
signee and undertakes to provide a complete service, including collection and 
delivery at New York and Boston. The shipper usually is not informed as to 
the means of conveyance between the two points. Thus applicant, in effect, 
is acting as a common carrier by motor vehicle and a shipper by rail as to the 
same traffic, a situation which is repugnant to the provisions of the act. If 
applicant desires to continue to substitute rail service in lieu of its own motor 
vehicle operation between New York and Boston, or between any points served 
by it as a motor carrier, it should bring such service into conformity with the 
tariff provisions of the act in accordance with the views expressed in Substituted 
Freight Service (232 1.C.C. 683).” 

But apart from this, and with respect to the specific question of an auto- 
mobile transporter attempting to tender a trailerload of automobiles to the 
Frisco at St. Louis, it should be pointed out that the tariff naming the ramp-to- 
ramp rates contain certain provisions which have to be met before the rates 
are applicable. For example, Freight Tariff ICC A-799 names a charge of 
$432 per carload for the transportation of motor vehicles from St. Louis, Mo., 
to Irving, Tex. in trailers on flatears. This rate or charge only applies— 

1. When the vehicles are loaded in shipper-owned or leased trailers. 

2. When there is a maximum of two trailers per flatcar from one con- 
signor to one consignee on one bill of lading. 

3. When shipper-owned or leased trailers meet certain specifications as 
to length, height, and width. 

Under the Interstate Commerce Act the carriers have no authority to deviate 
from their lawfully published tariff provisions. Section 6(7) reads in part as 
follows: 

“* * * nor shall any carrier charge or demand or collect or receive a greater 

or less or different compensation for such transportation of passengers or prop- 
erty, or for any service in connection therewith, between the points named in 
such tariffs than the rates, fares, and charges which are specified in the tariff 
filed and in effect at the time; * * *,.” 
Therefore, when an automobile transporter attempts to tender a trailerload 
of automobiles for transportation by rail in trailers on flatear service and tenders 
a bill of lading in its own name as the shipper, the carrier is within its rights 
in refusing to accept the shipment for transportation if the terms and condi- 
tions of its tariff lawfully on file with the Commission naming ramp-to-ramp 
rates or charges have not been complied with, and it has no rates or charges to 
otherwise apply on ramp-to-ramp service. 
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Sea-LAND SERVICE, 
Port Newark, N.J., August 4, 1960. 
Mr. Frank L. Barron, 
Counsel, Senate Interstate and Foreign Commerce Committee, 
Washington, D.C. 


Deak Mr. Barton: Just recently another situation has come to my attention 
regarding the ICC Suspension Board which very dramatically again points up 
their lack of any standard or yardstick in determining their decisions relating 
to rates by the different types of common carriers. 

In November 1959, the rail carriers published a TOFC (piggyback) rate on 
cleaning compounds from New York to Dallas and Fort Worth, Tex., of 151 
cents per hundred-weight, minimum 72,000 pounds (two 36,000-pound trailers). 
This rate was scheduled to become effective December 16, 1959 and was an exact 
equalization of the rate in effect via the motor-water route of Sea-Land Serv- 
ice, Inc. 

: A protest and petition for suspension was filed by this company and as a 
result of that petition, the Board of Suspension voted to suspend the rate (SB 
No, 21822) and set the matter up for hearing in I. & S. docket 7287. 

Subsequently the railroads received special permission (No. 86248) permitting 
them to withdraw and cancel the suspended rate. This was done and thereby 
the proceedings in I. & S. docket 7287 were dissolved. 

About the middle of June 1960, the railroads again published this same rate 
except in the June publication the rate was 1 cent lower than the November 
1959 rate or 150 cents. The minimum and description were identical. 

We again filed a protest and petition for suspension of this rate and in our 
petition, we pointed out that the Commission had previously suspended a rate 
1 cent higher on the same commodity between the same points via the same 
service and at the same minimum—I. & S. docket 7287. 

In spite of our protest and petition for suspension, the ICC Board of Sus- 
pension voted not to suspend this rate (SB No. 23749). There decision was 
appealed to Division 2 which Division upheld the Board’s action and the rate of 
150 cents became effective July 16, 1960 as scheduled. 

I thought possibly that you would be interested in this more recent action 
of the Board of Suspension which indicates that the condition that we have 
complained of before your committee this year still exists. 

Yours very truly, 
Sea-LAnpD Service, Inc., 
(S) W. CC. Farnell, Jr. 
W. C. FARNELL, Jr., 
Vice President, Traffic. 


SEATRAIN LINES, INC., 


Edgewater, N.J., June 24, 1960. 
Hon. Joun H. WINCHELL, 


Interstate Commerce Commission, Washington, D.C. 


Deak Mr. CHAIRMAN: This letter is written to bring to your attention a very 
recent case of confusion in the administration and enforcement of the Commis- 
sion’s Suspension powers. Seatrain’s counsel has advised me that this situa- 
tion results in a patent violation of law, but rather than resort to the courts, 
Ihave believed it better to refer the problem to you so that the Commission may 
take such steps as would prevent similar confusion in future cases. 

On February 10, 1960, the Commission issued an order suspending proposed 
railroad piggyback rates to apply on alcoholic liquors moving between certain 
eastern origins and Houston, Tex. The proceeding instituted by this order is 
entitled “Commodities in Trailer-On-Flatcar—East to Texas,” Investigation and 
Suspension Docket No. 7307. In part the order of February 10, 1960, provided : 

“That neither the schedules hereby suspended nor those sought to be altered 
thereby shall be changed until this proceeding has been disposed of or until 
the period of suspension has expired, unless otherwise ordered by the Commis- 
sion.” [Emphasis supplied.] 
vine period of suspension under this order does not expire until September 

In May of 1960, the respondents in the foregoing proceeding published identical 
trailer-on-flatear rates on alcoholic liquors from the same origins to Texas 
City and Galveston, Tex., with application under the intermediate rule to Hous- 
ton. This was an obvious subterfuge, since there is no substantial movement 
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of this commodity from the eastern origins to Texas City and Galveston, but 
there is a substantial movement to Houston. The Suspension Board and Diyj- 
sion 2 of the Commission refused on protest to suspend these rates, so that they 
became effective on June 16, 1960, and thus the identical rates which the Com- 
mission suspended on February 10, and which it ordered not be changed pending 
either the termination of the suspension period or completion of the investiga- 
tion in I. & S. 7307, are now in effect. 

As stated at the beginning of this letter, Seatrain does not contemplate any 
legal steps in respect to this matter, but will adjust to the existing situation by 
filing reduced rates to restore its participation this traffic. I believe you wil] 
agree, however, that water carriers regulated by the Commission are seriously 
prejudiced in their endeavors to conduct planned and efficient operations by this 
kind of confusion in the processes of the Commission which regulates them. 
Further, I believe you will agree that the dignity of the Commission is not en- 
hanced if it becomes understood that the orders of the Commission may be flouted 
by resort to such obvious subterfuges as this. 

Therefore, I am bringing this matter to your attention in the belief that the 
Commission will wish to take steps to insure that the procedures of the Suspen- 
sion Board are clarified to prevent similar abuses in the future. 

Sincerely yours, 
J. L. WELLER. 


INTERSTATE COMMERCE COMMISSION, 
Washington, D.C., July 6, 1960. 
Mr. JoHN L. WELLER, 
President, Seatrain Lines, Inc., Edgewater, N.J. 

DEAR Mr. WELLER: The situation discussed in your letter of June 24, 1960, 
with respect to rates on alcoholic liquors in trailer-on-flatcar service from various 
eastern origins to Galveston and Texas City, Tex., which were not suspended 
but permitted to become effective on June 16, 1960, has been fully investigated, 
At the time the question of suspension of these rates was considered, a check 
was made to verify the charge that they would “apply at Houston under inter- 
mediate application thereby circumventing in practical effect Commission’s order 
in I. & 8. 7307.” In the June adjustment rates to several other Texas destinations 
were involved. Through inadvertence the check made at that time failed to 
disclose any unlawfulness in the proposed schedules. The results of our current 
investigation are to the contrary. 

The matter of violation of the terms of the suspension order is being handled 
with the respondent rail carriers, with the view of having them remove the 
existing violations. 

I appreciate your calling this matter to my attention, and assure you that 
every effort will be made to avoid a similar situation in the future. 

Sincerely yours, 
JOHN H. WINCHELL, Chairman, 


3EFORE THE INTERSTATE COMMERCE COM MISSION 
PROTEST AND PETITION FOR SUSPENSION 


Effective date: December 14, 1959. 
Tariff reference: Pacific Southcoast Freight Bureau, Tariff 1—S, I.C.C. No, 
352, 57th revised page 245. 
Commodity: Malt liquors (beverages and tonics, as described in item 4650). 
Territory : Between Los Angeles and San Francisco, Calif., and Seattle, Wash. 
Respondent herein proposes to establish reduced (incentive) rates on malt 
liquors moving from Los Angeles and San Francisco, Calif., to Seattle, Wash. 
The proposed rates are in violation of section 4(1) of the Interstate Commerce 
Act, as amended, are not compensatory, are lower than necessary to meet the 
competition, and will result in destructive competitive practices. Protestant, 
therefore, submits that the rates should be suspended and investigated as to the 
justness and reasonableness thereof. 
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I 


Section 4(1) of the act provides that “It shall be unlawful for any common 
carrier * * * to charge or receive any greater compensation * * * for the trans- 
portation of * * * property, for a shorter than for a longer distance over the 
same line or route in the same direction * * *.” Respondent proposes to reduce 
rates On Malt liquors moving, in part between Los Angeles, Calif., and Seattle, 
Wash. (see exhibit A, attached hereto and made a part hereof). This reduction 
will not apply to Portland, Oreg. The failure to file an application with the 
Commission and the failure to show a special case for this fourth section 
departure result in a direct violation of the act if the proposed rates are allowed 
to become effective. To illustrate this fourth section departure, a shipment of 
160,000 pounds of beer moving between Los Angeles and Portland would carry a 
rate of 0.94 per hundred pounds’ for a total charge of $1,504. This same ship 
ment moving from Los Angeles to Seattle would carry a rate of 0.97 per hundred 
pounds on the first 80,000 pounds, and under the reduction herein proposed would 
carry a rate of O.8S7 per hundred pounds on the weight in excess of 80,000 
pounds * for a total charge of $1,472. Thus the average rate of 0.94 per hundred 
pounds will apply between Los Angeles and Portland while a rate of 0.92 per 
hundred pounds will apply between Los Angeles and Seattle. Clearly this is a 
violation of section 4(1) of the act. 

II 


In order to qualify for fourth section relief, an applicant must, by law, estab- 
lish that the proposed rates are reasonably compensatory. This the respondent 
has not only failed, but has not even made any attempt to establish, exhibit B, 
attached hereto and made a part hereof, shows rail carload revenue based on 
shipmeuts of beer consisting of 40,000, 60,000, 50,000, and 100,000 pounds. As 
pointed out therein, the proposed incentive rates will result in substantial de- 
creases in per car revenue. This is occasioned by the apparent applicability of 
item 86-I appearing on 26th revised page 123 of the subject tariff which allows 
shipper the privilege of utilizing two cars and also the privilege of determining 
the amount of the total weight to be loaded in each. This is a paradoxical 
departure from the traditional rationale of incentive ratemaking. In the cir- 
cumstance, the burden is clearly on Respondent to show that the resulting 
substantial decreases in per car revenue will not affect the reasonable com- 
pensatory nature of the proposed rates. 


III 


The rates are lower than necessary to meet the competition. Exhibit C, at- 
tached hereto and made a part hereof, reflects the Coastwise Line rates on mait 
beverages moving between Los Angeles and San Francisco, Calif., and Portland, 
Oreg., and Seattle, Wash. As this exhibit indicates, protestant’s lowest pub- 
lished rate between Los Angeles and Seattle is 0.97, minimum weight, 36,000 
pounds. Respondent, on the other hand, already has in effect a rate of 0.97 
based on a mibimum weight shipment of 80,000 pounds. The new proposed 
incentive rates, therefore, based on shipments of over 80,000 pounds will result 
in lower charges than protestant’s present water rate. In the premises, there 
can be no justification for the establishment of these proposed rates at such 
a low level. Inasmuch as the rates threaten the continuance of vitally im- 
portant traffic to protestant who has been providing transportation service for 
this commodity and still provides the service, the respondent should be required 
to show a compelling competitive necessity for these lower rates. 


IV 


It is self-evident that ever-increasing costs have forced common carriers to 
revise their rate pattern in an upward direction. It is equally self-evident then 
that selective rate decreases, as is evident here, cannot be occasioned by lower 
operating costs, nor are they here occasioned by competitive circumstances since 
the rates will be substantially less than the presently effective water rates. The 
herein-proposed rates constitute a destructive competitive practice since they 
would defeat the intent of Congress to foster and maintain transportation by 





— Tariff 1-S, I.C.C. No. 1352, item 4670—-F, 57th revised page 245. 
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water as well as by rail in full vigor, because it would permit respondent to 
operate so as to deprive protestant of traffic which it now enjoys and upon which 
its continued existence depends to some extent, throwing upon the balance of 
traffic the burden of providing the bulk of net returns. 


CONCLUSION 


In view of the foregoing, protestant respectfully submits that the proposed 
rates are in violation of section 4(1) of the act, are not compensatory, are 
lower than necessary to meet competition, and will result in a destructive com- 
petitive practice in contravention of the national transportation policy. 

Wherefore protestant, for the reasons stated, requests that the subject rates 
be suspended and that the Commission enter into an investigation as to the just- 
hess and reasonableness thereof. 

Respectfully submitted. 

COASTWISE LINE, 

By (S) Andrew A. Normandeau, 
ANDREW A. NORMANDEAU, 
DONOGHUE, RAGAN & MASON, 


Counsel. 
CERTIFICATE OF SERVICE 


I hereby certify that I have this day served the foregoing document upon Mr. 
M. A. Nelson, Tariff Publishing Officer, Pacific Southcoast Freight Bureau, 717 
Market Street, San Francisco 3, Calif., by airmail, postage prepaid. 

Dated at Washington, D.C., this 2d day of December 1959. 

By (S) Andrew A. Normandeau, 
ANDREW A. NORMANDEAU. 





BEFORE THE INTERSTATE COMMERCE COMMISSION—BOARD OF SUSPENSION 
(Case No. 21798) 
In the Matter of Pacific Southcoast Freight Bureau, I.C.C. Tariff No. 1352 
PETITION FOR RECONSIDERATION AND SUSPENSION 
BEFORE DIVISION 2 


This matter requires expedited handiing under the Commission's Special 
Rules of Practice, section 1.200(c). 

The Board of Suspention, on December 9, 1959, denied the protest and petition 
for suspension filed by Coastwise Line (petitioner) with the Commission on 
December 2, 1959, directed against Pacific Southcoast Freight Bureau, Tariff 
1-S, I.C.C. No. 1352, 57th revised page 245, wherein reduced rail rates on malt 
liquor were filed scheduled to become effective December 14, 1959. The proposed 
rate reduction, as published, will be made applicable in part between Los 
Angeles and San Francisco, Calif., and Seattle, Wash. The reduction will not 
apply between California points and Portland, Oreg. As the record will show, 
the respondent concurred, by telegram, in petitioner’s contention that the pub- 
lished rates result in violation of section 4(1) of the Interstate Commerce Act, 
as amended. Respondent further informed the Commission that an appropriate 
schedule is to be filed on statutory notice to rectify this violation. What the 
schedule will show is not explained and it can only be assumed that the pub- 
lished rates to Seattle on malt liquors will be made to apply also to Portland. 
Petitioner submits that the Board of Suspension, by refusal to suspend the rates 
in issue, concluded that the said rates are lawful, even though respondent ad- 
mitted, by wire, that the rates constituted a departure from section 4(1) of the 
act. In the circumstances, it is clearly an abuse of its discretion for the Board 
to find the presently scheduled rates to be lawful. Petitioner recognizes that the 
violation may be cured; but until such time as it is technically and completely 
cured, the Interstate Commerce Cominission bas no discretion in the matter and 
must, by law, find the instant rates to be unlawful. 

Petitioner wishes to emphasize what has already been stated in its protest 
that the presently published rates are unlawful for the additional reason that 
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they result in an unfair and destructive competitive practice contrary to the 
national transportation policy. ‘The obvious intent is to selectively decrease the 
rate on malt liquors moving from California points to Seattle, Wash., thereby 
depriving petitioner of traffic revenue which is necessary for its continued 
existence. 

For the above reasons, to wit, that the rates in issue constitute a destructive 
competitive practice and are currently violative per se of the interstate Coim- 
merce Act, as amended, petitioner respectfully requests that Division 2 reverse 
the decision of the Board of Suspension and order a suspension and investigation 
of said rates. 

Respectfully submitted. 

COASTWISE LINE, 
By ANDREW A. NORMANDEAU, 
DONOGHUE, RAGAN & MASON, 
Counsel. 
WASHINGTON, D.C., December 10, 1959. 


CERTIFICATE OF SERVICE 


I hereby certify that I have this day telegraphed notice of and airmailed the 
foregoing document to Mr. M. A. Nelson, tariff publishing officer, Pacific South- 
coast Freight Bureau, 717 Market Street, San Francisco, Calif. 

Dated at Washington, D.C., this 10th day of December 1959. 


ANDREW A. NORMANDEAU. 





ORDER 


At a session of the Interstate Commerce Commission, Division 2 acting as an 
an Appellate Division, held at its office in Washington, D.C., on the 11th day 
of December A.D. 1959 


INVESTIGATION AND SUSPENSION DocKEtT No. 7285 
MALT REVERAGES—BETWEEN CALIFORNIA AND WASHINGTON 


It appearing, That there have been filed with the Interstate Commerce Com- 
mission tariff schedules setting forth new reduced rates and charges, and new 
rules, regulations and practices affecting such rates and charges, applicable on 
interstate or foreign commerce, to become effective December 14, 1959, designated 
as follows: 


PACIFIC SOUTHCOAST FREIGHT BUREAU, Agent: 
ICC 1352: 

On 57th revised page 245, in item 4670—F, all rates indicated as reductions; 

And it further appearing, That upon consideration of the said schedules and 
protest thereto there is reason to believe that they would, if permitted to become 
effective, result in rates and charges, rules, regulations or practices which would 
be in contravention of the provisions of section 4 of the Interstate Commerce Act, 
without appropriate authority: and good cause appearing therefore: 

It is ordered, That an investigation be, and it is hereby, instituted into and 
eoncerning the lawfulness of the rates, charges and regulations contained in 
said schedules, with a view to making such findings and orders in the premise 
as the facts and circumstances shall warrant. 

It is further ordered, That the operation of the said schedules be and it 
hereby is suspended, and that the use thereof on interstate and foreign commerce 
he deferred to and including July 13, 1960, unless otherwise ordered by this 
Commission. 

It is further ordered, That the investigation in this proceding shall not be 
confined to the matters and issnes hereinbefore stated as the reason for institut- 
ing this investigation, but shall include all matters and issues with respect to 
the lawfulness of the said schedules under the Interstate Commerce Act. 

It is further ordered, That neither the schedules hereby suspended nor those 
sought to be altered thereby shall be changed until this proceeding has been 
disposed of or until the period of suspension has expired, unless otherwise 
ordered by the Commission. 
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And it is further ordered, That a copy of this order be filed with the schedules 
in the office of the Interstate Commerce Commission, and that copies hereof be 
served upon the carriers parties to the said schedules and that the said carriers 
be, and they are hereby, made respondents to this proceeding. 

By the Commission, Division 2 acting as an appellate division. 


[SEAL] Haroip D. McCoy, Secretary. 





AMERICAN TRUCKING ASSOCIATIONS, INC., 
Washington, D.C., April 22, 1960. 
Re regulation by the Interstate Commerce Commission of rate competition 
between different modes of transport. 
Mr. FRANK L. BARTON, 


Counsel, Senate Subcommittee on Interstate and Foreign Commerce, 
Washington, D.C. 


Dear Frank: At your request I am submitting herewith a summary, together 
with examples, of the actions of the Interstate Commerce Commission in regu- 
lating, or attempting to regulate, the rates of the competing modes of transport. 
As you know, there today exists a struggle between the railroads, on the one 
hand, and on the other motor carriers and water carriers for the available 
traffic. This competition has two aspects. 

First, there is the so-called service competition under which the various modes 
of transport have endeavored to improve their performance to the maximum 
extent possible. It is in this area that the railroads have devised and instituted 
the trailer-on-flatcar service for the purpose of offering a door-to-door service 
which is substantially equivalent to the services offered by motor carriers. At 
the same time, the railroads have continued their standard boxcar service which 
in many instances, dependent upon shipper needs, offers advantages over both 
the motor carrier service and the rail trailer-on-flatcar service. Generally 
speaking, too, the rail boxcar service is superior to the service of the water 
carriers and historically has commanded a premium in transportation charges 
over those of the water carriers. 

Second, there is the so-called rate competition between the separate modes of 
transport. This is to be sharply distinguished from service competition, which, 
if lawfully conducted, unquestionably benefits the general public. The spur of 
competition is certainly needed under any system of regulation because thereby 
the transportation agencies are impelled to offer the best possible service. 

While service competition is in the public interest, it does not necessarily 
follow that competitive reductions in transportation charges are in themselves 
justified. Yet such reductions have become the order of the day and now domi- 
nate the competitive picture. They constitute, I am convinced, a lethal threat 
to the abilities of all forms of transport to continue rendering an adequate and 
efficient service. 

The railroads, with the approval of the Commission, as the examples I set 
forth later in this letter show, have been justifying rate reductions almost solely 
on the ground that the reduced rates recover out-of-pocket costs. This ignores 
the fact that costs are of major importance only in determining the overall 
revenue needs of the carriers. They are of minor importance in assigning the 
burden of meeting the overall revenue needs among the various types of com- 
modities. In assigning this so-called transportation burden the Commission, 
as it recognized at the very beginning of its regulation of transportation, must 
bear in mind that one of the fundamental purposes of regulation, made explicit 
in 1940 with the adoption by the Congress of the national transportation policy, 
is to preserve and foster the commerce of the United States. This means that 
the rate structure must be designed to assign to each type of commodity a share 
of the transportation burden measured not simply by the expense of moving it, 
but also by (1) its relation to other commodities of the same and different 
classes, whether competitive or noncompetitive with it, and (2) the effect of 
transportation charges on the ability of different commodities to move freely. 

It is to be remembered that the act requires not only that rates be reasonable 
but that they be just. Reasonableness is a narrower concept than justness. It 
follows that rates may be said to be reasonable in the sense that, examined in 
the narrow perspective of the particular commodity to which they are applicable, 
they are neither too low nor too high, but at the same time not be just because 
they are not properly adjusted to the general rate structure and to the needs 
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of the transportation system as a whole. Commissioner Alldredge put it very 
well in All Freight Between Harlem River, N.Y., and Boston (234 ICC 673, 676) : 

“Furthermore, in testing the legality of the proposed rate it has been sub- 
jected primarily, if not solely, to a quantitative test to determine whether the 
earnings upon the mass of property affected by the rate are high enough to cover 
the costs of transportation plus a reasonable profit. So far as it goes that 
procedure is all right; but the law requires something substantially more than a 
quantitative measurement of rates. They must, for one thing, be just. This 
standard of legality, when properly construed, goes beyond the mere revenue- 
producing quality of rates and imposes a requirement that they be made with a 
due sense of appropriateness or propriety and that they function fairly and 
equitably in the general rate environment in which they operate.” 

To fix rates that merely recover out-of-pocket costs not only ignores the fore- 
going mandate of the act, but also ignores the plain economic fact that no agency 
of transportation can maintain the adequate service the public needs and its duty 
as a common carrier requires it to render if its revenues from the movement of 
a particular commodity do no more than recover from the movement of that com- 
modity the costs that are incurred in moving it and that vary with the quantities 
that it moved. Each commodity that is capable of making a fair and substantial 
contribution to the overall revenue needs of the carriers, including revenues to 
meet constant costs and provide new capital for the preservation, improvement, 
and expansion of the overall transportation system, must be required to do so. 
Otherwise the needed revenue will not be forthcoming. Moreover, there will not 
be sufficient revenues to make up the deficits which are necessarily incurred in 
the transportation of passengers and in the transportation of many commodities 
which the public interest requires to move freely in commerce but which could 
not move freely at rates that recover out-of-pocket costs, to say nothing of rates 
that return a profit on investment. 

In its report in New Automobiles in Interstate Commerce (259 I.C.C. 475), at 
page 534, the Commission set forth the sound ratemaking policy we advocate in 
the following words: 

“What constitutes a minimum reasonable rate is a matter to be determined 
in the light of the facts of record in each individual case, avoiding arbitrary 
action and keeping within statutory and constitutional limitations, just as in 
the case of maximum reasonable rates. Whether a rate is below a reasonable 
minimum depends on whether it yields a proper return; whether the carrier 
would be better off from a net revenue standpoint with it than without it; 
whether it represents competition that is unduly destructive to a reasonable rate 
structure and the carriers; and whether it otherwise conforms to the national 
transportation policy and the rules of ratemaking declared in the act of 1940.” 
Moreover, and of particular significance, the record of the hearings before the 
Congress in the adoption of section 15a(3) in 1958 makes perfectly clear that the 
Congress itself was prescribing that ratemaking policy in the enactment of 
section 15a(3). 

So far as I have been able to ascertain, the Interstate Commerce Commission 
has not yet interpreted section 15a(3)in plain and unambiguous language. It 
becomes necessary, therefore, to look to what the Commission did rather than to 
what it said if one is to determine just how section 15a(3) has affected the Com- 
mission’s exercise of its rate regulatory powers. 

There are, of course, many decisions by the Commission since section 15a (3) 
was enacted and I cannot in this hurried memorandum discuss them all. I will, 
however, invite your attention to some of them which I believe are fairly typical 
and which I also believe demonstrate the propensity of the Commission to 
approve reduced rail rates which return very little in excess of out-of-pocket 
costs while, at the same time, applying a sterner test to the rates and charges of 
the motor carriers. 

To demonstrate that the Commission, while restating the principle of the New 
Automobile case, has proceeded to approve rail rates which are barely in excess 
of out-of-pocket costs, I invite your attention to Lumber From California and 
Oregon to California and Arizona (308 I.C.C. 345 (1959) ), and to the words of 
the Commission at page 363 where it said: 

“* * * We have said repeatedly that to be reasonably compensatory, a com- 
petitive rate must at least cover out-of-pocket costs, including the variable por- 
tion of a reasonable return after Federal income taxes, and make a contribution 
to the transportation burden.” 
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Yet, in that case, as shown in appendix B at page 382, the Commission approved 


the following rates from Dallas to the indicated destinations in spite of the fact 
that their costs, as shown, exceed or substantially equal the rates charged: 


Destination Approved Computed 
rate cost 

Sacramento___- : besad asekecswnd paaigkeewon ‘ , 45 47 
Stockton ........ ‘ a a anne amtedade kts : 45 47 
Oakland__ : iad ate nie a eam : 48 50 
Fresno : hes tS = 54 53 
Los Angeles. Lj cee caneaavaenlbes = en ee _| 69 68 
Riverside ___- in 4 1 abla. diieitle tlhe 7 ce -| 69 69 
San Diego. a a an as ce ceamameamerten pele | 74 74 








Admittedly, the foregoing have been selected from the appendixes to the 
Commission’s report but there are many other similar examples which could 
also be selected. Unfortunately, the Commission did not summurize its findings 
by averages and it is necessary to form a conclusion from a visual examination 
of the rates and costs. Such conclusion inevitably must be that the approved 
rates are, on the average, only slightly in excess of computed out-of-pocket 
costs, and in some cases less than the cost of providing the service. 

In this connection, I would like also to call to your attention again the testi- 
mony of Mr. McWilliams which was filed with the subcommittee. Therein he 
sets forth the formula used by the Commission in determining out-of-pocket 
costs and, further, points out that the railroads must secure revenues which are 
approximately 40 percent greater than their computed out-of-pocket costs of 
providing transportation for all carload traffic. Certainly, the rates on lumber 
approved by the Commission fall far, far below that level. 

Also, I invite your attention to the decision of the Commission rendered Jan- 
uary 18, 1960, in I. & S. Docket No. 7008, Export Soybeans—Southwest and 
South to Gulf Ports. As set forth in appendix B to that report the Commission’s 
own computations show that the revenues to be derived from the reduced rates 
from the northern rate group would be, on the average, only 20 cents per hun- 
dred pounds and the average out-of-pocket cost of providing the transportation 
would be 19.1 cents. For the central rate group the revenue would be 18 cents 
and the out-of-pocket cost 17.3 cents. For the southern rate group the revenue 
would be 17 cents and cost 14.4 cents. Overall, as shown by appendix A, the 
average revenue per hundred pounds was computed as 19.2 cents and the out- 
of-pocket cost per hundred pounds as 18.7 cents. The ratio of revenue to out- 
of-pocket cost is 102.7. Thus, the Commission in that proceeding approved rates 
which had been reduced for competitive purposes and which would return only 
2.7 percent in excess of the railroad’s computed out-of-pocket cost of providing 
that service. 

The two decisions cited above relate to a product of forest and a product of 
agriculture. It may be urged that neither product should be required to return 
revenues that exceed out-of-pocket costs by 40 percent, the average for all com- 
modities. However, as shown by the Commission’s Statement No. 2—59, “Distri- 
bution of the Rail Revenue Contribution by Commodity Group, 1957,” products 
of agriculture returned revenues to the railroads 24 percent in excess of the out- 
of-pocket costs of their transportation and products of forests returned revenues 
25 percent in excess of out-of-pocket costs. In neither the Lumber case nor the 
Soybean case, did the rates approved contribute anything like those amounts 
in excess of such costs. 

Whatever may be said in defense of the low level of rates approved in the 
Lumber case and that in the Soybean case because of the nature of the com- 
modity transported, it is hard to perceive any justification whatever for the 
action of the Commission in approving reduced rates by the New York Central 
Railroad on a wide range of manufactured articles. In Trailer-On-Flatcar 
Rates—New York Central Railroad Company (308 1.C.C. 214, the Commission ap- 
proved trailerload rates which in some instances barely exceeded out-of-pocket 
costs. It should be emphasized that these rates were not in any fashion related 
to each other, but, instead, were specific commodity rates which had been re- 
duced for competitive purposes only and without any real competitive compul- 
sion. Many of those rates returned revenues which exceeded out-of-pocket 
costs by less than $20 per trailer. In that proceeding, the Commission con- 
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demned only one of the rates which was under investigation and the sole reason 
for such condemnation was that the rate failed to meet out-of-pocket costs. In- 
terestingly enough, Commissioner Webb dissented only because he would have 
approved the latter rate. 

I do not, of course, know whether or not the separate expressions of Commis- 
sioner Webb reflect the philosophy of the Commission with respect to reliance 
upon costs as ratemaking criteria. If they do, then there can be no doubt that 
the Commission has adopted a new concept of ratemaking. In the Lumber case, 
supra, Commissioner Webb wrote a separate opinion dissenting in part from 
the majority report. At page 379 of 308 ICC, he discussed the basis upon which 
the Commission had restated the out-of-pocket costs computed by the railroad 
respondents. In the course of so doing he said: 

“In effecting an orderly transition from value of service pricing to cost pricing 
and in complying with the spirit of the competitive ratemaking rule prescribed 
by the Congress in the Transportation Act of 1958, the Commission must neces- 
sarily have a sensible and precisely defined range of discretionary action. The 
upper limit is fairly certain in that proposed reduced rates which more than 
eover fully distributed costs can rarely be deemed to be not reasonably com- 
pensatory. And, as Commissioner Freas suggests in his concurring expression, 
virtually all rates which fall below out-of-pocket costs may readily be con- 
demned. However, if out-of-pocket costs are inflated by a factor of 23 to 26 
percent to reflect expenses which are not variable except over a decade of longer, 
the resulting rate floor seems likely to produce some very undesirable con- 
sequences” (p. 380). 

To me the shocking aspect of Commissioner Webb’s opinion is its utter dis- 
regard of the fact that somehow or other the railroads must secure total revenues 
which exceed their total out-of-pocket costs by 40 percent if they are to remain 
solvent. I am utterly unable to understand how that can be accomplished if 
selective rate cuts returning so little as those approved in the Lumber case are 
to continue. 

Not only have there been many rate reductions by the railroads on selected 
commodities but also there has recently occurred a series of rate reductions for 
the transportation of carloads of mixed commodities. Rates of the latter type 
are commonly known as all-commodity rates or all-freight rates. Since the 
mixture transported contains articles of the highest grade, a sound rule of rate- 
making would dictate that the rates applicable for the transportation themselves 
be substantial. Indeed, the Commission said as much in Freight—All Kinds, 
Chicago to Columbus, Ind. (308 1.C.C. 517 (1959)). In that case the reduction 
had been proposed by a motor carrier. In condemning it the Commission said: 

“In order to be reasonably compensatory, rates on freight, all kinds, must be 
on a relatively high level. We are not informed of the nature or classification 
ratings of the freight which would be included in the mixed truckloads, and it 
must be assumed that high-class as well as low-class freight would be included. 
The proposed rate exceeds only slightly the corresponding class 35 rate. From 
the evidence presented, we are not satisfied that the rate would be reasonably 
compensatory, or that its establishment would not constitute a destructive 
competitive practice.” 

Yet the Commission has not hesitated to permit all-freight rates of the rail- 
roads to take effect without suspension even though they were on a substantially 
lower basis than the ones contained in the case above cited. Notable among 
such instances are the all-freight trailer-on-flatcar rates of the railroads which 
are the subject of a pending complaint before the Commission in docket No. 
32533, which is now awaiting an examiner’s report. As a result of the com- 
petitive impact of those exceedingly low rates the Baltimore & Ohio Railroad 
and the New York, New Haven & Hartford Railroad published charges on two 
boxear movements of all freight in an effort to meet the already effective rates 
of the other railroads. In All Commodities—Mired Carloads Between Points in 
Oficial Territory (306 1.C.C. 29 (1959) ), at page 35 the Commission condemned 
the proposed rates with the following comment : 

“Based on the cost evidence of record, many of the proposed rates or charges 
appear to be below out-of-pocket costs. Moreover, the proposal would apply on 
all-freight traffic embracing high-class as well as low-class articles. Except in 
extraordinary circumstances not here present, the Commission has not approved 
all-freight rates below 45 percent of first class for movement in boxcars. As 
stated, the proposed charges are on a level approximating 15 percent of first 
class. Moreover, the trailer-on-flatear rates which the respondents are here 
proposing to meet are under investigation in pending proceedings.” 
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As shown by the footnote in the Commission’s report, the pending proceedings 
to which reference was made are those in docket No. 32533 and related cases, 
Just how the Commission could permit rates of that level to become effective 
without suspension (and they were vigorously protested) and condemn rates on 
substantially the same level as those proposed for competitive purposes is not 
explained. 

Quite obviously, the approval by the Interstate Commerce Commission of all- 
freight or all-commodity rates completely ignores the plain mandate of paragraph 
6 of section 1 of the Interstate Commerce Act which requires railroads “to 
establish, observe, and enforce just and reasonable classifications of property for 
transportation.” That provision was added to the act in 1910 to make explicit 
the requirement which the Commission had been consistently imposing upon the 
carriers since the enactment of the original act to regulate commerce in 1887. Ag 
regulation was extended to other forms of transport, similar language was incor- 
porated in parts 2, 3, and 4 of the act as we know it today. Indeed, through 
all of the legislative history of the act since 1910, including the amendments 
made from time to time down through the years, there has not ever been a sug- 
gestion that these words of the statute should be softened. Yet, the Interstate 
Commerce Commission by administrative action has gone far to nullify their 
meaning. 

The Commission’s action in permitting the railroads to depart from the re- 
quirement of the statute respecting classifications of property for transporta- 
tion has not been restricted to all-freight or all-commodity rates, but has gone 
on and on until the principle of classification itself is threatened. Fundamen- 
tally, the approval of a rate for the transportation of a specific commodity which 
does not reflect the value of the service and is not related to rates on other 
commodities constitutes a disregard of the principles of classification. The Com- 
mission’s repeated actions of this sort have not been, however, consistent in that 
the same standard is not always applied to the rates of the separate modes of 
transport. A forceful illustration of the application of separate standards for 
the motor carriers and the railroads is an occurrence of last fall. On September 
17, 1959, in Automobiles—Deluth, Minn. to Washington (308 I.C.C. 523), Division 
2 of the Commission condemned and ordered canceled motor carrier mileage rates 
stated per single automobile, regardless of character or value, covering the trans- 
portation of trailerloads of such automobiles. At pages 525 and 526 of its 
report, the Commission placed heavy reliance upon the value of the automobiles 
as an element of ratemaking which had not been reflected in the considered trans 
portation charges. The Commission said: 

“The mere fact that the proposed rate may be compensatory does not establish 
its reasonableness. Compensativeness is only one of the factors to be con- 
sidered in determining reasonableness. The proposed rate gives effect to the 
distance hauled, but the weight and value of the automobiles to be transported 
are ignored. Thus, a luxury-type automobile with greater weight would be 
transported, at the same rate as an economy-type automobile with lighter weight. 
It is just and reasonable that a higher valued automobile with greater weight 
should pay a higher rate per 100 pounds than smaller, lower valued automobiles. 
Apparently the dispartity in rates noted by the respondent between points in 
Oregon and Washington has been rectified by the increase in the rates to 
Oregon points.” 

Yet less than 7 months later, in Suspension Board case No. 22950, the Com- 
mission declined to suspend rail trailerload rates published in Southwestern 
Freight Bureau Agent’s tariff ICC 4347, which tariff names point-to-point rates 
that apply regardless of the size, value or weight of the automobiles transported. 
I emphasize that in both cases the transportation was in highway trailers, the 
only distinction being that the railroad performed its service by the trailer-on- 
flatear method. 

Finally, if you feel so inclined and the files are available to you, you might 
find it profitable to review some of the records of the Suspension Board in pro- 
ceedings where it declined to act even though there were protests and petitions 
for suspension of reduced rail rates which were published for the purpose of 
attracting traffic theretofore transported by motor carriers. There are liter- 
ally hundreds of these cases and I have restricted my comments below to & 
very few of them although, admittedly, the examples which I have cited leave 
little to the imagination. 
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I have heretofore referred to the pending complaint proceeding, docket No. 
32533, Lastern Central Motor Carriers Association v. B. & O. Railroad, et al. 
The rates at issue there were permitted by the Suspension Board and the Ap- 
pellate Division of the Commission to take effect over the protests of the motor 
carriers in Suspension Board cases Nos. 14952, 15655, 15874, 15875, and 16139. 
All of those cases involved rates published between the eastern cities lying 
generally between Boston, Mass., and Washington, D.C., on the one hand, and, 
on the other, the midwestern cities of Chicago and East St. Louis. All of the 
foregoing rates were so-called plan III TOFC charges under which the rail- 
roads offered to transport freight, all kinds, in shipper-provided trailers. The 
railroads defended those charges upon the ground that they constitute a new 
and unique type of service and are compensatory. All of these proposals came 
before the Suspension Board during the period from the middle of April to the 
end of July 1958, and in each instance the Board declined to act. 

Approximately 1 year later the same general group of railroads published 
reductions in their freight, all kinds, rates for boxcar service from New York, 
Baltimore, and Philadelphia to Chicago and St. Louis. Up to that time the all- 
commodity rates had been fixed at substantially 45 percent of first class with a 
minimum weight of 35,000 pounds. The new publication reduced that minimum 
weight to 26,500 pounds and reduced the applicable rate from 45 to 35 percent 
of first class. In cases Nos. 18253, 18440, 18632, 18850, 19041, 19123, 19318, 19665, 
and 19950 the Suspension Board and the Appeliate Division of the Cummissivu 
declined to suspend the new publications and the rates took effect. 

In another category of cases, the railroads proposed reduced rates on specific 
eommodities, including those of high value, and defended their reductions against 
protests and petitions for suspension upon the ground that those rates were 
compensatory in that they would return revenues in excess of out-of-pocket 
eosts and could not, under the provisions of section 15a(3), be condemned be- 
cause they would divert traffic from competing forms of transport. In this 
category, and commencing in August 1958, are the following Suspension Board 
proceedings. Each has been shown with a very brief description of the type of 
commodity involved. 





Case Commodities 
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16292 | Air coolers, dehumidifiers, etc. 16801 | Alcoholic liquors. 
16484 | Candy, drugs, medicines. 18253 | Radio receiving sets. 
16639 | Alcoholic liquors. 18588 Agricultural implements, books, drugs. 


The fourth category of cases in which the Suspension Board and Division 2 
of the Commission have declined to act are those where the railroads have 
answered motor carrier protests against reduced rates by claiming that the rates 
are compensatory and that section 15a(3) prohibits their suspension. In this 
category, however, the railroads have been somewhat more forthright and have 
admitted that the very purpose of the reductions was to divert traffic from the 
motor carriers. Again I have shown below the case number and the nature of 
the traffic involved: 


Case Commodities | Case Commodities 

No. | No. 
—|—- —- - - ie 
17271 | Cleaning compounds, etc. !| 18250 | ‘Trucks and tractors. 





17346 | Household products. || 19617 | Alcoholic liquors. 
\ | 





All of the foregoing cases involve rates and charges within official territory, 
which seems to be the principal area within which the competitive rate re- 
ductions of the railroads have been concentrated. There have been, however, 
other rate reductions in other territories which are just as significant if not 
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as frequent. Set down below is a list of such instances which are 


. considered 
to be typical: 








Case | Commodities Territory 
No. | " 
_ ———— ee, 

21726 | Dressed hogs es ctlatdes Kansas City, Fort Worth. 
21755 | Iron and steel articles____- .....| Duluth, Sioux Falls (TOFC). 
21666 | Freight, all kinds___ Cleveland and Chicago-East St. Louis (TOFC). 
16538 | Rubber tires, ete : .| Waco, Tex., to New York City (TOFC 
20331 | Freight, all kinds ..._.| Chieago and New York (TOFC), 

18958 Window shades, etc _..| Cineinnatito New York (TOFC), 
19394 | Foodstuffs ___- ........| Chicago to New Orleans (TOFC). 
19252 | Beet or cane sugar_- ...| Los Angeles and Texas to Missouri (TOFC). 
19023 | Bakery goods____- ...-----| Houston to New Orleans (TOFC). 
19033 | Drugs, medicines, ete = Detroit to Dallas and Fort Worth (TOFC). 
18652 | Television sets___- ...--..--..| Syracuse to New York City (TOFC). 


19340 | Foodstuffs ; .-----.-----.| Chicago to New Orleans and Memphis (TOFC). 

19127 | Cookies and crackers___---- __.| Omaha to Chicago (TOFC), 

21768 | Freight, all kinds__- akels Kansas City end St. Louis. 

22518 | Tire fabrics__...---.-....-..---.--| South to central territory (see my testimony before the sub- 
committee for a full and complete explanation). 


In closing it should be pointed out that not the least of the vices in the Com- 
mission’s departures from fundamental ratemaking and Classification principles 
is its failure to establish any standards to replace those it is fast abandoning, 
As a result the carriers no longer have any discernible principles and rules to 
guide them in exercising their duty to estabilsh just and reasonable rates and 
classifications and the Commission’s Board of Suspension and hearing examiners 
have no discernible criteria by which to perform their duty of judging the just- 
ness and reasonableness of rates and classifications proposed by the carriers. 

I must apologize for the length of this letter. I hope it makes up in clarity 
for what it lacks in brevity. 

Yours very truly, 
AMERICAN TRUCKING ASSOCIATIONS, INC., 
F. G. FREUND, 
Director, Traffic Department. 


SEATRAIN Lines, INc., 
Edgewater, N.J., July 18, 1960. 
Hon. JoHN H. WINCHELL, 
Chairman, Interstate Commerce Commission, 
Washington, D.C. 


DEAR Mr. CHAIRMAN: So soon after receipt of your letter of July 15 advising 
of the action taken by the Commission to cure the violation of the terms of the 
suspension order in I. & 8. docket 7307, I am dismayed to have to bring to your 
attention another matter of much more serious import in which it appears that 
the Commission’s procedures have been abused, with resultant serious injury 
to Seatrain. The matter to which I refer is the Commission’s special permission 
88101, issued July 6, 1960, which permitted reduced rates on pulpboard or fiber- 
board from port cities in Florida, Georgia, North Carolina, and South Carolina 
to Edgewater, N.J., originally published to become effective July 25, 1960, in 
supplement 28 to Southern Freight Tariff Bureau freight tariff S67—-B, ICC S—46, 
to become effective July 12, 1960, instead of July 25, 1960, as the statutes would 
ordinarily require. 

By its action in special permission 88101, the Commission apparently waived 
the requirements of section 6(3) and permitted these all-rail reduced rates to 
become effective, thereby depriving Seatrain of participation in substantial 
traffic moving through the port of Savannah without considering Seatrain’s 
timely filed petition for suspension and investigation of these rates, which was 
dated July 12, 1960. 

The situation here is an exaggerated version of that dealt with by the Com- 
mission in docket 33257. In that proceeding, you will recall, the railroads re- 
duced the all-rail rates on pulpboard moving from St. Mary’s, Ga., and Port 
Wentworth, Ga., to various eastern destinations adjacent to New York (not in- 
cluding Edgewater), while maintaining high rates from these origins to the 
port of Savannah and from Edgewater to the eastern destinations. The Com- 
mission, by its order dated May 5, 1960, found that the rate relationsh’ is 
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created was discriminatory and ordered the defendant railroads to establish 
proportional rates to cure the discrimination. 

The Commission is aware from the evidence presented in docket 33257 that 
the existence of the water service provided by Seatrain is of vital importance 
to Savannah, the surrounding business community, and the State of Georgia; 
that the service cannot exist without differential rates and without participation 
in the pulpboard traffic which is an important segment of the traffic originating 
in this area suitable to water movement. The Commission also is aware that 
continuance of this water service has been, and continues to be threatened with 
extinction by the determined and discriminatory practices of railroads serving 
the port of Savannah. 

In the 1-month period from June 6 through July 5, 1960, Seatrain vessels 
devarting Savannah carried a total of 30 cars of pulpboard originating at Jack- 
sonville, Fla., destined to a single consignee at Edgewater, N.J., Seatrain’s 
revenues on this traffic were $8,401 for that month: Upon becoming aware of 
this movement, the Southern Freight Association, by its supplement 28, pub- 
lished reduced all-rail rates applicable from Fernandina, Jacksonville, and 
Quinlan, Fla., to Edgewater, N.J., which would have the effect of diverting 
this traffic from Seatrain. The local rate on pulpboard from all these origins 
to Savannah, jncidentally is 25 cents per hundredweight, exactly the same as 
the local rate from St. Mary’s to Savannah which the Commission found dis- 
criminatory in docket 33257, and the rail distance (126-139 miles) is approxi- 
mately the same. 

Seatrain, by its petition dated July 12, 1960, an additional copy of which is 
enclosed with this letter, requested that the Commission suspend the proposed 
all-rail rates and institute an investigation into and concerning the lawfulness 
thereof. On July 14, 1960, Mr. Harvey M. Flitter, assistant general freight agent 
of Seatrain Lines, received a telephone call from the Suspension Board of 
the Commission advising that statutory requirements had been waived so that 
the reduced railroad rates had become effective July 12 rather than July 25 
as the statutes would have provided, and that therefore Seatrain’s suspension 
petition could not be considered. 

Subsequently, we have obtained a copy of Southern Freight Tariff Bureau’s 
application for special permission No. S-1281 dated July 1, 1960, which is 
stamped as received in the Interstate Commerce Commission on July 2, 1960 (a 
Saturday). We are informed that special permission 88101 was issued by tele- 
phone on July 6 but that as of July 15 no written order had been entered in the 
Commission’s records. 

The railroad application for special permission No. S—1281 contains several 
statements as justification for the special permission which are at least mis- 
leading if not false. The petition suggests that the receiver of this traffic was 
to begin movements of traffic on or about July 11, 1960, whereas the petitioners 
knew that movements had in fact been proceeding via Seatrain and their lines 
for more than a month before that date. The application states: 

“This proposition has been submitted to all interested rail carriers and your 
petitioner knows of no objection to the filing of this application.’ [Emphasis 
supplied. } 

In fact, the railroaders participating in these proposed rates were well 
aware that the traffic was moving via Seatrain, and that Seatrain had objection 
and would petition for suspension of the proposed rates. In support of this 
statement, I enclose a copy of my letter dated June 13, 1960, to Mr. Ralph Sease, 
president of the New York, Susquehanna & Western Railroad, the terminating 
participant in the reduced all-rail rates. 

The conclusion is inescapable that the real purpose of the rail carriers in 
requesting special permission 88101 was to shortcircuit the Seatrain petition for 
suspension of the proposed reduced all-rail rates, which petition, by reason of 
my letter to Mr. Sease, and because of Seatrain’s existing participation in the 
traffic, they knew to be forthcoming. Considering that, in the light of docket 
33257, the Commission also was well aware of the rate war which had existed 
with respect to pulpboard moving from origins in this area to the port of New 
York, 1 am at a loss to explain the extraordinary action of the Commission 
official, taken hurriedly over a holiday weekend, which permitted these rates 
to become effective without compliance with the ordinary stautory standards, 
and without prior notice to the carrier actually moving the traffic. 

The resultant fact is that the railroad rates are in effect and Seatrain is 
eliminated from the traffic, thus being seriously injured in its struggle to 
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continue water service at Savannah. Today, Mr. E. H. Gaiennie, vice president 
of Seatrain, addressed to Mr. R. E. Boyle, Jr., chairman, Southern Freight Asso- 
ciation, a telegram (copy enclosed) requesting that the originating railroads 
establish proportional rates for movement of pulpboard from Jacksonville, 
Fernandina, and Quinlan to Savannah. Should the originating carriers accede 
to this request, presumably this would cure the discrimination which has been 
created. 

Should the originating rail carriers refuse the action requested in this tele 
gram, Seatrain, of course, could file a complaint requesting that the Commission 
enforce such action. The record in docket 33257, however, suggests that even 
if Seatrain’s complaint were granted expedited treatment as was done for the 
State of Georgia in that proceeding, the results would be extremely costly to 
Seatrain—probably unbearably so. The complaint of the State of Georgia in 
docket 33257 was dated November 9, 1959; the Commission’s decision is dated 
May 5, 1960, and does not become effective until August 5, 1960. In the inter- 
vening period, Seatrain has been deprived of nearly $200,000 in revenue from 
pulpboard originating at St. Mary’s and Port Wentworth, and has had to bear 
approximately $41,000 in legal expenses in prosecuting the complaint. Our total 
revenues from the Savannah service in 1959 were $927,000, so that quite obviously 
it would be possible for the wealthy railroads which have demenstrated their 
intent to eliminate Seatrain at Savannah to do so by a succession of these 
proceedings. 

I bring this matter to your attention because I am sure that you will want 
to investigate the apparent abuse of the Commission’s special permission powers 
in connection with this matter. Also, in discharge of the Commission’s general 
responsibilities under the national transportation policy, it may be that the 
Commission will wish to consider what remedies are available to correct the 
inequity which has been created through the issuance of special permission 
88101 and to eliminate the discrimination thereby created as between the all- 
rail rates on pulpboard from these origins to Edgewater and the local rates 
on the same traffic from the same origins to Savannah. 

Sincerely yours, 


JOHN L. WELLER. 





BEFORE THE INTERSTATE COMMERCE COM MISSION 
PETITION FOR SUSPENSION AND INVESTIGATION 


Effective date: July 25, 1960. 

Tariff reference: Column k rates, Items 28421, 28533, and 28641, Supp. 28 to 
.F.T.B. Tariff 867-B, I.C.C. S-46, Southern Freight Association, Agent. 
Commodity: Pulpboard or Fibreboard, NOIBN. 

From: Port Cities in Florida, Georgia, and South Carolina. 

To: Edgewater, N.J. 


TR 


SEATRAIN LINEs, INC., 
595 River Road, Edgewater, N.J. 
By S.S. Ersen, Its Attorney. 
140 Cedar Street, New York 6, N.Y. 
JULY 12, 1960. 


Comes now Seatrain Lines., Inc., a common carrier by water of commodities 
generally, hereinafter referred to as Seatrain, operating inter alia, between 
the Port of Savannah, Georgia, and Edgewater, New Jersey, in the Port of New 
York, and herewith respectfully protests and requests suspension of the tariff 
matter described in the title page hereof. 

By tariff filing published to become effective on July 25, 1960, as more par- 
ticularly described in the title page hereof, the respondent rail carriers propose 
to establish drastically reduced all-rail rates applicable on Pulpboard or Fibre- 
board, NOIBN, from Fernandina, Jacksonville, and Quinlan, Florida, Port Went- 
worth, Savannah, and St. Marys, Georgia, and Charleston and Georgetown, 
South Carolina, to Edgewater, New Jersey. The rates so published, which are 
subject to a carload minimum weight of 80,000 pounds, as well as the presently 
effective all-rail rates subject to a carload minimum weight of 70,000 pounds 
are set forth in Appendix A hereof. Also set forth in Appendix A are the 
presently applicable rail-water rates via Seatrain from and to the points here 
involved. Other and higher all-rail rates subject to minimum weights of 36,000 
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pounds and 50,000 pounds apply between these points but are not relevant here 
and have not been shown. 

The factual situation herein is comparable in all respects with that considered 
by the entire Commission in Docket No. 33257, Georgia Pu blic Service Commis- 
sion et al. v. Bush Terminal Railroad Company et 4l., wherein it was found that 
the same respondents were in violation of Sections 1 and 3(4) of the Act and the 
provisions against unfair or destructive competitive practices in the national 
transportation policy when they reduced the through ail-rail rates by 30 percent 
without making corresponding reductions in the local rail rates to the Port of 
Savannah for application via the water route. Notwithstanding that recent 
decision and further notwithstanding the fact that there can be no question 
concerning the application of that decision here respondents are proposing to 
reduce the all-rail rates to Edgewater, New Jersey, without making a comparable 
reduction in the rates from the origins here involved to Savannah for application 
via water to Edgewater. Clearly, the actions of respondents here openly flouts 
this most recent decision of the entire Commission. If that decision is to have 
any meaning whatsoever the Commission forthwith should suspend the proposed 
rates and should not permit such rates to become effective unless and until 
respondents make corresponding adjustments in the rates to Savannah for 
application in connection with water service. 

In Docket No. 33257 complainants showed that there were movements of the 
commodity here involved from St. Marys and Port Wentworth to destinations in 
New Jersey and New York and that a portion of those movements was routed 
via the rail-Seatrain-rail routes. The defendants reduced the all-rail rates by 
30 percent from St. Marys and Port Wentworth to the destinations there involved 
without making corresponding reduction in the rates to and from the ports. As 
was found by the Commission (at Sheet 3) : 

“This drastic change in the rate relationship diverted all pulpboard traffic 
previously obtained by Seatrain from both origins to the all-rail routes.” 

Unquestionably if the rates here proposed are permitted to become effective 
without a corresponding change in the rates from the origins to Savannah Sea- 
train again would lose traffic it can ill afford to lose because, as found by the 
Commission in the cited case (at Sheet 4) : 

“Seatrain has never been able to obtain any traffic except when the total 
transportation cost to shippers was lower than that over all-rail routes.” 

Comparable findings were made at Sheets 12 and 13, Sheet 15 and Sheet 18, as 
follows: 

“The witness stated that a portion of its shipments would again be routed via 
Seatrain if the rail-water-rail rates are restored to a level lower than the all-rail 
rates, but that there would be no advantage in using such service without a 
saving in freight costs.” 


* ” * * * 2 . 


“He admitted that no shipments had ever moved via Seatrain at rates equal to 
the all-rail rates.” 


. * * cs - - s 


“That company does not now use Seatrain service and will not use that service 
at rail-water-rail rates equal to the present 53-cent all-rail rate.” 

Edgewater, New Jersey, was not involved as a destination in Docket No. 33257 
and was not the subject of the prior rail reduction for the reason that prior to 
June of this year there was no movement in volume to such point. It was not 
until June of this year that facilities for the receipt and storage of pulpboard 
were established at this point. It is understood that in future pulpboard will be 
shipped from the various origins here involved to Pdgewater. 

Up to this time your protestant has handled in its rail-Seatrain service from 
Jacksonville, Florida, to Edgewater, New Jersey, the following traffic: 











Voyage No. Sailed Number of 
Savannah cars 
a cae a a eal A aca 6- 6-60 | 4 
ae oe IEE PLN Tf SOUS LA III SLND EEO LEDS EOE ST y Oe" 6-14-60 6 
7.7. 060........ Eb ioe RS ah oP hes Tee A Le ae 6-21-60 9 
4” eateries SPRATT IEE SAR Py RIE) Pe ers ick 6-27-60 | ( 
ok ee y lhe Aa salt ae cal a ea ee Se 7- 5-60 


60470—60 45 
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As the proceeding in Docket No. 33257, Georgia Public Service Commission 
et al. v. The Bush Terminal Railroad Company et al., detinitely indicates, pulp- 
board constitutes vital tonnage in Seatrain’s New York-Savannah service. The 
Commission recognized in that proceeding that Seatrain must be in a position 
effectively to compete for that pulpboard trafiic if it is to continue to maintain 
its New York-Savannah service. The sense of the decision of the entire Com- 
mission in that proceeding was to make it possible for Seatrain to continue to 
participate in that tonnage. To that end the Commission ordered the railroads 
to reduce rates to and from the Seatrain ports by an amount and in a measure 
commensurate with reductions made in the through overhead all-rail rates, 
The ink on that decision is hardly dry. Notwithstanding that that decision has 
full force and effect here because of the similarity of facts and law, the railroads 
have openly flaunted the Commission’s decision and have actually told the Com- 
mission that they are disregarding it by extending their all-rail rates to Edge- 
water, New Jersey, without making any effort to adjust the rail rates to and 
from the Seatrain ports. 

If the decision of the Commission in Docket No. 33257—as a matter of fact, 
if the dignity and meaning of regulation itself—is to have any meaning, then the 
full force and effect of that decision must be applied herein emphatically and 
vigorously ; otherwise, Seatrain will lose the pulpboard traffic it is now handling, 
including the Jacksonville to Edgewater movement. Permitting the rail adjust. 
ments to go into effect in their present posture would be to make a mockery of 
the entire regulatory processes and for the Commission, in failing to suspend, 
to aid and abet in undermining regulation. 

With but one exception the rates applicable via rail-Seatrain from the origins 
here involved to Edgewater are combinations of local rail rates to Savannah 
and the local Seatrain rate to Edgewater plus switching charge at destination, 
Full information with respect thereto is set forth in Appendix B hereof. 

In connection with the foregoing it should be observed that in Docket No. 33257 
the Commission directed the defendants to reduce the local rate from St. Marys 
to Savannah from 25 cents to 174% cents (Sheet 24). The reduced proportional 
rate so ordered has not as yet been made effective. 

It also will be observed that the same 25-cent rate which the Commission 
ordered reduced from St. Marys to Savannah applies from the Florida origins 
of Fernandina, Jacksonville, and Quinlan. Clearly, if respondents are going to 
reduce the all-rail rates to Edgewater, there can be no justification for the con- 
tinued maintenance of this local rate of 25 cents from the Florida origins to 
Savannah for application on waterborne freight in the light of the decision in 
Docket No. 33257. Obviously, the failure of respondents to make the reductions 
in the rates from the Florida origins to Savannah corresponding with that ordered 
by the Commission from St. Marys violates Sections 1 and 3(4) of the Act and 
would result in unlawful discrimination against the rail-water route contrary 
to the provisions of the law. 

CONCLUSION 


The original all-rail reduced rates on pulpboard, which precipitated the filing 
of the complaint in Docket No. 33257, and which constituted the forerunner of 
the rates here under protest, were scheduled to become effective on October 23, 
1959. Despite strong protests against those rates, alleging unlawfulness, which 
the Commission subsequently found to exist, the reduced rates were permitted to 
become effective without suspension. Immediately upon the effectiveness of 
the all-rail reduced rates, Seatrain lost every pound of the traffic involved 
between the points covered by the affected rates, as it had informed the Com- 
mission in its protest would occur unless the rates were suspended. The relief 
granted by the decision of the entire Commission in Docket No. 33257 will not 
be forthcoming until August 5, 1960. The loss of the pulpboard traffic to Sea- 
train constituted irreparable damage. Its loss in revenue, which now substan- 
tially exceeds $200,000, can never be recovered. 

As indicated hereinbefore, Seatrain is now participating in a small way in the 
movement of pulpboard from Jacksonville, Florida, to Edgewater, New Jersey. 
It would be compounding the injustice already inflicted upon Seatrain to now 
deprive it of continued participation in that traffic by refusing to suspend the 
rates herein protested which patently are illegal and unlawful, as already found 


o-7 


by the entire Commission in Docket No. 33257. 
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WHEREFORE, protestant prays that the Commission suspend the rates here 
protested and institute an investigation into and concerning the lawfulness 
thereof. 

Telegraphic notice of the disposition hereof is requested. 

Respectfully submitted. 

SEATRAIN LINEs, INC., 

595 River Road, Edgewater, New Jersey. 

By S. C. E1snen, Its Attorney. 

140 Cedar Street, New York 6, New York. 

Ju.y 12, 1960. 

Copy to Mr. C. A. Spaniger, T.P.O., Southern Freight Tariff Bureau, 101 
Marietta Street, Atlanta, Ga. 

APPENDIX A 


Pulpboard or fiberboard, N.O.I.B.N., to Edgewater, NW. 


[Rates in cents per 100 pounds] 








All-rail 
; nee | Rail-water— 
Origins present, 75,000 4 
Present, | Proposed* 
70,000 ! 80,000 2 
Fernandina, Fla---- . , br 82 57 59. 55 
Jacksonville, Fla- , ; 82 57 | 59. 55 
Quinlan, Fla---- : 82 | 57 59. 55 
‘ on roa |f 457. 88-(70, 000) 
Port Wentworth, Ga -- a P 75 53 04. SS~( 51.55 
St. Marys, Ga. - . -<-e - - 79 55 59. 55 
Savannah, Ga i 75 53 51.55 
Charleston, 8.C i . al 69 48 57. 55 
Georgetown, 8.C_ . a 67 47 62. 55 


*Protested rates. 

1 Item 29510-D, Supp. 15, SFTB Tariff 867-B, ICC S—46, Southern Freight Association (SFA), Agent. 

2 Effective July 25, 1960, items 28421, 28533, and 28641, Supp. 28, SF TB 867-B, SF A’s ICC S46. 

* Combination rates: Rail, item 29505-B, Supp. 23, SF TB 867-B, SF A’s ICC S-46; water, item 4177-F 
Supp. 66, Atlantic-Seaboard Freight Tariff Bureau 45-C, ICC 309, T. F. Morgan, agent; plus NYS&W 
switching charge $34.13 per car (reflected above in cents per 100 pounds), NYS&W Tariff 155-D, ICC A- 


7 
4Item 4521 G, Supp. 28, Seatrain’s S-16, ICC 159; plus switching charge shown in footnote 3 above. 
APPENDIX B 


Pulpboard or fiberboard, N.O.1.B.N., rail-water to Edgewater 


| Rates in cents per 100 pounds] 








| Published | Plus ocean | Plus NYS&W 
| rail to 30 cents,? | switching, 
| Savannah,! 75,000 | 4.55 cents per 
70,000 | | hundred weight 
| cat 

Fernandina, Fla-- ‘ : a 25 | 55 | 59. 55 
Jacksonville, Fla . 25 55 | 59. 55 
Quinlan, Fia at ; 25 55 59. 55 
Port Wentworth, Ga is r ; 17 47 |} * 57, 88 ~(70,000) 
\ 51. 55 
St. Marys, Ga ; . 25 55 59. 55 
Savannah, Ga i oe a0 : 17 47 | 51. 55 
Charleston, S.C . 3 ; | 23 | 53 57. 55 
Georgetown, S.C _- jae rin ia lap siai 28 58 62. 55 


1 Ttem 29505-B, Supp. 23, SFT B 867-B, SFA’s ICC S-46. 
2Item 4177-F, Supp. 66, Atlantic-Seaboard Freight Tariff Bureau 45-C, ICC 309, T. F. Morgan, agent. 
3NYS&W 155-D, ICC A-467, $34.13 per car (reflected above in cents per 100 pounds). 
4 Joint rail-water rate 53 cents per item 4521G Supp. 28, Seatrain’s S-16, ICC 159; plus switching charge 
of 4.88 cents per 100 pounds for minimum weight 70,000 pounds. 
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(Copy of telegram] 
JULY 18, 1960. 
Herewith book five copies: 

Mr. R. E. BoYLe, Jr., 
Chairman, Southern Freight Association, 
Atlanta, Ga. 
Mr. JULIAN FIELDs, 
Vice President, Atlantic Coast Line Railroad Co., 
Jacksonville, Fla. 
Mr. J. F. DERMAM, Jr., 
Vice President, Seaboard Air Line Railroad Co., 
Richmond, Va. 
Mr. W. MAson KING, 
Vice President, Southern Railway System, 
Washington, D.C. 
Hon. JOHN H. WINCHELL, 
Chairman, Interstate Commerce Commission, 
Washington, D.C. 


I have just learned with astonishment the contents of Southern Freight 
Tariff Bureau special permission application S—-1281 which resulted in Inter 
state Commerce Commission granting special permission No. 88101 permitting 
reduced all-rail rates on pulpboard or fiberboard, carload from port cities in 
Florida, Georgia, North Carolina, and South Carolina to Edgewater, N.J, 
originally published to become effective July 25, 1960, in supplement 28 to 
Southern Freight Tariff Bureau freight tariff 867-B, 1CC S-—46 to become 
effective July 12, 1960, on 5 days’ notice. As your originating and terminating 
carriers knew at the time pulpboard traffic to the only known consignee at 
Edgewater, N.J., was and had been moving rail-Seatrain via port of Savannah. 
Under reaffirmation of existing law enunciated by ICC order in docket 33257 
dated May 5, 1960, Seatrain requests that Jacksonville to Savannah rail 
carriers in order to remove discrimination immediately publish for effective 
ness August 5, 1960, corresponding rate of 17.5 cents on pulpboard or fiberboard, 
CL, 80,000 pounds minimum from origins Fernandina, Fla.; Jacksonville, Fla.; 
and Quinlan, Fla., to Savannah for further movement by Seatrain. Such ad- 
justment would be consistent with the determination by the Commission in 
docket 33257. Seatrain Lines, Inc. will support rail carriers in their request 
for permission for short notice publication. Immediate reply requested. 


EK. H, GAIENNIE, 
Vice President, Seatrain Lines, Inc. 


INTERSTATE COMMERCE COMMISSION, 
Washington, D.C., July 22, 1960. 
Mr. JouHn L. WELLER, 
President, Seatrain Lines, Inc., 
Edgewater, NJ. 

Dear Mr. WELLER: This is in reply to your letter of July 18, 1960, regarding 
special permission application No. 88101, dated July 1, 1960, of the Southern 
Freight Association, agent, requesting authority to advance the effective date 
of schedules proposing reduced all-rail carload rates on pulpboard or fiber- 
board from Jacksonville, Fernandina, and Quinlan, Fla., and other southern 
producing points to Edgewater, N.J. As indicated in your letter, this applica- 
tion was granted by the Commission on July 6, 1960, to permit advancing the 
effective date to July 12, 1960, upon 5 days’ notice to the general public. The 
special permission application was placed on the public tariff file, as is cus 
tomary in connection with applications of this kind. 

In granting the application, reliance was placed upon the statement of the 
petitioner that it knew “of no objection to the filing of this application.” In 
addition, our Bureau of Traffic checked existing rates from the southern pro- 
ducing points to destinations in the New York-New Jersey area and found 
that to New York, N.Y., Jersey City, Hoboken, North Bergen, Weehawken, and 
Newark, N.J., the same rate as proposed to Edgewater became effective Jan- 
uary 26, 1960, without protest. 


— te at 


eh beet bee 


_> ~~ 


—sw st bea 





ic. 


ding 
hern 
date 
iber- 
hern 
lica- 
’ the 


cus- 


the 
In 


yund 
and 
Jan- 


DECLINE OF COASTAL SHIPPING INDUSTRY 703 


In the special permission application, the railroads also indicated that extraor- 
dinary circumstances existed, in that the receiver of pulpboard and fiber- 
poard had been “compelled” to transfer his storage facilities to Edgewater, 
N.J., that there were no rail carload commodity rates from the producing 
points to Edgewater, and that the receiver had an immediate movement that 
would begin on or about July 11, 1960. 

In summary, extraordinary circumstances were stated under oath by the peti- 
tioner to exist, our own tariff check indicated that the proposed rates appeared 
to be related to rates to other destination points in the area involved, and the 
petitioner assured us that it knew of no opposition to the rates. In acting on a 
special permission application, we must be governed by whether or not it is in 
the public interest. Weighing the advantages to the shipper and the petitioner, 
on the one hand, and assured of no known opposition, on the other, there 
appeared to be no good and sufficient reason for not granting the application 
under the first proviso of section 6(3) of the Interstate Commerce Act. 

Because of the serious impact which you allege the granting of the application 
had upon your company, I directed our Bureau of Traffic to contact the petitioner 
for the purposes of determining if it would voluntarily reinstate the status quo 
which existed prior to the granting of the application, insofar as it is possible to 
do so, or take other action which you indicate in your letter would be satisfac- 
tory to you. Iam informed by the Bureau of Traffic that the railroads will can- 
cel the commodity rates to Edgewater, on 10 days’ notice, to become effective on 
August 1, 1960, and that they will republish these same commodity rates on 15 
days’ notice to become effective on August 6, 1960. Authority to effect this can- 
cellation and republication of the rates has been granted. Upon republication 
the rates will be subject to protest and possible suspension. 

It is noted that your company filed on July 14, 1960, a protest against the sub- 
ject rates, requesting their suspension. It will not be necessary for you to file 
another protest. Be assured the Commission will give your protest and all other 
pleadings filed in connection with this matter every consideration consistent 
with the law. 

Sincerely yours, 
JOHN H. WINCHELL, Chairman. 


New York, N.Y., July 27, 1960. 
Vice Adm. RAatpu E. WItson, 
Maritime Administrator, Maritime Administration, 
Washington, D.C.: 


We have just concluded our review of supplemental report of Arthur D. Little, 
Inc., dated July 22, 1960, bearing upon economic feasibility of proposed American- 
Hawaiian intercoastal trailership operation and are delighted to advise that the 
figures confirm company estimates and estimates of its own consultants that 
American-Hawaiian would be the low-cost carrier by from $10 to $20 per ton, 
depending upon the commodity. 

With assurance given by the Interstate Commerce Commission to the Merchant 
Marine Subcommittee of the Senate Committee on Interstate and Foreign Com- 
merce on June 17 and 21 this year that the low-cost carrier in any trade would be 
protected from predatory rate practices of competing carriers the way has now 
been cleared for progressing our program. 

Yesterday afternoon the board of directors of American-Hawaiian authorized 
management to proceed with contract plans and specifications immediately upon 
receipt from the Maritime Administration of a letter of approval in principle of 
our proposed construction program. 

In order to proceed with utmost conservatism we have filed with you this week 
an amendment to our title XI application reducing from four ships to three ships 
our initial building program. 

The commerce of the Nation and the national defense would be well served by 
construction and operation in our domestic waters of the proposed 24-knot con- 
tainer vessels with shipboard cranes. Your early attention to this matter would 
be deeply appreciated. 

S. H. MoeRMAN, 
Chairman of the Board, 
American-Hawaiian Steamship Co. 
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MEMORANDUM RE TESTIMONY OF ICC COMMISSIONER WINCHELL, JUNE 17 AND 21, 
1960, BEFORE THE SENATE SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES 


USE OF 63 CARS INSTEAD OF 95 CARS AT SAVANNAH 


The Commissioner’s comment is shocking on two counts. First is the view 
that “we were generous.” It is not the function of the ICC to be generous— 
just get the fact and make the right decision under the law, without fear or 
favor. Second is the idea that ICC could have used 55 ears instead of 63. 
This evidently comes from some staff memo written to defend 68 cars. Actually, 
the flaw in the 55 cars is based on the same difficulty as the 68 cars. The papers 
show an average for Seatrain as a whole of 55 cars per vessel origination or 
termination. This is a technical term. A vessel with 90 cars loaded at New 
Orleans with a stop at Savannah to pick up 10 cars would arrive at New York 
with 100 cars on board and a total of 4 originations and terminations (1 at New 
Orleans, 2 at Savannah, and 1 at New York). This would produce an average 
of 25 cars per vessel under the ICC justifiction but the vessel actually had 95 
cars on the average during its voyage. The Chairman was just misinformed 


about the meaning of the number and its ac 


‘tual use for costing purposes. 


THE USE OF 95 CARS IS SPECULATIVE 


Here is the key issue. Lower rates will 
the same theory would also apply to the ra 


raise volume. The ICC view is that 
il carriers. Of course it would. And 


the rail constant cost would then be spread over a little more traffic with the 
result that full cost would be slightly lowered. The principle here is truly 
fundamental. Rates are changed so as to move future traffic. Management 
always niakes a forecast in deciding whether to cut a rate. The fact that it is 
not shown in statistical terms does not mean that the principle of prognostication 


is denied. 


ICC REQUESTS COSTS FOR SPECIFIC MOVEMENTS BY RAIL 


The issue here is in regard to suspension matters. So far as I know, the ICC 


does not do this. It works with what it 


has in its staff files plus what the 


parties may submit in protests. The answer thus may be just a misunderstanding 
of the question but it is not responsive. There is no procedure for developing 
specific costs by rail when a water or motor carrier protests a rail rate. The 
Suspension Board does not wire the railroads to supply modified form A informa- 


tion; it asks the Cost Section to test the r 


ail rate and the Cost Section usually 


must use average costs. (See 984 where he says “it is up to them—proponent or 


protestant—what costs they furnish.”’’) 


SENATOR BARTLETT ASKS ““‘WHERE DOES THE PUBLIC INTEREST COMEIN THERE?” 


This is the heart of the problem. ‘The 


ICC often acts as though it merely 


adjudicates between the parties. Many examiners seem to have the idea that 
they must not participate in the development of the record. They leave it to 


the parties entirely to determine what fact 


Ss are relevant and how they shall be 


put in. This is fundamentally wrong. If the ICC does not inquire into the 
public interest, the parties may not develop any facts at all in certain areas, 
In the case of water carriers, the ICC up to now has said it does not have cost 
data and that it is not available. But this was also true of rail data 20 years 
ago. It was not available until the ICC ordered it to be made available. 


USE OF AVERAGE COSTS 


The ICC is accused of using averages 


NOT A PRACTICE 


for railroads and specific costs for 


trucks. It is not adequate to answer that this is not done as practice. It is done 


as a practice in 90 percent of the cases. 


Only very rarely does the ICC staff 


use specific rail costs—and then only if supplied by the parties. The staff has 
no other source for specific costs because it uses its manpower for construction 
of average cost scales. It is feasible to develop electronic applications for rail 
form A work—we do it ourselves regularly. 
give them the know-how for this. ) 


(The ICC could contract with us to 
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THE RAILS DON’T HAVE POINT-TO-POINT COSTS 


But they do. Many railroads have applied rail form A to their own systems. 
Thus it is quite feasible to develop individual averages as distinct from terri- 
torial averages. Going this far would sometimes be much better than relying 
entirely on territorial averages. But, in addition, the individual road can 
modify its own system average to reflect the characteristics of the particular 
traffic. This is often done. It was done in the Jron Ore case (6074) previously 
cited in the examination. 


IWEARINGS ON COST PROCEDURES OF ICC 


The answer is not responsive. The chairman suggests that there were ex- 
tensive hearings on the matter of how to record depreciation in the regular 
accounts of the railroads. But this has nothing to do with the cost formulas and 
methods of allocation of costs to particular traffic, which is really the issue. 
There have been no hearings on this general subject. Of course, there have 
been formal cases in which the formulas have been attacked by the parties but 
many cost issues are just not resolved in the decision because they are not 
considered necessary in deciding the particular case. The concept of using 
‘apacity or future traffic levels as a guide to fully distributed costs may have 
been discussed in some case but the principle has not been passed on; instead 
the ICC, in the Savannah case, merely says 95 cars is too high and 68 cars gives 
Seatrain a better break than 55 cars. It does not say that the prospective volume 
of traffic to be handled after a rate-reduction program is irrelevant. But the 
ICC decision has the effect of treating it as though it were irrelevant. Railroad 
managements know that capacity is a significant issue in ratemaking. A speech 
by President Marsh, of Atchison, Topeka & Santa Fe, cited in the June 20 issue 
of Railway Age, says: 

“Costs for ratemaking purposes should be realistic and forward looking, based 
upon the increased volume that could be attracted rather than upon statistics 
of the past without inclusion of that volume. Only in his way can the railroads 
achieve their full potential and the public receive the benefit of the most eco- 
nomical form of transportation.” 

But ICC acts as if it never heard of the issue. “We just don’t do it that way” 
is what it comes to. 

ROUND-TRIP COSTS, TRUCK VERSUS RAIL 


There is a difference in method and the Chief of the Cost Finding Section 
agrees that there is. But he says the rail method assumes that the load in the 
opposite direction is equivalent to the load in the loaded direction. Still, why 
not make the same assumption for the truck? The methods are inconsistent. 
The witness says that if the actual load in the reverse direction were known 
in the railroad case, an adjustment would be made but in actual practice this 
has never been done to my knowledge. Even if it were done, however, the fact 
that the methods were made consistent would not make them right in either 
case. The rail practice is really better for both truck and rail. 

Suppose a line-haul movement costs 30 cents per mile each way for 100 miles 
wr $80 each way, whether loaded or empty. If the move in the loaded direction 
requires a completely empty return, all would agree that the study traffic must 
yield $60 to be compensatory ; that is, it must bear the full cost of the round trip. 
But if the return move is also loaded, both commodities together must yield $60. 
What is wrong with each load paying $30, regardless of the weight, since the 
cost being considered is a function of miles alone and not of weight, under the 
ICC formula? A 40,000-pound shipment would have to pay 7.5 cents per hun- 
dredweight to cover its share of cost and a 10,000-pound shipment would have 
to pay 30 cents per hundredweight. This makes general sense because a light 
and bulky truckload is expected to pay more. But the ICC method would average 
the two loads to 25,000 pounds in each direction and the rate would become 12 
cents per hundredweight each way—a conclusion which is wrong for both kinds 
of traffic. 

VALUE OF RAIL FORMS B AND C 
Mr. Towne’s answer is misleading. Forms B and € don’t give better answers 


than rail form A if the latter is fully adjusted. But the trouble is that in 
thousands of instances every year, form A is used without any adjustments. 











706 DECLINE OF COASTAL SHIPPING INDUSTRY 


If form B or C were used, the Cost Section or the parties would have to make 
specific decisions on the use of averages but, under form A, the average ig 
automatically used and it takes effort to modify the average. 


ISBRANDTSEN Co., INc., 
New York, N.Y., March 31, 1960, 
Re hearings on coastwise and intercoastal shipping. 


Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR MAGNUSON: With reference to the current hearing of your com- 
mittee concerning the decline of coastwise and intercoastal shipping, you may 
recall the conference on this same matter held by the Maritime Administrator, 
Mr. Clarence G. Morse, on January 25,1955. Mr. Matthew S. Crinkley, executive 
vice president of Isbrandtsen Co. and myself attended the aforesaid conference 
for our company. 

I am enclosing herewith a memorandum which our company submitted to the 
Maritime Administrator which contains our views and comments in reply to 
questions distributed by the Maritime Administrator. In addition, I am en- 
closing correspondence which we had with the Maritime Administrator relating 
to this matter. 

I should like to request that these letters and the said memorandum be sub- 
mitted in the record being made by your committee, 

Respectfully yours, 
JAKOB ISBRANDTSEN, President. 


ISBRANDTSEN Co., INC., 
New York, N.Y., March 18, 1955. 
Re conference January 25, 1955, coastwise and intercoastal shipping. 
MARITIME ADMINISTRATOR, 
Department of Commerce 


Federal Maritime Board, Maritime Administration, 
Washington, D.C. 


Dear Siz: Mr. Matthew S. Crinkley and the writer attended the conference 
above referred to, and wish to express our appreciation for the meeting having 
been arranged; for the manner in which it was conducted; and especially for 
the comprehensive agenda which was provided for discussion, The exchange of 
ideas and opinions was of definite value to us. 

We understood, at the time of the meeting, that all who attended were invited 
to prepare and send you a memorandum expressing their best opinions and views 
in reply to the questions shown on the 4-page list you had prepared and dis- 
tributed at that meeting. It is in that connection that we are sending you the 
attached memorandum with the hope that at least some of the views and opinions 
set forth may be of interest. 

Very truly yours, 
JAKOB ISBRANDTSEN, 


MAROH 28, 1955. 
Mr. JAKosB ISBRANDTSEN, 
Isbrandtsen Co., Inc., 
New York, N.Y. 

DeaR Mr. ISBRANDTSEN: I have reviewed with real interest your letter with 
enclosures of March 18, 1955, dealing with the conference on coastwise and 
intercoastal shipping. It appears to me that your letter represented the most 
eareful consideration given to these problems by any of the interested parties. 

Since the House and Senate are both seriously interested in the problems, I 
wonder if you would have any objection to my sending copies of your letter to the 
Senate and House committees. Please let me know at your convenience. 

In all exents, we sincerely appreciate your cooperation. 

Very truly yours, 
CLARENCE G. MORSE, 
Maritime Administrator. 
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ISBRANDTSEN Co., INC., 
New York, N.Y., March 29, 1955. 
Hon. CLARENCE G. Morse, 
Maritime Administrator, 
Maritime Administration, 
U.S. Department of Commerce, 
Washington, D.C. 


DeaR Mr. Morse: Many thanks for your kind letter of March 28 regarding 
memorandum we sent relating to the conference held in January on coastwise 
and intercoastal shipping. 

We would have no objection to your sending copies of our letter and memo- 
randum to the appropriate Senate and House committees. 

Needless to say we are vitally interested in any developments which affect 
in any way intercoastal and coastwise shipping and your advice in this con- 
nection at any time would be deeply appreciated. 

Yours very truly, 


JAKOB ISBRANDTSEN. 


MEMORANDUM FROM THE ISBRANDTSEN Co., INc., NEW YorK, N.Y., RE CONFERENCE 
ON COASTWISE AND INTERCOASTAL SHIPPING HELD ON JANUARY 25, 1955, IN 


WASHINGTON, D.C., CALLED AND CONDUCTED BY THE U.S. MARITIME ADMINISB- 
TRATION 


Views and opinions expressed in reply to questions shown on four-page memo- 
randum prepared by the Administration and distributed at that meeting 


REGULATION, DEVELOPMENT, AND PROMOTION 


1. It is our opinion that the affected Government agencies do not fully utilize 
all the means now provided by law for— 

a. The regulation of coastwise and interocastal shipping in furtherance of 
the national transportation policy, in that their competitors, the railroads, 
seem to be permitted, in effect, to force shippers moving cargo between points 
where deepwater steamship competition is not a factor to Subsidize lower 
comparative railroad rate levels on cargo for which coastwise and intercoastal 
steamship carriers might compete; and in that the railroads seem generally to 
receive more consideration in rate regulation than do the steamship carriers 
when there appears to be conflict of interests between the two types of carriers. 
We understand national transportation policy requires that each transportation 
medium be encouraged and permitted to develop to the greatest degree con- 
sistent with the public convenience and necessity and its defense needs against 
times of emergency. Such purposes are not served when one transportation 
medium is favored over another to the extent that the other medium is not able to 
realize its natural advantages, the utilization of which is a natural right and the 
results of which belong to the American public generally. 

It is further our opinion that the processes of regulation as now practiced 
by the Government agencies dealing with transportation often take too much 
time, with the result that the interests of the carriers and the public alike suffer 
to some extent. We do not believe the regulative procedures have kept pace 
with the expansion and modernization of the Nation’s transportation facilities. 

b. It is our view that healthy and progressive coastwise and intercoastal 
shipping is essential to the progress and safety of our country, but that in recent 
years this branch of the American merchant marine has not received the at- 
tention or consideration it deserves. The Congress and the authorities con- 
cerned with American shipping have constantly had under consideration and 
discussion ways and means to promote a healthy and substantial American 
merchant marine but seem to have largely confined their attention to shipping 
on American oversea trade routes. It seems in some respects the fact has been 
overlooked that coastwise and intercoastal ship operations are comparably as 
much an important part of the Americn merchant marine as oversea operations. 
The vessels, facilities, and trained personnel involved have been and will be 
of great importance and value in times of emergency, and fill a definite need 
(perhaps inadequately since World War II) in the domestic transportation of 
the agricultural and industrial products of the Nation’s commerce. It must 
be obvious that the people of the United States are willing to provide sub- 
stantial aids to the American merchant marine in order that adequate service 











708 DECLINE OF COASTAL SHIPPING INDUSTRY 


on American trade routes be insured and that sufficient shipping is quickly 
available in emergencies to meet in large measure the Nation’s requirements 
All this applies to domestic shipping engaged in oversea trades. ; 

2. We consider legislation is needed along the following lines: 

a. The existence of the great number of certificates covering coastwise and 
intercoastal shipping which are not and for many years have not been used 
Should be canceled. These long-unused certificates tend to restrict the active 
carriers in the formulation of plans and arrangements for the best use and 
replacement of vessels and other facilities, and tend to discourage new carriers 
which may be needed on certain routes. 

a(1). Shippers have contended that certain intercoastal carriers now op- 
erating under common carrier certificates seem to be dominated or con- 
trolled by a few large shipper interests to such extent that smaller shippers 
find difficulty in obtaining space during those times when the volume of 
cargo moving is above normal. We think this situation should be investi- 
gated, and if corrective regulation or legislation is needed, it should be 
provided. 

b. We do not believe there should be any limitation imposed on subsidized 
American operators as to their operating in coastwise and intercoastal service, 
provided (1) the service they furnish is required by the public convenience and 
necessity; (2) subsidies are not paid as to the coastwise or intercoastal oper- 
ations unless Congress should find that subsidy of some kind and in some amount 
is necessary to the maintenance of coastwise and intercoastal shipping in the 
public interest. 

b(1). We advance the thought that American vessels subsidized in over- 
sea trade might actually be encouraged to engage in coastwise and inter. 
coastal operations when such needed service is not or cannot be provided 
by exclusively domestic carriers, as possibly being the only way the public 
needs can be met under such circumstances. 

ce. As to ship construction, reconversion, and betterment, research and de- 
velopment in coastwise and intercoastal shipping, it is our view that since our 
Government, and the public at large, considers the American merchant marine 
generally as an essential defense facility, and as something kin to a supple 
ment to the Navy, that some part of the cost of equipment and possibly other 
factors involved might well be assumed by our Government under proper con- 
trols and safeguards. This point Seems especially pertinent in view of the 
fact that domestic shipping is confined to American-flag vessels, whereas the 
owners of vessels so engaged are not permitted to transfer to foreign-flag 
registry in the event domestic traffic is insufficient to allow profitable operations, 

d. We think legislation should be enacted to provide that regulation of coast- 
wise and intercoastal shipping be returned to the U.S. Maritime Board, for the 
following reasons: 

(1) The Martime Board and Administration has been given large re- 
sponsibilities in the development and promotion of a substantial and pro- 
gressive American merchant marine, of which coastwise and intercoastal 
shipping is an integral part. 

(2) The operations and regulations involved parallel, in many important 
respects, those applying to territorial and foreign trade routes, presently 
under the jurisdiction of the Maritime Board and Administration, and thus 
serious duplication and conflict would be avoided. 

(3) The Interstate Commerce Commission is, and most probably must be, 
largely preoccupied with the enormous land transportation media; that is, 
the railroads, motortrucks, and the interrelated inland waterway carriers. 
The coastwise and intercoastal cargo volume, while of great public im- 
portance, is quite small in comparison with that handled by these other 
media. 

(4) Congress has not provided sufficient funds to the ICC to permit suf- 
ficient organization and facilities to properly handle the regulation involved 
in the enormous development of transportation in the United States. The 
result is that regulation is too slow and costly, and the transfer of coastwise 
and intercoastal regulation should really prove of benefit to those other 
insportant transportation media themselves, and the public interests as well. 

We think if regulation of coastwise and intercoastal shipping should be trans- 
ferred to the U.S. Maritime Board, that definite provision should be made for 
cooperation and ccordination with ICC where the interests coincide, or conftiets 
arise, as between coastwise and/or intercoastal shipping and the inland carriers 
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who must be regulated by the ICC. Some solution must be found to the prob- 
lems which arise in rate regulation where the coastwise and intercoastal carriers 
are in direct and vigorous competition with the rail and truck carriers, to the end 
that the rights and interests of all concerned are considered and protected. 

e. The question of allowing any of the transportation media to engage, finan- 
cially or operationally, in the other media is most troublesome. We fear if the 
rail and truck carriers are permitted to engage in coastwise and intercoastal 
shipping that sooner or later the water carriers would be pretty well absorbed, to 
the detriment of the public requirement for economical water transportation and 
needed defense facilities in times of emergency. At the same time, the providing 
of “store-door pickup and delivery” and possibly other facilities by the rail and 
truck carriers poses a competitive problem to the water carriers which will even- 
tually require some solution involving the question here under consideration. 
Under the circumstances we think legislative limitations should be imposed 
against cross ownership or operation as between the types of carriers, but which 
will not prevent or hinder the technical progress and developments which the 
carriers and the public are entitled to encourage and enjoy. Perhaps this might 
be accomplished by providing for controlled joint ownership and operations by 
the land and water carriers of certain facilities. This phase of the matter will 
probably require considerable study before suitable legislation can be formulated 
for consideration by Congress. 

f. As to the question of legislation concerning collective bargaining and the 
settlement and prevention of strikes, we do not consider there is much hope for 
overall general improvement as between the carriers and the unions unless there 
developed such curtailment of cargo transportation requirements that severe 
recession or depression would result, and to the extent that the unions lost much 
of the power they have gained through political developments over the past 20 
years. The shipping industry would not favor a development of that nature, of 
course, and the present consolidation of the major labor groups will undoubtedly 
further strengthen the major unions including those concerned with shipping. 
We do favor legislation, however, if legislation is required, to prevent compliance 
with unreasonable labor demands by subsidized carriers engaged in oversea 
trades, where any added costs are more or less automatically covered by subsidy 
as to such operators, but which compliance enables the unions to force such 
unreasonable demands onto unsubsidized carriers including those engaged in 
coastwise and intercoastal shipping. 

We are not attempting to comment on the issues set forth under questions 3 
through 10 for the reason that most of those questions relate to various condi- 
tions which existed before and after World War IT, or for considerable periods of 
time, whereas we have only been engaged in intercoastal shipping less than 1 
year. We are greatly interested in every one of these issues and will value any 
opportunity afforded us to hear or read the views and opinions of the other coast- 
wise and intercoastal carriers whose interests and problems we share. It is our 
desire to develop our domestic operations along constructive lines, and that we 
ean make some worthwhile contribution to a healthy and progressive domestic 
water transportation division of the American merchant marine. 


VESSEL REPLACEMENT 


11. The vessels we are presently using in intercoastal service are those en- 
gaged in our around-the-world eastward service, of which the eastbound inter- 
coastal voyages are one segment. We are using C—2, Victory, and C-1 \ ] 


ane ’ 4 i OMseis 


which are satisfactory in many respects but do not provide ail the facilities 
which could be used to advantage, such as tanks equipped to carry bulk liquids, 
refrigerated space, better speed, and larger cubic capacity to provide better 
stowage. 

12. We consider vessels of about 620,000 bale cubic, engines aft with speed 
of 18 knots, complete with facilities for carrying bulk liquids, refrigerated cargo, 
eminently suited for such service. Such vessels have substantial carrying capac- 
ity, and with engines astern much improved stowage of cargo can be accom- 
plished; their rated speed of 18 knots would permit service more in keeping 
with the desires and requirements of the trade; refrigerated space would be 
useful to the growing demand for carrying frozen foods; and deep tanks should 
permit a better chance of utilizing the deadweight capacity of the vessels as 
well as providing the trade with needed facilities of that natura. 

13. We hope to replace the vessels presently used in our around-the-world 
eastward service, of which, as mentioned, eastbound intercoastal voyages are 
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one segment, with nine vessels of the type mentioned in paragraph 13. We hope 
the purchase of these vessels can be arranged through the U.S. Maritime Admin- 
istration on terms and at prices to be negotiated. The age of our present vessels, 
to be thus replaced, varies from 9 to 11 years. 

14. If the apparent acquisition price for new ships were lower, it would 
greatly facilitate our replacement program and would be an encouragement to 
proceed more promptly with our plans, to the benefit of our operations and the 
trades we serve. 

GENERAL 


15. The fact that aboardship labor costs are so high, while freight rates are 
limited by the factor that rail carriers maintain competitive rates at lower levelg 
than they generally require, imposes severe and unreasonable burdens on all 
intercoastal and coastwise carriers. Those burdens are enormously increased 
by the exorbitant costs and inefficiency of longshore labor, especially at U.S. 
Pacific ports and particularly at Los Angeles. Some of the unions involved do 
not admit enough workers to provide the needed labor, entailing expensive 
delays, disrupted schedules, and excessive costs; and, further, the efficiency of 
such labor gangs as are available is toward the lowest for any of the major ports 
of the world. We think some means simply must be found to materially improve 
this situation if intercoastal shipping is to be maintained. 

It seems to us these problems are so severe and of such nature that the coast- 
wise and particularly the intercoastal carriers must look to our Government for 
assistance in finding and implementing effective solutions. 

Other problems, as to which Government might reasonable assist, concern 
more equitable taxation; a more realistic treatment of reserves for depreciation; 
better means of financing the purchase and replacement of vessels ; and steps to 
simplify and speed up regulation. There are various technical problems related 
to the loading, discharge, stowage, and handling of cargo on which coastwise 
and intercoastal operators are working, and concerning which the Maritime 
Administration is also moving. Better terminals and facilities are badly needed 
at many of our ports, on which the Government might consider taking joint 
action with State, municipal, and private interests, following, for example, the 
pattern of Government action in improving and deepening channels and harbors. 

16. Coastwise and intercoastal carriers, including our company, face these 
difficulties and problems daily in the conduct of business, and of flat necessity 
are studying every possibility open to them of meeting and solving these diffi- 
culties and problems. We cannot answer more completely on account of the 
short time we have been operating in these domestic trades, but we are endeavor- 
ing to bring to light every problem or difficulty involved, and are striving to 
find and utilize solutions open to us. We found the conference here referred to 
most helpful in this respect and hope further meetings will be arranged for the 
interchange of information and ideas, in which we will gladly participate. 

We do not as yet consider we are in a position to make constructive sugges- 
tions in answer to questions 17/19, other than the comments and opinions herein 
expressed, which we hope may be found of some interest and value. We hope 
to be more positive when we are further along, should opportunities arise for 
further exchange of information, ideas, and opinions. 


FEDERAL MARITIME Boarp, 
Washington, D.C., February 16, 1960. 
Hon. WARREN G. MAGNUBON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: In further reply to your letter of January 28, 1960, 
relating to domestic deepwater shipping, the information you requested is as 
follows: 

PROMOTIONAL STATUTES 


The Federal Maritime Board and Maritime Administration have promotional 
authority with respect to intercoastal and coastwise shipping under the following 
statutory provisions: 

(a) Section 509 of the Merchant Marine Act, 1936, as amended, mortgage 
aid and payment for the cost of national defense features in the construc- 
tion of new vessels for domestic trade. 
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(b) Section 510 of the Merchant Marine Act, 1936, as amended, trade-in 
allowance on an obsolete vessel toward the construction or purchase of a 
new vessel for domestic trade. 

(c) Section 511 of the Merchant Marine Act, 1936, as amended, construc- 
tion reserve fund tax deferral of proceeds from sales of vessels and in- 
demnities on account of losses of vessels to be used for acquisition, construc- 
tion, reconstruction, or reconditioning of new vessels for domestic trade. 

(ad) Title XI of the Merchant Marine Act, 1936, as amended, mortgage 
insurance aid for the construction, reconstruction, or reconditioning of vessels 
for use in domestic trade. 

(e) Title XII of the Merchant Marine Act, 1936, as amended, war risk 
insurance for and in connection with vessels engaged in domestic commerce. 

(f) Sections 211, 212, 715, and 716 of the Merchant Marine Act, 1936, as 
amended, research, development, trial, and testing in connection with ad- 
vances in marine and related technology. 

(g) Section 8 of the Merchant Marine Act, 1920, as amended, port 
development. 

(h) Section 5(e) of the Merchant Ship Sales Act of 1946, as amended, 
charter of reserve fleet vessels where privately owned vessels are not avail- 
able for use in an inadequately served service. 


OTHER STATUTES 
Under sections 9 and 37 of the Shipping Act, 1916, Maritime Administration 
approval is required for transfer of U.S. privately owned vessels, including 
those engaged in domestic trade, to foreign ownership or registry. 
With regard to sections 509 and 510 of the Merchant Marine Act, 1986, as 
amended, no new construction of dry-cargo vessels for use in domestic trade 
has occurred in recent years in connection with these sections. 


TITLE xI 


Under title XI of the Merchant Marine Act, 1956, as amended, the Maritime 
Administration has the following ship mortgage insurance contracts in force 
in connection with vessels for the domestic deepwater trades: 

(a) $2,490,000’ for the conversion of a 5,943-deadweight-ton C-2 type 
vessel to a containership ; 

(b) $780,000* for the reconversion of a 14,860-deadweight-ton C4—-S-A4 
type vessel ; 

(c) $6,684,900* for the construction of two 2,100-deadweight-ton roll-on, 
roll-off type containerships. 

Pending applications for ship mortgage insurance include— 

(a) $91 million’ for the construction of four 19,813-deadweight-ton lift- 
on, lift-off cargo vessels ; 
(b) $66,500,000* for the construction of four 16,550-deadweight-ton 
container ships ; 
These applications are now in the process of economic and financial analysis by 
the Maritime Administration staff. 

In addition, a letter of intent has been received relating to an application for 
mortgage insurance in connection with $22 million* for the construction of four 
16,000-deadweight-ton containerships. 


CONSTRUCTION RESERVE FUNDS (SEC. 511) 


As of January 1, 1960, there was $14,609,429.34 on deposit in section 511 con- 
struction reserve funds belonging to nine corporations. Approximately $11.6 
million of this amount is for the account of American-Hawaiian Steamship Co., 
which is proceeding with plans for the construction of four ships for operation 
in intercoastal trade. 


CHARTERS 


Vessels chartered under the provisions of the Merchant Ship Sales Act of 1946 
for use in the coastwise and intercoastal trade reached a peak of 47 in 1949. As 





1Estimated mortgage loan. 
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private vessels have become available for charter, this number has declined as 
follows: 


Vessels Vessels 
its sa cp albania tse app bias i Ri asin bk akg iciiceninen emanate 1 
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a a oS) 1056... ei SS a a ct ait 0 
a i ar ieee et enema 0 


PORT DEVELOPMENT 


The Maritime Administration has consulted with and advised local communi- 
ties on port development problems ; encouraged new construction and moderniza- 
tion of port facilities, particularly general cargo terminals; assisted in and 
encouraged standard design criteria for general cargo facilities and in profes- 
sional research and study of general cargo handling systems and methodology, 
including the shoreside facilities for special-purpose ships (roll-on, roll-off and 
lift-on, lift-off) ; it has encouraged and participated in the preparation of port 
technical information and guides, and has disseminated such information to 
U.S. port authorities to assist them in improving the administration, operation, 
and development of their ports. 


RESEARCH AND DEVELOPMENT 


Under the Maritime Administration research and development program, the 
following activities applicable to domestic shipping have been engaged in: 


Liberty conversion 


This program resulted in conversion of four Liberty ships to test the feasibil- 
ity of upgrading this segment of the national defense reserve fleet, and promoted 
the development of new types of propulsion machinery and cargo handling gear. 
The program was successful not only in proving that these ships can be upgraded 
but also in the experimental machinery and gear. New machinery included a 
diesel, open-cycle gas turbine, and a free piston gas turbine. In addition, a 
controllable-pitch propeller, crane-type cargo gear, and mechanical hatch covers 
were developed and thoroughly tested. 

Component development and special studies 

This activity includes engineering and operations research leading to the devel- 
opment of new designs, new methods of construction, new types of equipment for 
vessels, and more economical operating techniques. The entire effort is geared 
to providing for a competitive merchant fleet composed of the best equipped, 
safest, and most suitable types of vessels. 

Working in concert with the National Academy of Sciences, determination is 
made as to specific priorities and the best method of accomplishing the desired 
objectives. There follows a general description of the types of research which 
the Maritime Administration is sponsoring under this activity. 

Design agents 


Contracts were awarded to design agents for preparation of contract plans 
and specifications for standardized ship designs developed by the Maritime 
Administration. These designs included the Clipper, Seafarer, Bulk Carrier, 
and Freedom class vessels. 

Cargo handling 


Studies are being made to determine critical factors and remedial measures to 
reduce current ship turnaround time. All aspects of costs and methods of load- 
ing and unloading ships are being investigated. Of major potential in this area 
is the prospect of containerized cargo and automatic loading devices. 

Ship structure 


Included herein is research to reduce the incidence of structure failures: 
hydrodynamic studies relating to seakeeping characteristics, strains, and stresses 
encountered by ships at sea; development of self-recording instrumentation for 
this purpose; and determination of techniques and methods of measuring and 
predicting the magnitude of propeller-excited vibration. 
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Special studies 

(a) Roll-on, roll-off ships: Studies to determine design criteria for shoreside 
facilities, cargo-handling methods, and space versus speed construction cost data. 

(b) St. Lawrence Seaway: Engineering study of the effect on ship design of 
the opening of the seaway. 

(c) Operational costs: Studies of ship manning cost, including the effect of 
automatic controls; maintenance work in ports; improved quarters, subsistence, 
and lodging services ; and general shipboard operations. 

Safety at sea and navigational aids 

Included herein are accident and safety studies; research in human engineer- 
ing; and development of techniques and devices to promotes safety at sea. Proj- 
ects presently under consideration relate to improved radar and communication 
systems. 

Advanced concepts 


Includes research and development of ships capable of higher sustained speeds ; 
commercial submarines; hydrofoils, and ground effect craft. Our efforts in this 
field have resulted in awarding a contract this year for construction of an S0-ton 
hydrofoil research craft capable of 60 to 80 knots. It is anticipated that this 
craft will prove the potential of the hydrofoil concept for ocean transportation 
and form the basis for development of larger craft to meet requirements of the 
industry. 

Nuclear research and development 


Attention was placed on this area of research with the beginning of the NS 
Savannah project. A new field was opened up, ranging from studies required 
to resolve operational and regulatory problems, developing new reactor con- 
cepts, proving the commercial potential of nuclear propulsion, developing shore- 
pased facilities, and investigating advanced ship designs capable of making the 
most advantageous use of nuclear power. 

Maritime gas-cooled reactor 


This is a joint project sponsored by the Maritime Administration and Atomic 
Energy Commission for the development of a gas-cooled reactor system. Design 
studies completed in 1957 indicated that a high temperature gas-cooled reactor 
with a closed-cycle gas turbine offers the greatest chance for eventual low-cost 
propulsion power. The joint program is aimed at proving out this concept for 
merchant ship application through the experimental operation of a land-based 
prototype plant of this type. 

Under General Order 75 (Revised) the Maritime Administration makes avail- 
able hull, protection and indemnity, and crew life and personal effects war risk 
insurance as specified in section 1208 (a), (d), (e), and (f) of title XII in con- 
nection with vessels engaged in domestic commerce. 


INTERVENTION 


The Federal Maritime Board, acting pursuant to the maritime policy, spelled 
out in title I of the Merchant Marine Act, 1936, by which the Board is charged 
with the duty, among others, to foster the development and encourage the main- 
tenance of a merchant marine sufficient to carry the domestic waterborne com- 
merce of the United States and capable of serving as a naval and military 
auxiliary in time of war or national emergency, has intervened before the 
Interstate Commerce Commission on behalf of domestic water carriers in the 
following instances: 

1. December 28, 1951: ICC-I&S Docket No. 5946, In the Matter of Cancellation 
Routing, Ocean Steamship Co. of Savannah, FMB intervened in opposition to 
proposed cancellation of joint water-rail routes ; 

1. January 28, 1952: ICC Oocket No. W-896 (Sub. No. 9), Application of New- 
ter Steamship Corp. FMB intervened supporting application for permanent 
authority to transport crude sulfur in bulk from gulf ports to North Atlantic 
ports ; 

3. December 29, 1952: ICC Docket No. W-543 (Sub. No. 3), Application of Sea- 
train Lines, Inc. FMB intervened supporting application for permanent authority 
to transport general commodities between New York, N.Y., and Savannah, Ga.; 
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4. December 13, -954: ICC Docket No. MC—F-5647, McLean Trucking Com- 
pany, S. C. Loveland Co., Inc.—Control and Merger. FMB intervened in support 
of proposed trailership service ; 

5. March 21, 1959: Newsprint Paper-British Columbia, Washington & Oregon 
to California, the FMB submitted a memorandum to the Interstate Commerce 
Commission supporting Coastwise Line, Inc., protest for suspension of Pacifie 
South Coast Freight Bureau Tariff, 1-S, ICC 1352 (proposed reduction in raj] 
rates) ; 

6. May 20, 1959: ICC Docket No. W-543 (Sub. No. 5), Application of Seatrain 
Lines, Inc. FMB supported application for temporary authority to institute sery- 
ice between Savannah, Ga., and New Orleans, La. ; 

7. July 16, 1959: ICC Docket No. 32816, Matter of Canned Foodstuffs, Florida 
to the North. FMB intervened in support of Pan-Atlantic Steamship Co. protest 
of proposed reduction in rail rates; 

8. January 25, 1960: ICC Docket No. 33234, Canned Goods, Pacific coast to 
Eastern points. FMB directed appearances of its district counsel, San Francisco, 
at hearing of protest by Luckenbach Steamship Co., Inc., of proposed reduction 
in rail rates. 

OTHER JURISDICTION 


Under sections 9 and 37 of the Shipping Act, 1916, the Maritime Administration 
exercises control over transfers of U.S. privately owned vessels to foreign own- 
ership or registry. The Maritime Administration, in approving the transfer of 
a vessel under these provisions, considers the need for retention of the vessel 
involved under the U.S. flag, or U.S. ownership and also considers the extent to 
which the United States will have effective control over the transferred vessel or 
the foreign owner. 

This summary of our authority and activities will be supplemented by a state 
ment to be presented on behalf of the Federal Maritime Board and the Depart- 
ment of Commerce, regarding the decline in this country’s coastwise and inter. 
coastal shipping industry, at the hearings scheduled for February 17, 1960. 

Sincerely yours, 
CLARENCE G. Morse, 
Chairman, Federal Maritime Board, Maritime Administrator, 





LAW OFFICES, 
DONOGHUE, RAGAN & MASON, 
Washington, D.C., March 11, 1960, 
Re Coastwise Line. 
Hon. WARREN G. MAGNUSON, 
U.S. Senate, Washington, D.C. 

Dear SENATOR MAGNUSON: In the recent hearings involving the coastwise and 
intercoastal trade, Coastwise Line submitted a statement indicating its serious 
financial position. Since that time, as you undoubtedly know, the company has 
terminated its services in the coastwise trade and has chartered its vessel to 
Matson Navigation Co. Without any doubt, the major cause of the company’s 
serious financial condition is the Interstate Commerce Commission’s authoriza- 
tion of selective rate cutting by the competing railroads. The Pacific coast no 
longer has a common carrier service by water. 

I enclose a copy of a letter Coastwist Line has submitted to its creditors. 
Perhaps you would like to make this letter a part of the record of the hearings 
involving the coastwise and intercoastal operators. Coastwise Line sincerely 
hopes that its martyrdom will serve as a sufficient example to the Congress of 
the United States to have that body cause a change in the attitude of the Inter- 
state Commerce Commission. Coastwise Line stands ready to assist your com- 
mittee in every way possible to help in the fight for survival of the remaining 
carriers in the trade. 

We sincerely appreciated the opportunity to appear before your committee 
in the recent hearings, but unfortunately it was too late to help Coastwise Line, 

Very truly yours, 
WILLIAM F. RAGAN, 
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COASTWISE LINE, 
San Francisco, Calif., March 1, 1960. 
To the Creditors of Coastwise Line: 

A meeting of the major creditors of Coastwise Line was convened at the com- 
pany’s offices, 141 Battery Street, San Francisco, Calif., on Tuesday, February 
93, 1960, at 2 p.m. The creditors present represented a majority in interest of 
the unsecured claims against Coastwise Line. 

At the present time the company has approximately $2.9 million of unsecured 
ereditors’ claims outstanding, some of which may be priority claims or entitled 
to maritime liens. This amount does not include approximately $1 million of 
indebtedness secured by the first or second preferred ship mortgages on the 
Coast Progress. The major creditors who were invited to attend this meeting 
represented approximately $1.7 million of claims. The purpose of the meeting 
was to solicit the cooperation of the major creditors in working out a program 
for the possible rehabilitation of the company’s finances. 

A report was given to the creditors by Robert Setrakian, the company’s presi- 
dent, on the company’s current financial position and its prospects. The presi- 
dent reported that the company had been unsuccessful in its efforts to obtain 
long-term contractual commitments from its principal shippers for the carriage of 
their cargo at compensatory rates. 

The president pointed out that the company’s present financial difficulties arise 
as the result of a policy of the Interstate Commerce Commission to permit the 
railroads to effectuate selective cargo rate reductions as a competitive device. 
The collateral effect of this policy of allowing railroads to reduce rates on 
specific commodities has been a reduction in the cargo rates received by the 
company for the shipment of its principal commodity, i.e., newsprint, from 
approximately $18 per ton to the present prevailing rate of approximately $14 
per ton. These rates are noncompensatory and have involved the company for 
the past several years in substantial operating losses. The company’s shippers 
have, of course, been the principal beneficiaries of this ICC policy. At the 
present time the company's deficit in net worth reflected on its books is approxi- 
mately $1 million. Hearings have recently been held in Washington, D.C., at 
which representatives of the shipping industry have testified to the disastrous 
effect that the ICC’s policy has had not only on this company, but on the entire 
coastwise and intercoastal steamship industry. Our information is that not one 
steamship company engaged in the coastwise or intercoastal trade today is 
operating in the black. 

In view of the failure of our two major shippers to agree to long-term ¢sr- 
riage contracts at compensatory rates, the company’s management has deter- 
mined that the best hope for maximizing creditors’ recoveries on claims against 
the company lies in the chartering of the company’s vessel, the Coast Progress. 
This means, at least temporarily, abandonment of the company’s coastwise ship- 
ping operations. The company’s management feels that the market for ship char- 
tering should improve and that the best immediate policy is to time-charter the 
vessel on charters of 60 to 90 days’ duration in anticipation of an increase in the 
charter market. At the end of one of these 60- to 90-day periods, the company’s 
management feels that a long-term charter of the vessel could then be negoti- 
ated on terms more favorable than are presently available. 

To place this program in operation, the company has negotiated a time-charter 
with the Matson Navigation Co. for two voyages to Hawaii at the rate of $90,- 
000 per month. It is anticipated that the duration of this charter will be 45 to 
60 days. The Maritime Administration has approved this charter and has also 
granted to the company a moratorium on payments of principal on the first pre- 
ferred ship mortgage which the Maritime Administration holds, as has also the 
Bank of New York with respect to the principal payments on the second pre- 
ferred ship mortgage held by it. 

The result of discontinuing the coastal shipping operations which were re- 
sulting in heavy operating losses to the company, and converting to an offshore 
operation is that the company’s losses have been halted and the company will 
be able to operate for the duration of this charter on a break-even or better basis. 
The company has closed all of its offices except the San Francisco office and two- 
thirds of the company’s employees have been released, thereby substantially re- 
ducing its current expenses. The 60-day breathing spell which the company will 
enjoy during the life of this charter will afford the company an opportunity to 
formulate further plans for the liquidation of creditors’ claims. 


60470—60-——_46 











716 DECLINE OF COASTAL SHIPPING INDUSTRY 


At the meeting the president pointed out that if the company were to be 
liquidated in bankruptcy, creditors could probably expect to receive on their 
unsecured claims perhaps as little as 10 to 15 percent. He also pointed out 
that any creditor who attempted to receive preferential treatment by initiation of 
action against the company would only precipitate the filing of either bank- 
ruptcy or chapter proceedings. The company’s attorney pointed out to the creq- 
itors present that the usual experience is a smaller realization on creditors’ claims 
if court proceedings must be resorted to than if a voluntary creditors’ arrange. 
ment can be effectuated. He pointed out, however, that the success of volun- 
tary creditors’ arrangement depended largely upon a unanimity of feeling among 
the creditors that maximum realization on creditors’ claims can be better se- 
cured through a voluntary arrangement rather than through the expensive and 
cumbersome machinery of the Federal courts. 

At the conclusion of the president’s presentation of the company’s position, a 
resolution was moved, seconded, and unanimously carried by all creditors present 
and voting (one creditor abstaining) to the following effect: 

1. That the creditors present extend a vote of confidence to the company’s 
management. 

2. That the creditors present approve the management’s plan for the charter- 
ing of the vessel Coast Progress to the Matson Navigation Co. for $90,000 per 
month for two voyages to Hawaiii and return. 

3. That the creditors approve such measures as the company’s management 
may in its discretion determine to be necessary to secure the release of the vessel 
for delivery to the Matson Navigation Co. 

4. That the measures which the company is taking to secure its financial re- 
habilitation be publicized and that all unsecured creditors of the company be 
informed of these remedial steps. 

It was the consensus of the meeting that the company’s management should be 
given a 60- to 90-day breathing spell in which to attempt to work out a plan for 
the long-term chartering of the vessel on the most favorable terms obtainable. 
The opinion was voiced by several creditors present that an immediate dissolu- 
tion and liquidation of the company would be disastrous to the position of the 
general creditors and that little or no recovery could be anticipated; that the 
creditors had no intelligent alternative but to cooperate with the company’s man- 
agement in its attempts to maximize creditors’ recoveries by the chartering of 
the vessel; and that the major creditors should use their weight and influence 
with the smaller creditors to attempt in the interest of all to permit the formu- 
lation of an orderly plan which will avoid the usual shrinkage of creditors’ 
recoveries normally attendant to the initiation of court proceedings. 

The meeting of the principal creditors was adjourned until Thursday morn- 
ing, February 26, 1960, at 10 a.m., in order to allow the major creditors the oppor- 
tunity to review and to consider the financial information supplied at the 
meeting by the company’s management. 

At the adjourned meeting of the principal creditors held on Thursday, Febru- 
ary 25, 1960, at 10 a.m. in the company’s offices, the company’s management pro- 
posed the following plan: 

1. That all unsecured creditors of the company be circularized in an attempt 
to work out a voluntary creditors’ arrangement. 

2. That a creditors’ committee to consult with management be appointed con- 
sisting of three representatives; one of whom would represent creditors holding 
claims in excess of $25,000, one of whom would represent creditors holding claims 
less than $10,000 in amount, and one of whom would represent creditors holding 
claims varying in amounts between $10,000 and $25,000. 

3. That all general creditors as of the close of the company’s business on Feb- 
ruary 29, 1960, be requested to execute with respect to claims accruing on or prior 
to that date a “standstill” agreement pursuant to which they will agree not to 
commence any action against the company for the collection of their claims. 

4. That the voluntary creditors’ “standstill” agreement will become effective 
upon the receipt of approvals from creditors holding at least 90 percent in 
amount of the unsecured and undisputed claims against the company, and at 
least 75 percent of the number of creditors. 

5. That the participating creditors will agree to the following: 
(a) That within 90 days following the approval by the requisite majori- 


ties in amount and number of claims the company will pay 100 percent of the 


first $500 of each participating unsecured creditor’s claim. Thus, all credi- 
tors holding claims of $500 or less will receive under the suggested plan 100 
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percent in amount of their claim. This will eliminate the claims of approxi- 
mately 165 of the total of 365 creditors, and will require approximately 
$125,000. 

(b) That thereafter all priority claims, determined to be such by the cred- 
itors’ committee, will be paid 100 percent of the amount of such priority 
claims as quickly as the company’s financial position will permit. 

(c) All other creditors, with respect to the amount of their claims in ex- 
cess of $500 will accept the company’s unsecured promissory note for the 
balance of such claims, which notes shall mature 5 years after the date of 
issuance thereof and which notes, along with all notes of like tenor and 
character, shall be entitled to interim installment payments in an aggregate 
amount equal to 75 percent of the company’s net available cash flow, which 
for such purpose shall be defined as the excess of the company’s cash receipts 
over the sum of (1) its cash operating expenses, taxes, and current claims 
(i.e., those accruing subsequent to March 1, 1960), (2) the amounts required 
to be paid on senior secured indebtedness, and (3) the amounts necessary to 
pay creditors holding priority Claims and the first $500 of other unsecured 
claims. 

A creditors committee was appointed at this meeting to formulate with the com- 
pany’s management a definitive proposal. The members of this committee are 
Robert E. Mayer, manager of sales, Pacific coast, Todd Shipyards Corp., repre- 
senting creditors whose claims total $25,000 or more; George Grant, chairman of 
the board, C. J. Hendry Co., representing creditors whose claims total $10,000 to 
$25,000; and Thomas T. Lunde, naval architect, representing creditors whose 
claims total $10,000 or less. 

A copy of a proposed voluntary creditors’ extension agreement is enclosed. 
You are requested to execute and return one of the attached consents to the com- 
pany’s management in the self-addressed, stamped envelope enclosed for the pur- 
pose, and to retain the second copy for your files. In the event that acceptances 
are received from a suflicient majority of creditors to make this arrangement 
feasible, immediate steps to implement the proposal will be taken. This pro- 
posal has already received the endorsement of the creditors committee and the 
creditors of the company whose names are set forth at the foot of this letter, the 
aggregate amount of whose claims exceed $1.5 million, a majority in amount of 
all outstanding claims. Your cooperation in this matter is earnestly requested. 

Very truly yours, 

COASTWISE LINE, 
By R. SETRAKIAN. 
CREDITORS COMMITTEE, 
Rosert E. MAYER. 
GEORGE GRANT. 
THOMAS T. LUNDE. 


Pacific Far East Line, Inc. Puget Sound Alaska Van Lines 
West Coast Terminals Co. of California U.S. Lines Co. 

Todd Shipyards Corp. Socony Mobil Oil Co. 

Moore Dry Dock Co. Esso Export Corp. 

Rothschild’s Alaska Stevedoring Co. Emett & Chandler 

Pacific Ship Repair John F. Forbes & Co. 

San Francisco Port Authority Shipowners & Merchants Towboat Co. 
W. J. Jones & Sons Transpacific Freightways Corp. 
C. J. Hendry Co. Union Oil Co. 

Puget Sound Tug & Barge Co. Dorr, Cooper & Hays 

Hvoper Printing & Lithograph Co. Thomas T. Lunde 

Dahl Beck Electric Co. O’Hanrahan Pacific Agency 
Haviside Co. Don-Em Travel Service 
Donoghue, Ragan & Mason Petrucela & Co. 


Agreement made as of March 1, 1960, between Coast-Wise Line, an Oregon 
corporation having its principal office and place of business in the City and 
County of San Francisco, State of California (hereinafter called the “Debtor’”) ; 
and Mr. Robert E. Mayer, Manager of Sales, Pacific Coast, of Todd Shipyards 
Corporation, Mr. George Grant, Chairman of the Board of C. J. Hendry Com- 
pany, and Thomas Lunde, Naval Architect, their successors as hereinafter 
provided (hereinafter called the “Committee’”’); and the creditors of the 
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Debtor who approve and accept the provisions hereof by separate consents 
delivered to the Debtor as herein provided, (hereinafter called the “Creditors”) ; 

WITNESSETH : , 

Whereas the Debtor desires to obtain an extension from its Creditors, as 
hereinafter more particularly set forth, of the maturities of their respective 
claims against the Debtor; and 

Whereas the Debtor is indebted to persons, firms and corporations who are 
parties to this Agreement in the amount set forth opposite their names, re. 
spectively, on the list of general creditors as of February 29, 1960 to be de 
livered to the Committee prior to the declaration of effectiveness of this Agree. 
ment; and 

Whereas the Debtor has an existing charter for the hire of its vessel known 
as the 8.S. Coast Progress from which and from similar charters hereafter 
from time to time negotiated by the Debtor, the Debtor believes it will be able 
to derive sufficient profits to provide for the liquidation of Creditors’ Claims 
to the maximum extent possible and the successful fulfillment of this Agree 
ment; and 

Whereas the Debtor has requested a forebearance on the part of such Creditors 
for such time and under such conditions as are hereinafter set forth in the 
hope that if such forebearance is granted the assets and earnings of the Debtor 
may prove sufficient to meet all of the Debtor’s outstanding obligations and 
liabilities to such Creditors and will tend to bring about a more prompt and 
entire liquidation of such indebtedness and keep the Debtor and its vessel in 
operation; and 

Whereas it is the considered opinion of all parties hereto that a forced 
liquidation of Debtor’s assets would be financially disastrous to the position 
of the Debtor’s Creditors; and 

Whereas the members of the Committee were selected at a meeting of the 
Creditors of the Debtor held at the offices of the Debtor in San Francisco, 
California, on the 25th day of February, 1960. 

Now, therefore, in consideration of the mutual promises and covenants of 
the parties hereto, it is stipulated and agreed as follows: 


AS TO THE DEBTOR 


1. Debtor shall, prior to or within 14 days following the acceptance hereof 
by the requisite majority in number and amount of claims, as hereinafter pro- 
vided, establish a new bank account into which shall be deposited all proceeds 
hereafter derived by the Debtor from the chartering of the 8. S. Coast Progress, 
and from which account all disbursements applicable to the chartering of such 
vessel shall be made and such further disbursements as are hereinafter au- 
thorized. From the amount of the funds so deposited, the Debtor shall pay 
all of the current expenses applicable to the charter, including without limita- 
tion all wages of the captain and crew of the vessel and all future contribu- 
tions required under the terms of collective bargaining agreements for union 
welfare, pension, and vacation funds. From the residual sums remaining in 
such account, the Debtor shall additionally withdraw any amounts required 
to be applied to any payments due under the first or second preferred ship 
mortgages on the S. 8S. Coast Progress to the extent that such payments are 
not waived, excused or deferred. Any remaining amounts shall be accumulated 
for distribution to the Creditors in accordance with the provisions hereinafter 
set forth. 

2. The Debtor shall from the current collections on its outstanding accounts 
receivable and liquidation of its other assets deposit such funds in its present 
bank accounts, and shall apply such funds as received, together with such funds 
as may be available thereafter from the proceeds of the charter of the SS. 
Coast Progress as provided in paragraph 1 of the following manner: 

A. Within ninety (90) days from the date of acceptance hereof by the re- 
quired majorities in number and amount of Creditors’ claims, the Debtor shall 
pay to each of the unsecured, nonpriority Creditors who are parties to this 
Agreement in full settlement of their respective claims existing as of February 
29, 1960 the following: 

(a) All participating Creditors holding claims of Five Hundred Dollars 
($500.00) or less shall be paid the amount of their claims in full within ninety 
(90) days after this Agreement shall be declared effective, if sufficient funds 
therefor have accumulated as herein provided. 
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(b) Concurrently with the payments hereinbefore authorized in subpara- 
graph (a), all participating Creditors holding claims in excess of Five Hundred 
Dollars ($500.00) shall receive against their respective claims payment of Five 
Hundred Dollars ($500.00), and shall thereafter receive further payments as 
set forth in subparagraph (c) hereinbelow. 

(c) Concurrently with the payment of the sums provided in subparagraph 
(b) above, the Debtor shall deliver to each of the participating Creditors whose 
claims as of February 29, 1960 aggregate more than Five Hundred Dollars 
($500.00), the Debtor’s nonnegotiable and non-interest-bearing promissory notes 
for the respective remaining balances due such Creditors after application of 
the Five Hundred Dollars ($500.00) payment hereinbefore authorized in sub- 
paragraph (b), which notes shall be in the form of the promissory note annexed 
hereto as Exhibit A, shall, among other matters, provide that the principal 
amount thereof shall be noninterest bearing until their maturity five years after 
the date of execution thereof, at which time such notes shall thereafter com- 
mence to bear interest at the rate of Five Percent (5%) per annum, and shall 
provide for interim installment payments consisting of the ratable portion repre- 
sented by each such note to the aggregate indebtedness evidenced by all notes of 
like tenor and character of an amount representing Seventy-Five Percent (75%) 
of the Debtor’s net available cash flow, which for such purpose shall be deemed 
to represent the excess, if any, of the Debtor’s cash receipts received from and 
after March 1, 1960 from the chartering or sale of the vessel and the liquidation 
of its present accounts receivable and other assets over the sum of— 

(i) All of the Debtor’s current cash operating expenses, taxes, and cur- 
rent claims (i.e., claims accruing subsequent to March 1, 1960), and 

(ii) All amounts required to be paid by the Debtor on senior secured 
mortgage indebtedness on the first and second preferred ship mortgages 
upon the S.S. Coast Progress, as to principal interest, and all other sums 
required to be paid under the terms of such mortgages, except to the extent 
that the payment thereof is waived, excused, or deferred by the holders of 
such mortgages, and 

(iii) The amounts required to be paid by the Debtor in accordance with 
the provisions hereof in satisfaction of the first Five Hundred Dollars 
($500.00) of participating Creditor’s claims as of February 29, 1960, and 
in satisfaction of priority claims as hereinafter provided. 

Such notes shall further provide that the holder thereof shall covenant with 
the Debtor and all other holders of notes of like tenor and character that if the 
Creditor’s extension herein proposed shall be approved by the majorities in 
number and amounts of Creditors’ claims herein provided, and if this Agreement 
shall be declared effective, such holder will not except as permitted herein, 
during the term of such note initiate any action for the collection thereof, nor 
libel the S.S. Coast Progress, nor seek by legal, equitable, or other process to 
attach, garnish, sequester, or levy upon any of the Debtor’s property or assets 
or to obtain the appointment of a receiver over the Debtor’s property, nor join 
in filing any involuntary petition to adjudicate the Debtor bankrupt or insolvent, 
except, unless, and to the extent such action shall be approved by the Commit- 
tee or by a majority in interest of the holders of all notes of like tenor and 
character. 

B. The Committee shall consider the claims of all Creditors who assert that 
their claims would in Bankruptcy or Chapter proceedings under the provisions 
of the Federal Bankruptcy Act constitute secured or priority claims, and the 
Committee shall determine the character, extent, nature, and rank of such alleged 
secured or priority claims. In the event of any dispute between the Committee 
and the Creditor asserting such secured or priority position, such dispute shall 
be referred to arbitration by a disinterested arbitrator selected by the President 
then in office of the San Francisco Board of Trade from a list of three names 
proposed to him by the Committee, and such arbitrator shall, if possible, be a 
member of the admiralty bar in active practice in the San Francisco Bay Area 
or an active or retired member of the California or Federal judiciary familiar 
with the subject of maritime liens and of the provisions of the Federal Bank- 
Tuptey Act, invalidating, preserving, and subordinating certain liens or preferen- 
tial transfers by insolvent debtors. 

Such arbitrator shall determine the character, extent, nature, and rank of 
such asserted secured or priority claim which would have obtained had the 
Debtor named herein on March 1, 1960 filed a petition for an arrangement under 
the provisions of Chapter 11 of the Federal Bankruptcy Act, and had the plan 
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for a creditors’ extension herein proposed been approved by a majority in number 
and amount of all classes of creditors affected by such plan and been finally 
confirmed by the Court in connection with such proceedings. The decision of 
such arbitrator as to the character, extent, nature and rank of any such dis- 
puted claim for secured or priority position shall be binding and conclusive upon 
all participating Creditors. The amount of such secured or priority claims shal] 
be paid in full from the first available funds received by the Debtor, subject 
only to the payment of current operating expenses, taxes, claims, and amounts 
required to be paid on senior indebtedness evidenced by preferred ship mortgages, 

3. The amounts set forth by Debtor as owing to Creditors on the list to be 
furnished to the Committee are only for the purpose of consummating this 
Agreement, and are not admissions of liability for any other purpose. The 
amounts so indicated may also be subject to setoffs or counterclaims of the 
Debtor against the Creditors whose claims are so listed. In the event of any 
dispute as to the existence, availability, nature, extent, or value of such setoffs 
or counterclaims, the Debtor and the Creditor involved shall submit such claim 
to arbitration by a disinterested arbitrator to be selected by the President then 
current in office of the San Francisco Board of Trade from a list of three names 
proposed by the Committee or, alternatively, with the consent of the Committee, 
the Creditor and the Debtor may litigate in any appropriate forum by any 
appropriate remedy the disputed question concerning such setoff or counterclaim, 
but the Creditors agree with the Debtor and mutually among themselves that 
any judgment obtained by any Creditor as a result of such litigation shall never- 
theless retain the same rank and priority as such claim had prior to the initia- 
tion of such litigation, that no attachment, garnishment, or execution shall be 
levied against any of the property or assets of the Debtor either prior to, during 
or subsequent to the pendency of such action, and that the benefit of any judg- 
ment when obtained by such Creditor shall be waived and suspended during the 
term of this Agreement and in any insolvency, arrangement, or reorganization 
proceedings which may subsequently be initiated under the Bankruptcy Act in 
the event that the plan for extension of present Creditors’ claims proposed 
herein shall be unsuccessful or frustrated by the actions of nonparticipating 
creditors. 

4. Debtor further agrees that if during the existence of this Agreement its 
profits or recoveries from the charter or sale of the S.S. Coast Progress or its 
collection from the liquidation of presently outstanding accounts receivable, 
claims, and other assets are sufficient to justify an acceleration of the distribu- 
tions to creditors hereinabove provided, then payments to Creditors shall, with 
the consent of the Committee, be accelerated to the maximum extent consistent 
with good business principles, the necessity for the retention of adequate working 
capital to finance the Debtors’ current operations, and to make adequate pro- 
visions against subsequent occurrence of possible acts of default in connection 
with the repayment of indebtedness secured by preferred ship mortgages on the 
S.S. Coast Progress. Such acceleration shall be made upon the recommendation 
of the Committee if approved by the Debtors counsel and accountants. 

5. The Debtor shall, until its obligations hereunder have been fully liquidated, 
promptly pay all taxes, wage claims, and other priority obligations when due. 

6. The Debtor shall employ the firm of John F. Forbes and Company as cer- 
tified public accountants during the existence of this Agreement to supervise the 
keeping of the books and records of the Debtor; and said accountants shall pre- 
pare an annual certified statement and shall furnish copies thereof to the Com- 
mittee. The Debtor will furnish to the Committee quarterly statements of its 
operations at the end of each quarter-year period, but such statements need not be 
certified. The Debtor will at the request of the Committee permit the Creditor- 
Advisor hereinafter provided for to examine Debtor’s books of account and other 
records. 

7. During the existence of this Agreement the Debtor agrees that it will not 
sell, mortgage, lease, charter, pledge, or otherwise dispose of any of its assets 
except in the regular course of business without the written consent of the 
Committee: provided, however, that the Debtor may liquidate its accounts re- 
ceivable if that be deemed necessary and may pledge the same as security for 
any new advances made to the Debtor by any financial institution; and pro- 
vided, further, that the Debtor in purchasing new equipment or repairing, reno- 
vating, provisioning, or supplying the S.S. Coast Progress may place or suffer 
to arise such liens or encumbrances upon said vessel as may be necessary to 
effectuate the purchase of such equipment or the repair, renovation, refurbish- 
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ing, or provisioning of the S.S. Coast Progress or as may arise as maritime liens 
in accordance with general maritime law, but Debtor shall promptly liquidate 
such liens or encumbrances from its current operating income as rapidly as is 
feasible. 

8. During the existence of this Agreement the Debtor shall not increase the 
present salaries of its officers and executives either individually or in the aggre- 
gate, without the consent of the Committee, and the Debtor shall not increase 
the wages and salaries of its other employees without the consent of the Com- 
mittee except as the result of any changes in currently prevailing wage scales 
affecting the West Coast steamship industry generally, either as a result of 
presently existing or subsequently negotiated collective bargaining agreements 
with unions representing the Debtors’ employees. With respect to the size of 
staff and other overhead expenditures required for the operation of the Debtor’s 
business, the Debtor’s management will consult with the Committee from time 
to time with the object of reducing overhead to the maximum feasible extent. 

9. Debtor agrees that it will at all times after the effective date of this Agree- 
ment and until the same be terminated, keep the personal property of the Debtor 
(including, without limitation, the S.S. Coast Progress), and any other personal 
property now owned or hereafter acquired by the Debtor during the period of 
this Agreement, properly insured against loss or damage through the usual mari- 
time perils customarily insured against by similar steamship companies with 
good and solvent insurance companies and in amounts equal to the full insurable 
value thereof, and Debtor agrees to pay the premiums on all of such insurance 
and to notify the Committee promptly of any cancellation or modification in 
the coverages of such policies which would materially or adversely affect the 
insurance protection afforded thereby. 

10. No single purchase of capital assets or purchase of any assets shall be 
made by the Debtor during the existence of this Agreement which require a 
payment by the Debtor in excess of Five Thousand Dollars ($5,000.00) in cash, 
unless such purchases shall be first approved by the Committee, and no repairs, 
renovation or reconditioning of the S.S. Coast Progress involving an expenditure 
or obligation in excess of Twenty-Five Thousand Dollars ($25,000.00) shall be 
authorized by the Debtor without the consent of the Committee. 

11. Debtor agrees to use its best efforts to obtain whatever waivers are nec- 
essary from the holders of its first and second preferred ship mortgages on the 
S.S. Coast Progress to prevent a declaration of any existing default in the 
terms of such mortgages, and to secure a continuation of the presently effective 
moratoria on repayments of the indebtedness secured thereby. 

12. The Debtor agrees to execute and deliver such agreements and other in- 
struments, notes, or other documents, as the Committee may require in order to 
carry out the purposes of this Agreement. 

13. The Debtor shall not during the existence of this Agreement pay any divi- 
dends upon its capital stock nor shall it purchase or otherwise acquire any of 
its outstanding capital stock, nor, except as contemplated by this Agreement, 
shall the Debtor pay off or otherwise retire any existing obligation unless re- 
quired by law or the terms of any present ship mortgage so to do, without the 
consent of the Committee; provided, that the Debtor may, with the consent of 
the Committee, make special arrangements for the liquidation of the claims of 
nonassenting creditors if the same may be done without prejudice to the feasi- 
bility of the plan proposed herein in the judgment of the Debtor and the 
Committee. 

14. The Debtor agrees that its directors and stockholders will, at meetings 
duly called, obtain the necessary approval of all action required to be taken by 
the Debtor under the provisions of this Agreement, as required by State law, 
and the Debtor will furnish the Committee with certified copies of the minutes 
of such meetings. 

AS TO THE CREDITORS’ COMMITTEE 


15. The Creditors’ Committee shall consist of representatives of three (3) of 
the Creditors and the composition of the Committee shall initially consist of the 
persons named in the first paragraph of this Agreement as the “Committee.” 
Any member of the Committee may act by proxy designated by such member 
in writing. In the event of the death, resignation, or inability of any member 
of the Committee to act, his successor shall be named by the surviving or re- 
maining members of the Committee, and the designation of such new member 
Shall be made by the filing of a letter to that effect by the Committee with the 
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Debtor. The Committee may by appointment add other representatives of the 
Creditors to its roster. 

16. The Committee shall be entitled to be represented at all regular and 
special meetings of the Board of Directors and of the stockholders of the Debtor 
by a Creditor-Advisor selected from the membership of the Committee. In the 
event that for any reason there should be a vacancy in the office of Creditor- 
Advisor, the chairman of the Committee shall fill said vacancy from among the 
membership of the Committee. The Creditor-Advisor shall receive reasonable 
notice of the time and place of such meetings. 

17. The Committee shall have the authority and power, for such reasons as 
may be deemed valid in the opinion of the Committee, to arrange all compromise, 
adjustment, or settlement of any claim against the Debtor, and to give the 
Debtor instructions respecting the payment thereof. 

18. Members of the Committee shall serve without compensation but shall be 
entitled to reimbursement from the Debtor for all expenses incurred by them 
in connection with their service on the Committee, including compensation to 
any counsel or accountants the Committee may engage to represent or assist it, 

19. Neither the Committee nor any member thereof, nor any of its agents, 
counsel, accountants, members, or staff shall be liable to the Debtor or to the 
several Creditors signatory hereto for any mistake of law or fact or any act or 
thing done or caused to be done or omitted to be done by the Committee or any 
of its members, agents, counsel, accountants, or staff, except for their own acts 
of willful fraud. None of such parties shall incur or be under any liability or 
obligation by reason of any act done or omitted to be done by any others of such 
persons. The Debtor and the several Creditors signatory to this Agreement 
hereby agree, jointly and severally, to save and hold harmless the Committee, 
and all of the members, agents, counsel, accountants, and staff thereof from 
any loss, expense, or liability whatsoever caused by or resulting from any act or 
thing done or caused to be done or omitted to be done by such Committee or 
any of such persons, or incurred, suffered or arising by reason of services on or 
rendered to or on behalf of the Committee, except any of such loss, expense, or 
liability resulting from the willful fraud of any of such persons. It is specifically 
understood that neither the Committee nor its members assumes any responsi- 
bility for the execution of the Agreement nor for the obtaining of the approval 
thereof by the requisite majority in numbers and amounts of Creditors. 

20. In the event that Debtor shall default in the payments to Creditors 
herein provided, or shall otherwise breach any of the conditions or provisions 
of this Agreement, ay if a proceeding under the Bankruptcy Act should be filed 
by or against Debtor, or if a receiver should be appointed for it in any court, 
or if an attachment, libel, or similar levy should be issued against the S.S. 
Coast Progress, or any other personal property of the Debtor in connection with 
any claim in excess of One Thousand Dollars ($1,000.00) in amount, and not 
be dissolved within a period of ten (10) days after the levy of the same, then 
the Committee may declare a default hereunder and may take any steps deemed 
necessary by the Committee to protect the interests of the Creditors or may by 
notice to the Creditors release the Creditors from their obligations hereunder, in 
which event to the maximum extent permitted by law, such Creditors shall be 
restored to their respective positions prior to the execution and approval of 
his Agreement: Provided, however, that fifteen (15) days written notice of 
intention to declare a default and to terminate this Agreement shall be given 
Debtor by registered mail so as to permit Debtor to advise any charterer of 
the S.S. Coast Progress of the imminency of such act; and provided further that 
in the event of any default in the making of payments as herein provided, 
the Committee may extend for a period not exceeding six (6) months from 
the due date of any payment the time for the making thereof, under such 
conditions as may appear to the Committee to be in the best interests of the 
Creditors. In the event that Debtor shall default in the payment to Creditors 
herein provided, the Committee may on fifteen (15) days written notice to the 
Debtor declare effective the acceleration clause in the deferred payment notes 
issued by the Debtor to the Creditors pursuant to the provisions of paragraph 2 
hereof. 

21. All action by the Committee shall be by a majority vote. The Committee 
may make such other rules for its guidance and operations as to the Committee 
may seem proper. The chairman, counsel, accountants, and Creditor-Advisor 
for the Committee shall perform such services as are usual and customary 
in the premises under the direction of the Committee. The Creditor-Advisor 
shall keep the Committee advised of any relevant action taken at meetings of 
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the Board of Directors and stockholders of the Debtor and shall counsel with 
the Debtor’s Board of Directors and stockholders but shall not have the right 
to vote at any such meetings, and in general shall act in the capacity of an 
advisor and liaison agent between the Debtor’s said Board and stockholders and 
the Committee. 

22. No waiver by the Commitee of any default or breach on the part of the 
Debtor shall be deemed a waiver of any subsequent default or breach nor shall 
such waiver be considered as an estoppel for any other purpose. 

23. In the event that the Committee should conclude that it is to the best 
interest of Debtor and Creditors that Debtor file a proceding pursuant to the 
provisions of Chapter X or Chapter XI of The Bankruptcy Act, and the Com- 
mittee directs Debtor to file such a proceeding, Debtor agrees to do so. Upon 
the entry of an order in such proceeding to the effect that the petition so directed 
to be filed has been properly filed and is approved by the Court, and the plan 
proposed therein confirmed, then the obligations of all the parties hereto as 
defined in this Agreement shall cease and this Agreement shall be deemed to 
have terminated; provided, however, that any parties entitled to compensation 
pursuant to the provisions of this Agreement shall be authorized to apply to 
the Court therefor. 

AS TO CREDITORS 


24. The Creditors will not, without the written consent of the Committee or 
the approval of the majority in interest of all participating Creditors during the 
existence of this Agreement institute any action at law or in equity upon their 
respective obligations, except to the extent permitted herein, nor will they file 
or join in the filing of any petition under The Bankruptcy Act or make any 
application for the appointment of a receiver, nor will they take any other steps 
to enforce the collection or payment of their respective obligations. Creditors 
who have heretofore brought any action in any court do hereby agree to dis- 
continue the same and to release any levies or attachments, garnishment or 
exceution heretofore made upon any of the property or assets of the Debtor. 

25. The Creditors hereby designate the Committee to act in their respective 
behalfs, for the purposes of this Agreement during the existence thereof, and to 
authorize the Committee to take such steps on behalf of the Creditors individ- 
ually or in the aggregate as appear to the Committee to be for the best interests 
of the Creditors. 

26. In the event that a proceeding under Chapter XI of The Bankruptcy Act 
shall be initiated as hereinbefore provided, and the same plan as proposed 
herein is proposed as an arrangement under the provisions of The Bankruptcy 
Act, each of the Creditors signatory hereto does by these presents hereby ap- 
prove said plan and consents thereto and accepts such plan and arrangement 
proposed by the Debtor, and such consent, approval and acceptance shall be 
effective regardless of whether this Agreement shall be approved by the majori- 
ties in number and amount of Creditors’ claims or declared effective. Each 
Creditor agrees, if the person executing this acceptance is a trustee, attorney, 
executor, administrator, guardian, officer of a corporation, or any other person 
acting in a representative capacity to furnish the Debtor with proper evidence 
of the authority of such person to act. Each of the Creditors signatory hereto 
hereby authorizes and directs the Debtor to file his consent at or before the 
first meeting of Creditors held or to be held in connection with any such arrange- 
ment proceedings. This acceptance of the proposed plan shall be revocable in 
writing, however, by the Creditor at any time prior to the confirmation of the 
said arrangement by the Court. Upon the Court’s approval and confirmation of 
the plan proposed herein in any such Chapter XI proceedings, the Creditors, 
in consideration of the dividends on the Creditors’ claims to be paid pursuant 
hereto, do hereby release the Debtor corporation from any and all claims, 
demands and causes of action of every kind, character, and nature arising out 
of all transaction between the undersigned and the Debtor prior to February 
29, 1960, except the right to receive dividends on such Creditors’ claims pursuant 
to the provisions of the confirmed plan herein proposed. 

27. All claims for merchandise sold, goods furnished, or services rendered to 
the Debtor on credit and delivered to the Debtor in the normal and regular 
course of business from and after March 1, 1960, shall be paid prior to the de- 
ferred payments due any of the Creditors herein, except the holders of the first 
and second preferred ship mortgages and the holders of any priority claims de- 
termined to be such in accordance with the provisions hereof. In the event of 
any voluntary or involuntary liquidation of the Debtor, such new claims for 
merchandise, goods, or services sold or furnished on credit and delivered to the 
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Debtor shall be preferred in full over the amounts of the presently existing in- 
debtedness of the Debtor to the Creditors holding unsecured or nonpriority claims 
as of February 29, 1960, remaining unpaid at the time of such event. 


GENERAL PROVISIONS 


28. All of the provisions of this Agreement shall be binding upon all of the 
parties signatory hereto, and the division of this Agreement into sections by 
designation is merely for convenience. 

29. This Agreement shall be binding upon the parties hereto and their several 
and respective legal representatives, successors, and assigns. 

30. This Agreement may be executed in any number of counterparts, each of 
which may be deemed an original and all of which collectively shall constitute 
a single instrument. 

31. The acceptance of the terms and provisions of this Agreement by a Credi- 
tor, in any manner or form recognized by the Committee, shall be deemed the 
execution of this Agreement by such Creditor. Acceptance of this Agreement, 
however, by Debtor shall be full and valid consideration for the execution of thig 
Agreement by any Creditor and subject to the specific provisions hereof. This 
Agreement shall be in full force and effect from and after March 1, 1960, whether 
or not accepted by all Creditors of the Debtor, provided that at least seventy-five 
percent (75%) in number and ninety percent (90%) in interest of the Credi- 
tors, exclusive of the holders of the first and second preferred ship mortgages, 
shall have accepted the provisions of this Agreement by March 15, 1960. For the 
purposes of determining whether this Agreement has been approved by the 
requisite majorities in number and amount of Creditors, the names and amounts 
of claims set forth in the list of Creditors delivered by the Debtor to the Com- 
mittee showing such claims as of February 29, 1960, shall be deemed conclusive 
for such purposes only, but shall not otherwise be deemed to constitute an 
admission of liability or for any other purpose. Upon receipt by the Debtor of 
acceptances of the requisite majorities in numbers and amounts of claims pro- 
vided herein, the Debtor shall notify the Committee and allow the Committee 
to inspect such acceptances. In the event that the Committee finds that ac- 
ceptances have been received from the requisite majorities in number and 
amounts of Creditors, and in the event that the Debtor has complied with all its 
obligations hereunder, the Committee shall certify to the Debtor the effective- 
ness of this Agreement and shall thereafter notify all Creditors of the approval 
hereof, unless in the unanimous opinion of the members of the Committee it 
shall appear to be futile to declare this Agreement effective. 

32. The Creditors shall be advised to evidence their acceptance of this Agree- 
ment by written notification directed to Coastwise Line, 141 Battery Street, 
San Francisco, California, Attention: D. J. Seid, Secretary-Treasurer. 

33. This Agreement shall terminate upon the payment in full by Debtor of all 
payments required to be made by Creditors under the provisions of this Agree- 
ment, and anything in this Agreement to the contrary notwithstanding, the 
Committee may declare this Agreement terminated forthwith in the event of 
the declaration of a default in the first or second preferred ship mortgage on 
the S.S. Coast Progress, if such default shall not be cured by the Debtor within 
the period allowed under the terms of such mortgages. 

34. If, as, and when the Debtor or anyone on behalf of the Debtor shall have 
made all payments required by the terms of this Agreement, then the Commit- 
tee shall return to the Debtor or other party or parties entitled to the same 
all security and all documents of any sort, kind, or description placed in the 
hands of the Committee to secure the fulfillment by the Debtor of the terms of 
this Agreement. 

35. In the event that the business assets or affairs of the Debtor shall be 
liquidated by or under the control of the Committee and shall produce an amount 
in excess of the obligations of the Debtor, any surplus shall be paid to the 
Debtor or to its successors or assignees. At any time directed to do so by the 
Committee, the Debtor agrees that it will surrender the S.S. Coast Progress 
to the United States Maritime Administration in accordance wih the provisions 
of the first preferred ship mortgage held by the said Maritime Administration 
for sale or other disposition, and in the event that any proceeds are derived by 
the Debtor from the disposition of such vessel by such means, said proceeds 
shall be applied to the satisfaction of Creditors’ claims in accordance with the 
provisions hereof. 
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In witness whereof, the parties have hereunto set their hands and seals at 
San Francisco, California, this First day of March 1960, but this Agreement shall 
pecome effective only upon certification by the Committee of its approval by the 
Creditors as herein provided. 

Debtor: 

COASTWISE LINE, 
By R. SETRAKIAN, 
President. 

Committee: 

Rosert E. MAYER. 

GEORGE GRANT. 

THOMAS T. LUNDE. 
Attest: 


D. J. Serp, Secretary. 


CoNSENT By CREDITORS OF COASTWISE LINE To AGREEMENT DATED MARCH 1, 1960, 
BETWEEN COASTWISE LINE, DEBTOR, ITS CREDITORS’ COMMITTEE, AND CREDITORS 


The undersigned Creditor of Coastwise Line, in consideration of the pro- 
visions of a certain Agreement dated March 1, 1960, and the signing of other 
Creditors of the said Agreement, does hereby consent thereto; Provided that this 
consent shall be effective if and only if similar consents and acceptances are 
received from at least seventy-five percent (75%) in number, and ninety percent 
(90%) in amount of claims, of other Creditors of Coastwise Line in accordance 
with the List of Creditors and their respective claims to be furnished by Coast- 
wise Line to the Creditors’ Committee in accordance with the terms of the 
aforesaid Agreement. 


Creditor 
BE sie kcteneei eee 
Its duly authorized agent 
ass) eh oe ee ee Address 


Amount of Claim 
ExuHrpit A 


DEFERRED PAYMENT PROMISSORY NOTE 


Diiatisie satcnsnantaistime a aigeanaaaaaaaee SAN FRANCISCO, CALIFORNIA. 
TENN cas ieeiceasatqmmicitbanbienaiadiae: bp Wop ariel. || chau pape peer et arcane , 1960 

For value received, Coastwise Line, an Oregon corporation, promises to pay 
We Sen eiccccti wl a ew ace cs nem cl ie the sum of 
I a cl cc rence ack taal Lis Se ah sie aac oe Deters (Sse eee) 


without interest, in lawful money of the United States, five (5) years after date 
of issuance hereof, at the offices of the maker in San Francisco, California. This 
note is issued pursuant to that certain Agreement made as of March 1, 1960, 
between Coastwise Line, its Creditors’ Committee, and its Creditors, all of the 
terms, conditions, and provisions of which are hereby incorporated herein by 
reference. In the event that the indebtedness evidenced by this note is not paid 
in full at or before maturity, or any extension thereof granted by the Creditors’ 
Committee pursuant to the aforesaid Agreement, the unpaid indebtedness then 
evidenced hereby shall thereafter bear interest at the rate of five percent (5%) 
per annum, payable annually in arrears on the anniversary date of the issuance 
hereof. 

This note is one of a series of notes of like tenor, date, maturity, and character, 
with only such variations as necessary to state the principal sum evidenced there- 
by, the number of such note, the name of the creditor to whom issued, and pos- 
sible priority status of portions of the indebtedness evidenced thereby. The 
maker hereof agrees to make interim installment payments on the aggregate 
indebtedness evidenced by all such notes of like tenor and character in an 
aggregate amount equal to seventy-five percent (75%) of the maker’s “net 
available cash flow” realized from and after March 1, 1960, which, for the pur- 
pose of this note and other notes of this series, shall be defined as the excess, if 
any, of the Debtor’s cash receipts received after March 1, 1960, from the charter- 
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ing or sale of the vessel S.S. Coast Progress and the liquidation of the Debtor's 
present and future accounts receivable and other assets over the sum of: 

(i) All of the Debtor’s current cash operating expenses, taxes and cur- 
rent claims incurred after March 1, 1960 (i.e., claims accruing subsequent 
to March 1, 1960) ; 

(ii) All amounts required to be paid by the maker after March 1, 1960, 
on senior secured mortgage indebtedness on the first and second preferred 
ship mortgages presently liens upon the vessel S.S. Coast Progress, as to 
principal, interest, and all other sums required to be paid under the terms of 
Such mortgages except to the extent that the payment thereof is waived, 
excused, or deferred by the holders of such mortgages ; and 

(iii) The amounts required to be paid after March 1, 1960, by the Debtor 
in accordance with the provisions of the aforesaid Agreement of March 1, 
1960, in satisfaction of priority claims as therein defined and the first Five 
Hundred Dollars ($500.00) of the claims as of February 29, 1960, of 
participating creditors as therein provided. 

The aggregate amount of such interim installment payments shall be applied 
‘atably among the holders of this note and similar notes of like tenor and 
character of this series, in the ratio that the unpaid indebtedness evidenced 
by each such note bears to the aggregate indebtedness evidenced by all such notes 
of this series. 

The holder hereof covenants and agrees with the Debtor and the holders of 
all notes of like tenor, date, maturity, and character that such holder will not, 
except as permitted under the terms of the aforesaid Agreement dated March 
1, 1960, during the term of this note initiate any action at law or in equity for 
the collection of the indebtedness evidenced hereby nor will such holder libel 
the S.S. Coast Progress, or seek by legal, equitable, or other process to attach, 
garnish, sequester, or levy upon any of the Debtor's property or assets, or join 
in the filing of any involuntary petition to adjudicate the Debtor bankrupt or 
insolvent, or make any application for the appointment of a receiver, nor take 
any other steps to enforce the collection or payment of the indebtedness evidenced 
hereby, except and unless and to the extent such action shall be approved by the 
Creditors’ Committee established pursuant to the aforesaid Agreement or by a 
majority in interest of the holder of all notes of like tenor and character. 

The holder hereof further agrees that, during the term of this note and any 
extension thereof, all claims for merchandise sold, goods furnished, or services 
rendered to the maker hereof on credit and delivered to the Debtor in the normal 
and regular course of business from and after March 1, 1960, shall be entitled 
in any bankruptcy liquidation, reorganization, or arrangement proceedings com- 
menced during such period, to priority over the indebtedness evidenced hereby, 
except any portion hereof which may in accordance with the provisions of the 
aforesaid Agreement be established as a priority claim, in which event such 
amount shall have the rank and priority as against existing or future creditors 
of the maker as may be determined by the Creditors’ Committee or by arbitration, 
as provided under the terms of the aforesaid Agreement. Except to the extent 
any portion of the indebtedness evidenced hereby is so established as a priority 
claim, the holder hereof hereby agrees that the indebtedness evidenced hereby 
shall be subject, subordinate and junior to the indebtedness evidenced by any 
claims accruing against the maker hereof from and after March 1, 1960, Provided, 
however, that nothing herein contained subordinating existing claims in in- 
solvency proceedings to future claims shall be deemed to prevent the maker 
hereof from making, or the holder hereof from receiving, payment of interim 
installments on the principal indebtedness evidenced hereby, or of the balance 
thereof upon the maturity hereof, in accordance with the provisions of the afore- 
said Agreement, nor to entitle any present or future creditor of the maker hereof 
to secure reimbursement from the holder hereof of any amounts theretofore paid 
by the maker hereof and applied to the principal indebtedness evidenced hereby. 

The maker reserves the right to pay from any of its available net cash flow not 
required to be ratably applied among the holders of all notes of this series all or 
any portion of the principal amount of this note or the indebtedness of the 
maker to any nonparticipating Creditor under the aforementioned Agreement, 
with the consent of its Creditors’ Committee, without making a similar payment 
or a pro rata payment upon any other note of this issue of deferred payment 
promissory notes. 

In the event of a default on the part of the maker hereof under any of the 
terms and provisions of this note or of the Agreement of March 1, 1960, herein- 
before mentioned, the Creditors’ Committee, or a majority in interest of the 
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holders of notes of this series of like tenor, date, maturity, and character may, 
on not less than fifteen (15) days written notice to the maker hereof, declare 
a default to exist hereunder and elect to accelerate the maturity of this note and 
all similar notes of this series, in which event the indebtedness evidenced hereby 
shall become forthwith due and payable after the date specified in such notice. 

Books for the registry hereof are kept at the offices of the maker. No transfer 
hereof shall be valid unless made on the maker’s books at its offices in San 
Francisco, California, by the registered holder hereof, in person, or by attorney 
duly authorized in writing, and similarly noted hereon. 

Payment to the registered holder hereof shall be a complete discharge of the 
maker’s liability with respect to such payment, but the maker may, at any time, 
require the presentation hereof as a condition precedent to such payment. 

No recourse shall be had for the payment of the indebtedness evidenced hereby, 
or for any Claim based thereon, or otherwise, against any incorporator, share- 
holder, officer, director, or attorney, past, present, or future, of the maker by 
reason of any matter occurring prior to the delivery of this note or otherwise, 
all such liability by the acceptance hereof and as a part hereof and as part 
of the consideration of this issue being expressly waived. 

In the event that any action shall be commenced for the collection hereof 
with the approval of the Creditors’ Committee or a majority in interest of the 
holders of all notes of this issue, the maker agrees to pay to the holder hereof, in 
addition to all other amounts due and payable hereunder, such sum as and for a 
reasonable attorneys’ fee and costs of collection as the Court may adjudicate in 
any such action or proceedings. 

COASTWISE LINE, 
GO on ictans nce adicks mate anes 


Attest: 


Secretary. 
REGISTRATION 


(No writing on this Deferred Payment Promissory Note except by an officer or 
an agent of the maker.) 

PRUE SOR IECCRRONY Jiccnieeiics Csi CS cob nim aaa cede 

In whose name registered 

a hte ES, Pa a a a a i a 

Registry officer 


SEATRAIN LINEs, INC., 
New York, N.Y., February 29, 1690. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Washington, D.C. 


DEAR SENATOR MAGNUSON: Since the hearings conducted by your committee 
on February 17, 18, and 19 on the decline of the coastal and intercoastal mer- 
chant marine, my attention has been drawn to the enclosed article from the New 
York Times of February 26, announcing cessation of service by the Coastwise 
Line, the last common water carrier serving the Pacific coast. 

This company was one of the four surviving coastal and intercoastal carriers 
which have been members of the Labor-Management Coastwise Conference, and 
its suspension of service reduces our number to three. I ask that this announce- 
ment in the New York Times be inserted in the record of your committee’s 
hearings, because I believe it further points up the urgency of prompt action 
by the Congress to halt the complete destruction of all coastal and intercoastal 
water service through predatory railroad rate cutting. 

May I take this occasion to further express my appreciation to you and the 
members of your committee for the spirit of public service which has prompted 
you to undertake investigation of this most important area. 

Sincerely yours, 
JOHN L. WELLER, President. 


CoastWIsSE LINE ABANDONS RoutTe—LAasT Pactric CARRIER BLAMES DESTRUCTIVE 
RATEMAKING PRACTICES OF RAILROADS 


San Francisco, February 25.—The Coastwise Line, the last offshore common 
carrier serving the Pacific coast, abandoned its route yesterday. 
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The company’s president, Robert Setrakian, described his line as “another 


carrier” that had been forced to succumb to “destructive railroad ratemaking” 
practices. 

He announced that the company’s sole remaining vessel the 14,860-deadweight 
ton Coast Progress had been chartered under “favorable” terms to the Matson 
Navigation Co. for overseas operations. 

“We hope to return to the coastwise trade when the destructive practices 
of the railroads are restrained and the rates can once again become compensa- 
tory,” he said. 

ICC IS ASSAILED 


The announcement was not unexpected. At hearings in Washington last 
week before the Senate Merchant Marine Subcommittee, spokesmen for the 
company said its current low state was due to “the attitude adopted by the 
Interstate Commerce Commission.” The company once operated six vessels, 

The ICC, the company’s vice president, Daniel J. Seid, said, had “winked” 
at ratesetting methods of the railroads. He declared those methods had sought 
to destroy coastal and intercoastal shipping. 

He noted that under the ICC’s administration of transportation regulations 
the Pacific coast freight service had dropped from 68 vessels to 4. Three of 
these ships are part of the Luckenbach fleet which is engaged in intercoastal 
service from the Pacific to the Atlantic and which is under severe financial stress, 

“In the spring of 1957 the railroads, through the process of selective ratecut- 
ting, zeroed in on our prime commodity, newsprint, and forced reduction of 
rates,” Mr. Seid testified. “At the same time the stock of Coastwise Line 
was selling at over $400 a share. Today each share of the company has a 
negative value.” 

BACKBONE OF TRAFFIC 


Newsprint, Mr. Seid pointed out, was the backbone of the company’s south- 
bound traffic from Washington to California. Beer provided the company’s 
main revenue in the northbound trade. 

Mr. Seid underscored the selectivity of the rails’ ratecutting by emphasizing 
that since 1952 the roads have had ten general rate increases. By August 1957, 
rail rates on newsprint rose to $22.60 a ton compared with the 1952 figure of 
$16.60 a ton. 

“Then the rails decided to go after the newsprint and thus to destroy their 
only water competition,” he continued. “They suddenly petitioned the ICC to 
allow them to reduce the rate to $16 a ton, less than the 1952 rate.” 

Similar tactics were used in destroying the backbone of the line’s northbound 
revenues, he said. 

Mr. Setrakian said “the hearings have come too late to save domestic water 
service for the west coast.” 

Nevertheless, he expressed the hope that something could be done to alleviate 
the situation of the three remaining carriers and that a basis for reestablishing 
other services could be found. 


INLAND EMPIRE WATERWAYS ASSOCIATION, 


Walla Walla, Wash., February 26, 1960. 
Hon, WARREN G. MAGNUSON, 


U.S. Senator, 
Senate Office Building, Washington, D.C. 


DEAR WARREN: Thank you most kindly for your letter of February 12, 1960, 
in which you indicated that record of the hearings before the Committee on 
Interstate and Foreign Commerce regarding the decline of the coastwise and 
intercoastal shipping industry would be kept open sufficient time for this associa- 
tion to file a statement following our board meeting on Monday of this week. 
Your cooperation in this regard is most sincerely appreciated. 

Enclosed herewith you will find letter setting forth our desires as authorized 
by unanimous action of our board of directors. 

With warm personal regards and best wishes. 

Sincerely, 


HERBERT G. WEST, 
Vxecutive Vice President. 
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INLAND EMPIRE WATERWAYS ASSOCIATION, 
Walla Walla, Wash., February 26, 1960. 
Re hearings on the decline of the coastwise and intercoastal shipping industry. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


DeaR SENATOR MacGnuson: After due consideration and by official action of 
the board of directors of Inland Empire Waterways Association in regular meet- 
ing the 22d day of February 1960, at Walla Walla, Wash., the association wishes 
to go on record in full support of the position of the American Association of 
Port Authorities, Inc., wherein they call upon the Interstate and Foreign Com- 
merce Committees of the Senate and House of Representatives to reexamine 
section 15a(3) of the Interstate Commerce Act and the administration thereof 
by the Interstate Commerce Commission. 

It was the consensus of the Board, after thorough discussion, that the Inter- 
state Commerce Commission, in recent hearings regarding the establishment of 
rates had not spelled out its responsibilities sufficiently and therefore the 
Congress of the United States should take action. The board of directors, there- 
fore, in unanimous action, resolved that, 

“The Inland Empire Waterways Association (1) is opposed to transportation 
rate regulation that permits selective rate cuts without reference to their effect 
on other types of transportation, (2) urges the amendment of the Interstate 
Commerce Act and particularly section 15a(3) to require that the effect of pro- 
posed rates on other types of transportation be a major consideration in the 
approval of rates, and (3) authorized its staff to take such action as it deems 
appropriate to advise Congress and appropriate governmental agencies of the 
policy herein expressed.” 

Respectfully submitted. 

HERBERT G. WEST, 
Executive Vice President. 





BEFORE THE INTERSTATE COMMERCE COMMISSION 
PETITION FOR SUSPENSION 


Effective date: March 3, 1960 and later. 
Tariff references: 





Carrier Supplement | Tariff No. I.C.C. No. 
No. 
New York Central_...-..-....- ois indies aes a teen eens aaa 154 903 308 
PEPEU MIME Soin wa ccndecde nda ckuccdstesahucundew ica hwiethe * 39 2143 | 3232 
RS 0 tatnneddaskink Ca iie ceekusee soe sd agledaigla Nts sd aC hei 100 5068-O 7677 
Erie. __- aches dicta andl ladle a Malic teineinae ibaa h heolies 65 1747 A-7852 
New York Central and New York, Chicago & St. Louis_ zal 15 | 486-M 6322 


Grand Trunk Western._._-- Gf EE ae oes, Sak eee 79 | db cee 261 


Commodity : Pig iron, carloads—minimum weight 112,000 pounds. 
Territory : 
From : Buffalo, N.Y. 
To: Chicago, Ill.-Gary, Ind. 
GREAT LAKES SHIP OWNERS ASSOCIATION, 
BISON STEAMSHIP Co. 
OGLEBAY NORTON Co., 
Columbia Transportation Division. 
CoprEer STEAMSHIP Co. 
GARTLAND STEAMSHIP Co. 
NICHOLSON TRANSIT Co. 
RoEN STEAMSHIP Co. 
JOHN H. EISENHART, Jr., 
RicHARD J. HARDY, 
Attorneys for Protestant. 
BELNAP, SPENCER, HArpY & FREEMAN, Of Counsel. 
Due date: February 23, 1960. 
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STATEMENT 


The probable impact of the reduced rail rate here protested upon the revenues 
of the rail and water carriers directly involved, and upon the continued avail- 
ability to the shipping public of an efficient transportation service, is such ag 
to make this case of more than passing interest. For the second time in as many 
months, official territory railroads propose to reduce, by more than 50 percent, the 
rate on pig iron moving from a principal eastern supply point—Buffalo, N.Y., in 
the instant case—to Chicago, Il. The proposed $6.27 per gross ton rate’ is 443 
percent of the present $14.16 rate. Effective December 1, 1959, the railroads 
were permitted, over protest, to make effective a $6.02 rate from Cleveland to 
Chicago. 

As will be developed below, the pressures upon eastern railroads to extend these 
reductions throughout official territory are already strong. Approval of the 
reductions here protested can only increase those pressures, and we are ad- 
vised the railroads have already made commitments for further reductions 
contingent upon the fate of the instant publication. 

The rail rate structure which is about to collapse accounted for a net contri- 
bution to official territory railroads’ income of more than $9 million in the most 
recent year for which data is available according to the Commission’s current 
“burden” study (statement 2-59 at p. 47). The gross revenues on rail handlings 
of pig iron within official territory in that year were slightly less than $17 
million. Thus, if the rate structure within official territory were to crumble in 
accordance with the pattern set by Cleveland and now proposed for Buffalo, a 
50 percent reduction in gross receipts could very nearly wipe out a $9 per year 
contribution to the revenue requirements of official territory railroads. 

This protest, however is not primarily motivated by a concern for the railroads’ 
need for revenue. While the Commission is, of course, obliged to prevent a reck- 
less and unnecessary dissipation of carrier funds (especially where these same 
railroads are almost continuously before the Commission demanding increases 
in other rates to subsidize their competitive rate wars), the principal concern of 
this petition is to preserve the undersigned water carrier interests from a frontal 
assault upon the most important single item of regulated traffic moving on the 
lakes. The publishing railroads are quite obviously willing to risk the loss of 
millions of dollars yearly in order to break the back of their historical com- 
petitors—the lake carriers. 

The Great Lakes Ship Owners Association is a group of certificated carriers 
by lake vessel engaged in the regulated transportation of various commodities 
between Great Lakes ports. One of its members, Columbia Transportation 
Division of Oglebay Norton, Co., is heavily dependent upon pig iron traffic. 
The loss or substantial curtailment of that traffic would be a crippling blow 
which would impair, if not destroy, its ability to continue to perform regulated 
transportation by water on the Great Lakes. Pig iron accounted for nearly 
half of Columbia’s total regulated tonnage and more than half its total revenues 
from regulated traffic in 1959. More significantly, it accounted for the vast 
preponderance of its inbound traffic into the port of Chicago and all ports on 
Lake Michigan. It is no exaggeration to say that Columbia’s performance of 
regulated water carriage into Lake Michigan and to the port of Chicago is almost 
entirely dependent upon the continued availability of the pig iron traffic. 

Essentially, the Great Lakes Ship Owners Association makes but one request 
of the Commission: Before permitting the rate structure upon this vital 
traffic to reach that stage where its collapse is inevitable, the Commission must 
convince itself that the water competition alleged to compel these reductions 
is in fact of sufficient intensity to warrant the drastic and potentially disastrous 
consequences which are sure to follow. Our request for protection against 
destructive competition rests securely upon the facts demonstrated below, that 
the transportation of pig iron by water between the lake ports here involved 
is inherently more economical than by rail, that the present lake rate fairly 
reflects that inherent economy, and that the rail rate proposed, while in excess 
of the incremental cost associated with the handling of pig iron traffic is sub- 
stantially below the fully distributed cost. The proposed rate is, in fact, only 
pennies higher than the $5.96 pig iron rate from Buffalo to Chicago which was 
in effect as of January 1, 1951. Protesting water carriers, therefore, ask the 


1 All rates, costs, and charges will be stated in amounts per ton of 2,240 pounds unless 
otherwise indicated. 
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Commission to exercise its power and obligation to safeguard and preserve the 
inherent economies of water transportation in accordance with the provisions 
of the national transportation policy. 

The genesis of the proposed $6.27 rate-——When the $6.02 rate from Cleveland 
to Chicago was under consideration by the railroads, it was opposed at a public 
hearing held in Buffalo on September 14, 1959, before the Freight Traffic Com- 
mittee, Central Territory Railroads, by various producers of pig iron at com- 
petitive points of origin. Mr. J.W. Croswell, traffic manager, Manufacturing 
Division of Republic Steel Corp., appeared at that hearing to urge the estab- 
lishment of a comparably reduced rail rate from that company’s plant at Buffalo 
to Chicago. Because they bear so directly upon the issue here, his presentation 
and the questions and answers it precipitated are reproduced in full as appendix 
Ahereto. The purpose of his appearance was to propose the $6.27 rate which the 
railroads have published in the schedules here protested. He stated that that 
figure was arrived at as follows: 

“The difference in the published common carrier water rates on pig iron to 
Chicago is 25 cents per gross ton, Buffalo over Cleveland. Therefore, if the 
proposed rate from Cleveland is based on the published common carrier water 
rate, the rail lines should establish a rate from Buffalo no higher than this dif- 
ference of 25 cents, namely, a rate a $6.27 per gross ton.” 

The competitive justification urged in support of the $6.02 rate from Cleve- 
land was not, however, common carrier lake vessel transportation. Rather it was 
predicated upon the asserted costs of private transportation in the SS Clifford 
Hood. The United States Steel Corp. asserted that it could transport pig iron 
in the Hood at through charges less than incurred either in the use of the com- 
mon carrier lake rate of the reduced $6.02 all-rail rate. This assertion was based 
upon an estimated cost of $1.80 per gross ton’ for port-to-port vessel cost, as 
contrasted with the published $3.80 common carrier lake rate from Cleveland to 
Chicago (including 20 cents for loading and unloading). The reduced $6.02 rate 
from Cleveland was, therefore, a full $2 per ton lower than it had to be to meet 
the published lake charges. Accordingly, there is no support whatever for the 
proposal here to pattern the Buffalo over Cleveland rail differential after the 
differential existing in the published lake charges. The railroads themselves 
pointed this out in their November 23 reply petition in the Cleveland case where at 
page 14 the following was stated : 

“The Buffalo producer sought a rate to Chicago made 25 cents over the pro- 
posed rate from Cleveland, representing the difference in the common water 
carrier rate Buffalo versus Cleveland. A request for a rate from Jackson, Ohio, 
made on the same 90-cent car-mile formula was also presented. Jackson, Ohio, 
presently has in effect a rate of $9.70 established to meet costs incurred by the 
shipper in rail or truck-barge transportation to Chicago. There is no obligation 
on the railroads to establish competitive rates from these other origins based on 
the difference in common water carrier rates or rates constructed on an arbitrary 
car-mile basis. Such methods of arriving at a competitive rate in this case 
would be completely ineffectual in meeting private water competition and is not 
required for equality of treatment.” 

For reasons best known to themselves, the railroads have changed their minds 
and now propose to fix the rate from Buffalo 25 cents higher than the Cleveland 
rate despite the fact that the movement of pig iron from Buffalo is, in fact, 
handled under the published lake charges which are more than $2 per ton higher 
than the asserted costs of private water transportation from Cleveland. The 
proposal is senseless as well as unlawful. 

The proposed $6.27 rate is less than minimum reasonable—The Commission 
has defined the criteria of minimum reasonableness with clarity and precision. 
In New Automobiles in Interstate Commerce, 259 I.C.C. 479 (entire Commission, 
1945) the Commission stated at page 534 as follows: 

“What constitutes a minimum reasonable rate is a matter to be determined in 
the light of the facts of record in each individual case, avoiding arbitrary action 
and keeping within statutory and constitutional limitations, just as in the case 
of maximum reasonable rates. Whether a rate is below a reasonable minimum 
depends on (1) whether it yields a proper return, (2) whether the carrier would 
be better off from a net-revenue standpoint with it than without it, (8) whether 
it represents competition that is unduly destructive to a reasonable rate structure 





2See p. 6 of the petition filed by the United States Steel Corp. in connection with 
reduced $6.02 rate from Cleveland under date of Nov. 24, 1959. 
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and the carriers, and (4) whether it otherwise conforms to the national trans- 
portation policy and the rules of ratemaking declared in the act of 1940.” 
(Numbers in parentheses added.) 

The New Automobiles case was repeatedly referred to and relied upon by Con- 
gress in the deliberations culminating in the 1958 act. Section 15(a)(3) was 
enacted to incorporate the principle of that case into the law. Morever, in its 
recent definitive report in I. & S. M—11248, Tobacco—N.C. to Central Territory 
(Jan. 11, 1960, mimeo), the Commission quoted the passage above excerpted in 
support of its ruling. The lawfulness of the proposed $6.27 rate must, therefore, 
be determined in accordance with the standards specified. 

The proposed rate does not yield a proper return.—According to the Commis- 
sion’s most recent burden study (Statement 2-59), eastern railroads earned 
revenues equal to 214 percent of the out-of-pocket and 148 percent of the fully 
distributed costs incurred for the transportation of pig iron within official terrj- 
tory in 1957. In contrast, the proposed $6.27 rate returns only 132.9 percent of 
the out-of-pocket cost and 80.2 percent of the fully distributed cost incurred in 
the movement of pig iron from Buffalo to Chicago. This is demonstrated in the 
following table: 


Table showing application of unit costs from statement 5-59 (see appendix 0 
hereto) to pig iron moving via routes in protested schedules 


{Cost in cents per gross ton}! 





Out of pocket| Fully dis- 











tributed 
IN ok ak ad cadatedncG nese danse Cnpath oboe wncasencneaaeiee 146. 721 228. 079 
I IIR Sik Se ae ek oe Saibiies eden ash ieadencatinaaane 6. 272 6. 272 
SII ss sidechiombtinccnigy aeopinnadendeetaremnencaakeemdimensaaaiieaiia 152. 793 | 234, 351 





OUT OF POCKET 














Total line 
Line-haul haul and 
Cents per expense per | terminal per 
Miles gross ton gross ton gross ton 
| 
Line haul: | 
it ae cepa pee ae 519.9 0. 5703 296. 499 449. 292 
a gS Se aS eye et ee ae 522.9 . 5703 298. 210 451.003 
POITIER a) rakickceinosntpudeedeamiina 669. 0 . 5703 381. 531 534. 324 
ai i tas al ca epic tenlalinninie 609.9 . 5703 347. 826 500. 619 
MRL caakcenesteaseoos wees sone denawee 503. 2 . 5703 289. 975 442. 768 
Grand Trunk Western.....---------------- 524. 4 . 5703 299. 065 451. 858 
Simple average... .------------~----------------|--------------|--------------|-------------- 471. 644 
Percent $6.27 rate is of average Nica ssi eal cheng dies pip alpen icc So ceinadaeaiangiasiiti 132.9 
FULLY DISTRIBUTED 
Line haul: 
Ry eI is Seip coccn snimwnscuctiveee 519.9 0. 9813 510.178 744. 529 
NN a ch la iain a 522.9 . 9813 613. 122 | 747. 473 
NE Sc inicdnnennnnnesachacbelbagsee 669. 0 . 9813 656. 490 | 890. 841 
se See kce slat deceit aT ap eA 609.9 . 9813 598. 495 832. 846 
Ww abash bie bain dl onabbudnwundatndeabditintd 503. 2 . 9813 493. 790 728. 141 
Grand Trunk Western. -.-.....-.....---.-.- 524.4 . 9813 514. 594 | 748. 945 
ey nr CIRO ONES Yn oe cn canngncelauscoseancera> (nencsocéendaes | saeupuhaces eon 547.778 
Gumene penne). 8825 5 oa Bet sre. 2 ee ib Stomeesebcce’ 782. 129 
Percent $6.27 rate is of ave rage O0ttK cou ssi ty te | detain blading bal San thts Apna plh eed ee ee: 80. 2 
' 





1 Indicated unit costs are developed in appendix C hereto. 


Thus railroad ratemakers have determined that pig iron is a commodity 
which, under normal circumstances, should bear far more than its statistically 
apportioned share of fixed costs and overburden. The normal rates are fixed 
half again higher than full costs. But the proposed $6.27 rate does not even 
cover the full cost of moving pig iron from Buffalo to Chicago. It fails by 
approximately 20 percent to bear its statistically apportioned share of constant 
cost, and thus shifts the burden to other traffic. 
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The degree to which the $6.27 rate is depressed can be appreciated by refer- 
ence to the fact that it is less than half of the present rate. While the rate 
structure as a whole has almost tripled since January 1, 1941, the rates from 
Buffalo to Chicago will have risen (if the rate is not suspended) from $5.96 per 
gross ton on January 1, 1941, to the $6.27 per gross ton on March 3, 1960. 
Twenty years of inflation and spiraling costs would be totally ignored by rail 
sarriers eager to cripple or destroy a bothersome competitor. 

The rail costs indicated in the table above are very probably understated by 
a substantial amount. They are based upon cost levels in existence in the year 
1958, include no expenses whatever for interchange (despite the fact that inter- 
changes do exist via certain Pennsylvania routes), and use system average 
eastern district origin and destination terminal expense which does not reflect 
the higher cost associated with operations in the congested switching districts 
of Buffalo and Chicago. If the full facts were known, the $6.27 rate might 
well be shown to be at or below the out-of-pocket cost. But the rate must be 
suspended even if compensatory in the sense of exceeding out-of-pocket cost 
(although falling below fully distributed cost). As the Commission said in the 
Tobacco case, supra (sheets 17 and 18) : 

“Tt has been urged in several proceedings before this Commission in which 
section 15a(3) was concerned, and is implied here, that where proposed reduced 
rates are on a compensatory level, especially where they are above full cost, 
they should be permitted to take effect, regardless of the net revenue effect upon 
the proponents thereof or upon carriers generally. We believe that such a view- 
point, especially with respect to high-grade traffic, is too narrow and out of 
harmony with the national transportation policy. Followed to its logical con- 
clusion, it would gradually and inevitably result in a leveling downward of the 
rates generally on high-grade, heavy-volume traffic, from which most carrier 
profits are derived, to a point where they would cease to yield more than out-of- 
pocket cost.” 

These words are especially apt here when it is considered that high-grade, 
heavy-volume pig iron is one of the principal contributors to net revenues of 
official territory railroads, accounting for $9 million in the year 1957 (state- 
ment 2-59, p. 47). The fact that a proposed rate on such a commodity exceeds 
out-of-pocket cost by a small margin is certainly no point in its favor. As the 
Commission stated at sheet 19 of the Tobacco case: 

“It is well established that what constitutes a ‘proper return’ on a high-grade 
commodity, such as cigarettes, is vastly different from a ‘proper return’ on a 
commodity of low value.” 

The proposed $6.27 rate does not yield a proper return. By any proper stand- 
ard it is not reasonably compensatory. 

The reduced $6.27 rate is destructive of a reasonable rate structure and would 
cause the needless dissipation and waste of carrier resources. The six publish- 
ing railroads collectively terminated 1,237,079 tons of pig iron in the most 
recent year for which statistics are available (Freight Commodity Statistics 
Class I Railroads in the United States—Year 1958). The total rail movement 
in official territory by all eastern railroads amounted to 1,898,200 tons (state- 
ment TD-1 1958, p. 64). As already noted, the official territory tonnage at 
present rate levels produces revenues 148 percent of the full cost and accounts 
for a yearly contribution of more than $9 million above out-of-pocket costs. 
That rate structure and that contribution to net revenue is in serious jeopardy. 

When the railroads cut the rate from Cleveland in half they urged the Com- 
mission to approve it because it was necessary to meet localized private compe- 
tition. Yet, within 3 months, they would extend the same depressed level to 
Buffalo, despite the fact that the movement from Buffalo by water has not 
been by private carriage but by common carrier lake vessel at a substantially 
higher rate than the private cost upon which the Cleveland rate was based. 
Moreover, a substantial producer of pig iron has now pending before rail rate 
committees, a proposal to extend the depressed level of rates throughout eastern 
territory. That proposal is reproduced, in part, as appendix B hereto.’ In addi- 
tion, we are reliably informed that the railroads have already committed them- 


Selves to extend reductions to Erie just as soon as the proposed Buffalo reduc- 
tion is approved. 





* Because of the voluminous nature of this proposal we have only included the proposed 


rates out of Erie, Pa. Comparable proposals to the same broad destination area are made 
from Chicago, Ill., Jackson and Toledo, Ohio. 
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The revenue impact of the proposed reduction cannot be accurately gaged by 
reference alone to the particular points it touches directly. Shipper pressure 
upon eastern railroads to extend the area of the reductions is already strong 
and will soon become irresistible. Moreover, the defense to such pressure relied 
upon in connection with the Cleveland rate—that the reduction is necessary to 
meet local competition not present elsewhere—is no longer available. There 
is not the slightest competitive excuse for a rail rate as low as $6.27 from 
Buffalo in view of the fact that the tonnage now moving by water from that 
point incurs through charges in excess of $8 per ton. (This will be dealt with 
in greater detail below.) If the railroads are allowed to cut the rate from 
Buffalo in half they will have no defense to the reduced rate demands of com- 
peting producers and receivers of pig iron throughout eastern territory. The 
Commission is obligated and empowered under the national transportation 
policy to “foster sound economic conditions in transportation and among the 
several carriers. It must not sit on its hands as an idle witness to a senseless 
program of rate cutting which will, if unchecked, result in the dissipation of 
millions of dollars of carrier revenues and the destruction or serious impair- 
ment of an efficient water carrier service which is heavily dependent upon pig 
iron for its very existence. 

The final criterion of minimum reasonableness specified in the New Auto- 
mobiles case has to do with whether the reductions conform to the national 
transportation policy. That will be treated with under the next heading. 

The reduced $6.27 rate is a destructive competitive practice—Columbia Trans- 
portation transported 42,409 tons of pig iron from Buffalo to Chicago in 1959, 
The through charges incurred in that movement are specified in the following 
table: 


Table showing through charges incurred by shipper of pig iron by lake vessel 
from Buffalo to Chicago 


Charges 

per gross ton 

Transfer from mantito dock et BwRales .s26 25 ison aenocisdasaasineiad $0. 48 
Lake rate (including transfer charge at Buffalo and Chicago) ~..________ 4, 05 
OMEN N00 iis) atk oe ode soe alae - ab weit ieee oes sneedodeuee . Ol 
Transler from Gock to st0rawescanosaudeS oti de Biseecacssceebtackdents 2 88 
Dias Crban SOAS 20 GRE cx cantiinincidewn sits mbiiid diab atin the ek 
Switching tropa gard, to: CONSISROCR. 5.25 ji se eee eke ahee ees 72. 26 
I ois On eso eae. welt aed ete Se Bee eie 8. 45 


1 Oglebay Norton tariff ICC No. 5 pravides a rate of $3.85 for the port-to-port movement 
and a charge of 10 cents for loading into vessel at Buffalo and 10 cents for unloading at 
Chicago. 

2 As indicated in the statement of the Republic Steel traffic manager, attached hereto 
as app. A, “all * * * movements (of pig iron) from Buffalo go to a stockpile * * * 
adjacent to dock * * *.’’ Consequently, it is necessary to provide for the cost of transfer 
from dock to storage and from storage to car on all pig iron. This is an additional cost 
not incurred in a single rail car movement from Buffalo to consignee’s sidetrack at 
Chicago. 

This is the average of the 1-line switching rate at Chicago, $2.02; 2-line, $2.24; and 
3-line rate, $2.46 (as provided in tariff IFA 21—A). 


In their replies to petitions for suspension of the reduced $6.02 rate from 
Cleveland to Chicago, the railroads and their shipper supporters successfully 
urged that the rail rate was made necessary by private carriage which was said 
to be available at a much lower cost than the common carrier rate. Since the 
Cleveland water movement was a purely potential one, there was no positive 
method of disproving the alleged cost of private water transportation. The 
situation is different here. 

Shippers at Buffalo have in fact used Columbia Transportation and paid the 
common carrier rate for the transportation of about 40,000 tons of pig iron a 
year to Chicago in each of the last 5 years. The railroads or some shipper sup- 
porters, may wish to have the Commission believe that private water transporta- 
tion is available from Buffalo at a cost well below the common carrier rate. But 
the Commission can, with good reason, inquire why Buffalo shippers have been 
willing to “squander” many thousands of dollars annually by paying the com- 
mon carrier rate if there is, in fact, a reliable and regularly available method 
of transporting any significant volume of pig iron to Chicago in private water 
earriage at a substantially lower cost. As regulated common carriers, pro- 
testants can sympathize with the plight of other common carriers wishing to 
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meet private competition. But the mere threat of private competition cannot 
justify drastic reductions in the rates on such an important commodity as pig 
jron—especially where the threat does not accord with any rational interpreta- 
tion of the known facts. 

Pig iron is perhaps the most important single item of regulated traffic moving 
on the Great Lakes. Its importance to Columbia Transportation is indicated in 
the following table: 


Importance of regulated pig iron to Columbia in year 1959 


Pig iron Allregulated | Percent pig 
traffic iron of total 


All ports, Chicago... ih in erlare cane ae ahs halla ack eats i sama 1160, 886 | 250, 377 64.3 
Ti Otte, DORE DEICIAGER . oso aac ckgscatasiccccenceswnde : 2 289, 880 | 483, 421 60.0 
All ports, all ports meets on Skis winda wa eee ekewel 394, 998 916, 075 43.1 


1 Entire movement originated at Lake Erie ports. 
2 All but 6,513 tons originated at Lake Erie ports. 


Columbia is dependent upon pig iron for nearly half of its regulated tonnage. 
As a port served by Columbia, Chicago is almost totally dependent upon the 
inbound movement of pig iron. The same is true for the entire Lake Michigan 
operation. That is to say, economical lake transportation is only possible on 
a two-way loaded basis. The loss of pig iron inbound would make the out- 
bound movement of sulfur and other commodities from Chicago or any Lake 
Michigan port an economic impossibility. 

Water carriers can only participate in the movement of traffic between points 
which are either on or accessible to navigable waterways. The traffic which 
the $6.27 rate is designed to divert from water carriage is between two port 
cities, where the inherent economies of water transportation are most apparent. 
If the railroads are allowed to divert that traffic from water carriers, there is 
nothing left. In passing upon the railroads’ asserted “right” to establish rates 
justified only on the basis of incremental costs and designed to divert port-to- 
port traffic from water carriers, the Commission must keep in mind the fact 
that the railroads already have a near monopoly of inland traffic and are trying 
to capture traffic which the water carriers must handle or perish. The relative 
rail and water participation in pig iron traffic within the East is shown in the 
following table: 


Comparative participation of railroads versus lake lines in movement of pig 
iron within eastern territory in year 1958 


Columbia Transportation Division (all ports to all ports) 7 936, 569 


‘sou, Gomestic lakewise movemetit... 5 * 411, 423 
Zerminations of 6 publishing ratlroads....................... =. * 1, 237, 079 
Total rail movement within official territory__...._.______________ *1, 898, 200 
Percent 6 railroads’ terminations is of total domestic lakewise move- 

ge ea Sh crencreaee a ea ee ee ee ee ea ees 300. 7 


Percent toal rail movement within official territory is of total do- 
mestic lakewise movement________--________ Se ee oe 461. 4 


*Company records of Columbia Transportation. 

2“Waterborne Commerce of the United States for 1958,” pt. 5, p. 8 (Corps of Engineers). 

*“Freight Commodity Statistics, Class I Railroads in the United States for 1958.” 

* Statement TD—1, 1958, p. 64. 

The National Transportation Policy requires the Commission to “recognize 
and preserve the inherent advantages of each” mode of transportation. Water 
carrier protestants here invoke the Commission’s powers and obligations under 
that policy and predicate their right to do so upon the inherent low cost advan- 
tages of water transportation, and the shipping public’s right to the continued 
enjoyment thereof. The cost incurred in the Buffalo-Chicago movement of pig 
iron by Columbia Transportation is calculated in the following table: 
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Cost of transporting pig iron from Buffalo to Chicago in Columbia Transporta- 
tion Division vessels (capacity 6,200 gross tons) based upon 1959 operating 
experience and vessel operating cost including full provision for revenue need 


Hours 

Pe I ARNG TIED AAD SON re ei eae emia sae 15 
Average loading time at Buffalo (126 tons per hour) _—_~_------___-~- steal 49 
Average unloading time at South Chicago (233 tons per hour) ~-------___ 26 
Average running time—dock to dock, Buffalo to South Chicago_____---____~- 97 
Ota) DOUTS AUiripUuLable to Movement... oS See ee 1187 


eer oer CORt er WORNRI4IN Yn Se Se a eee ee * $2, 353. 00 


Operating cost per vessel per trip (7.79 ‘days X cost per day) —----- 18, 329. 87 
Operating cost per gross ton ($18,329. 87-+-6,200 gross tons) ____-_ ae 2. 96 
Operating cost per gross ton including general administrative and re- 

lated overhead expense (2.96 X1.081 *) _.---_-____-__-- ce eee ee 3. 20 
Total cost per gross ton including provision for revenue need ($3.20-- 

ae ye we et Se ee Re ee ee ek Oe 3. 85 


17.79 days. 

2 This represents the average cost per day of operation of the crane vessels used in the 
pig-iron trade. All costs of operation, including wages, fuel, maintenance, depreciation, 
ete., are calculated and the total yearly cost is divided by the days in service. 

3 The total Cleveland office expense is 8.1 percent of the total vessel operating expenses, 
Consequently, the vessel operating costs per gross ton are increased 8.1 percent so as to 
allocate to the movement in question its proportionate share of the cost of the administra- 
ion and general overheads. 

4Columbia’s operating ratio in the year 1958 was, as indicated in its K—A report, 83.2 
percent. That is to say, its operating expenses were 83.2 percent of waterline operating 
income. It provided for income taxes, interest on funds ‘d “debt, return on investment, and 
all other elements of revenue need out of net income, which is reflected by the difference 
between those two figures. Consequently when operating expenses are divided by 8.832 
the resulting figure fully reflects Columbia’s revenne need. Costs so determined are 
entirely comparable to the railroads’ “fully distributed” cost. 


The $3.85 per ton cost indicated in the foregoing table is significant for two 
principal reasons. First, it clearly shows that the most efficient and economical 
method of transporting pig iron from Buffalo to Chicago is by water. This is 
true even when the costs of adventitious services preceding and following the 
water movement are included. The total costs via rail and via lake from a con- 
signor’s loading site at Buffalo to a consignee’s siding at Chicago are indicated 
in the following table: 


Comparison of full costs of transporting pig iron from Buffalo to Chicago via 
the lake route versus the rail route 











| 
| 
| Via lake © | Via rail 
| agoas | agua 
I I a i a a a 1 $0. 48 2 $1,172 
III UE RUNNION = i. cia tals ln nabs Bees Gigi Raa en and abel kermaniees | 33.85 | 4 5,478 
Termination at Chicago: 
eer Oo Gir Ce CONN. go sini coe dient cil | a Se ee ha 
Ine I i a ee as aici | 21.172 ‘1, 172 
PE pada cee weweidicaktnr wd caeaae +k dees ween bphaak waits beets a ee a 7. 152 | 7,992 


1 These figures represent the charges incurred in effecting the transfer of pig iron toand from Buffalo and 
Chicago. In the absence of information as to the full costs we can only assume that the charge, which 
include a profit to the stevedore, reflects the costs incurred. 

2 This is an eastern district fully distributed 1 terminal cost as developed in another table herein. While 
it undoubtedly understates the cost incurred in the congested Chicago switching district involved in this 
case, the understatement is the same on the rail as on the lake traffic. 

3 This is Columbia’s full cost (including revenue need) for the movement, Buffalo-Chicago, as developed 
in another table herein. 

4 This represents a simple average of the line haul expense incurred via the direct single line routes of the 6 
publishing railroads, as developed in another table herein. 


The second significance implication of the indicated cost of providing lake 
service is its close proximity to the published lake rate. That is to say, the lake 
route is the most efficient route for moving pig iron from Buffalo to Chicago 
and the published lake rate reflects only a normal and proper profit for the 
service performed. 
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The railroads may argue that they should be allowed to publish the $6.27 rate 
merely because it exceeds out-of-pocket cost. If, however, the railroads rate- 
cutting proclivities were restrained by nothing more than the requirement that 
rates meet out-of-pocket costs, they could drive the rates on water competitive 
traffic down to the point where continued water participation would be possible 
only at rates which could not sustain a long-term operation primarily dependent 
upon such traffic. While the railroads are able and willing to publish depressed 
rates on water competitive traffic sufficiently low to kill off their water com- 
petitors, that ability arises not from a capacity to serve the public more effi- 
ciently, but from their ability to shift the burden of their overhead require- 
ments from the water competitive traffic to interior traffic where no water com- 
petition is experienced. The willingness of the railroads to maintain such re- 
duced rates would of course vanish with the death of their competitors. We 
are dealing here with a commodity, the loss of which would very probably 
mean the destruction or substantial curtailment of the regulated transportation 
activities of at least one important certificated Great Lakes operator. 


CONCLUSION 


It has been demonstrated, above, that the proposed reduction in rates, if 
approved, could well precipitate a general territorywide downward adjustment 
costing the carriers involved literally millions of dollars per year. The railroads, 
with their vast resources, may be able to weather such a financial cataclysm. 
Protesting water carriers, however, cannot hope to survive a destructive rate 
war involving their most important traffic. The reduced rate is utterly without 
competitive provocation from the common carrier lake lines. Neither can it 
masquerade as required to meet private competition which, if it exists at all, 
is so insignificant as to have escaped our attention. At present rate levels, 
the common carrier lake lines could not hope to compete with the proposed level 
of rail rates out of Buffalo—nor out of Erie or Toledo if the reductions are 
allowed to spread to those ports, as they certainly will if the instant adjustment 
is approved. 

Any adjustment holding the promise of such a staggering impact upon the 
revenues and financial well-being of important groups of carriers must be passed 
upon with care and approved without hearing only if clearly justifiable. In this 
perfunctory analysis, which is all that is ever possible with the time limitations 
in any suspension proceeding, we have undertaken to touch briefly upon the 
major areas of unlawfulness in this adjustment. We ask the Commission to 
suspend the effectiveness of these rates so that the ultimate judgment upon 
the questions presented may be based upon a complete development of all of the 
facts such as it possible only upon a public hearing with full written and oral 
representations by interested parties. The rate should be suspended. We so 
pray. 

Respectfully submitted. 

GREAT LAKES SHrp OWNERS ASSOCIATION, 
BISON STEAMSHIP Co., 
OGLEBAY NORTON Co., 
(COLUMBIA TRANSPORTATION DIVISION), 
CoprpER STEAMSHIP Co., 
GARTLAND STEAMSHIP Co., 
NICHOLSON TRANSIT Co., 
RoeN STEAMSHIP Co., 
JoHN H. EISENHART, JR., 
RIcHARD J. Harpy, 
Attorneys for Protestant. 
BELNAP, SPENCER, Harpy & FREEMAN, 


Of Counsel. 
Due date: February 23, 1960. 


CERTIFICATE OF SERVICE 


I hereby certify that I have this date served a copy of the foregoing document 
upon Mr. E. W Heimert and upon the tariff publishing agents of each of the 
known publishing railroads, by mailing to them first-class mail, prepaid, a copy 
thereof. 

Dated at Chicago, I1., this 20th day of February 1960. 

RicHArpD J. HArRpy. 
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APPENDIX A 


Excerpt from public hearing before CTR Research Group and Freight Traffic 
Committee in connection with $6.02 rate from Cleveland, held in Statler-Hilton 
Hotel, Buffalo, N.Y., Monday, September 14, 1959. 


Mr. CrossweE.i. Mr. Chairman and gentlemen, I am speaking on behalf of 
Republic Steel Corp. Our interest in this proposal stems from the fact that 
we are presently selling pig iron in the Chicago market which is shipped from 
our Buffalo furnace. This pig iron movement from our Buffalo furnace to our 
Chicago stockpile is in substantial volume. 

If carriers are to make an adjustment in their all-rail rate from Cleveland 
based on the tentative entry of the Cleveland producer in this market, then a 
comparable adjustment should be made in the all-rail rate from Buffalo, N.Y. 

The difference in the published common carrier water rates on pig iron to 
Chicago is 25 cents per gross ton, Buffalo over Cleveland. Therefore, if the pro- 
posed rate from Cleveland is based on the published common carrier water rate, 
the rail lines should establish a rate from Buffalo no higher than this difference 
of 25 cents, namely, a rate of $6.27 per gross ton. 

If, on the other hand, the proposed rate from Cleveland is based on private 
water costs, as has been indicated, our experience in handling pig iron from 
Buffalo in our own vessels to points in the Chicago district indicates that they 
are quite comparable to the private water costs from Cleveland. 

Therefore, it should logically follow that if rail lines are willing to establish 
an all-rail rate to develop the movement of prospective traffic from Cleveland 
in competition with the private water costs from Cleveland, they should also 
be more than willing to establish a rate from Buffalo based upon the same rela- 
tionship to the water costs from Buffalo as reflected in connection with the 
proposed Cleveland adjustment. 

Publication of the proposed basis from Cleveland without a comparable ad- 
justment from Buffalo would give the Cleveland producer a distinct advantage 
over the Buffalo producer during the closed navigation season. 

CHAIRMAN. All of your movements from Buffalo go to a stockpile? 

Mr. CROSWELL. Yes, adjacent to dock, and it all moves via water. 

Mr. ———. What does it cost you to lay it down and pick it up at Chicago? 
Would it be relatively lower than $6.02? Would it be less? You said you would 
have to have $6.27 to be related. Would that be less than your overall water 
cost, including laying it down and picking it up at Chicago and delivering it to 
the ultimate receiver ? 

Mr. CROSWELL. Using our water costs, that figure would be slightly higher; 
$6.27 was not based on the common carrier costs. It was just the difference 
in the common carrier water rate, Cleveland over Buffalo. 

Mr. —. Have you made any figures to state that $6.02 would be less than 
your overall cost? 

Mr. CROSWELL. I have made no study from Cleveland, but our primary inter- 
est is in pig iron from our Buffalo furnace. 

Mr. ———. From Cleveland that is via water. Would Republic use the $6.02 
rate if it was put in? 

Mr. CROSWELL. I don’t know whether we would and whether that would re- 
turn the traffic to the rail carriers? 

Mr. — —. Is that a different kind of iron from Buffalo? 

Mr. CroswELL. No, it is the same iron. Our private boats costs from Cleveland 
would be comparable to American Steel & Wire, but I have made no study of 
these costs. I will be glad to give the chairman our private boat costs from 
Buffalo. 

The CHAIRMAN. Any other questions of Mr. Croswell? Thank you, Mr. 
Croswell. 











APPENDIX B 
INTERLAKE IRON CoRP., 

Cleveland, Ohio, February 8, 1960. 
Mr. WALTER C. MAyo, 
Director of Traffic Oglebay, Norton & Co., 
Cleveland, Ohio. 

DEAR WALT: Attached is a copy of our rate proposal and a copy of the cor- 
rection that was forwarded to C. 8. Baxter, February 1, 1960. 
Very truly yours, 
Ep, Traffic Manager. 
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INTERLAKE IRON CorpP., 
Cleveland, Ohio, February 1, 1960. 
Mr. C. S. BAXTER, 
Chairman, Freight Trafic Committee, 
Central Territory Railroads, Chicago, Ill. 


Dear Sir: The Interlake Iron Corp. produces merchant pig iron and operates 
blast furnaces at Erie, Pa., Chicago, Ill., Duluth, Minn., Toledo and Jackson, 
Ohio. 

In recent months there has been a rail reduction from a competitive producing 
point viz: Cleveland, Ohio, to Chicago, Ill. A rate of $6.02 per gross ton was 
established with a minimum weight of 112,000 pounds per carload based on so- 
called private water carriage and became effective December 1, 1959. More re- 
cently, three rail carriers announced their intentions of establishing a rate of 
$6.27 per gross ton with a minimum weight of 112,000 pounds per carload from 
Buffalo, N.Y., to Chicago, Ill. This rate, is due to become effective in a rela- 
tively short time. The Interlake Iron Corp., although placed in a similar posi- 
tion to that of the producers at Cleveland, Ohio, and Buffalo, N.Y., has refrained 
from proposing such water competitive rates because it was felt that a more 
realistic approach should be taken to the pig iron rate structure, such as a volume 
or incentive rate scale based on higher minimum weights rather than a number 
of exceptions made to meet the interests of a few individual producers. 

The Commission has been consistent in their policy to maintain equal treat- 
ment and to preserve competitive relationship between producers and receivers, 
with the pig iron industry being no exception. 

It is also interesting to note that while the rate reductions referred to herein 
have been made based on so-called water competition, they apply only on single 
car movements, which is inconsistent with other water carrier competitive rates 
which publish much higher minimum weights. The rate of $6.02 per gross ton 
from Cleveland, Ohio, to Chicago, Ill, reflects a reduction of approximately 57 
percent of the $11.92 per gross ton rate minimum weight of 56,000 pounds. The 
sarriers in their reply to protestants, in their petition dated December 1, 1959, 
pertaining to the Cleveland, Ohio, to Chicago, Ill., rate reduction, stated this rate 
was fully compensatory. In view of these facts, it is very evident that the 
present rates on pig iron in official territory need an overall adjustment. 

Attached is a rate proposal we feel is a justifiable rate adjustment hased on 
112,000 pounds minimum weight per carload, which in effect will again place 
Interlake Iron Corp. on a competitive basis with Cleveland, Ohio, and Buffalo, 
N.Y., producers. The per car-mile revenue shown on the attached proposal is, 
without exception, higher applying the proposed scale than the present 56,000 
pounds seale using docket 28300 mileage basis. 

Would you please docket the attached proposal for immediate committee 
action. 

Very truly yours, 
E. W. Huta, Trafic Manager. 


Pic IRON RATE PROPOSAL 


Comparison showing present rates, mileage, revenue per car-mile, proposed 
rates—Suggested. rates based on 140,000 pounds minimum earn greater per 
car-mile revenue than present 56,000-pound rates 


[Rates in cents per ton of 2,240 pounds] 


Proposed Per car-mile revenue 
rate Docket ee Te tae 
Erie rate | (minimum (28,300 
140,000 miles) 56,000 140,000 
| pounds) pounds pounds 
| | | | 
ae ‘ ; eet ei 
Pen OO, on en oe | 1, 462 | 1612 | 427 | 36 | 90 
| | | 





! Based on Cleveland rate of $6.02 plus 10-cent differential in commercial boat rate. 
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car-mile, 








proposed 
rates—Suggested rates based on 140,000 pounds minimum earn greater per 


car-mile revenue than present 56,000-pound rates—Continued 























Proposed | Per car-mile revenue 
| rate | Docket | De ee 

Erie rate | (minimum| (28,300 | a 

112,000 | miles) 56,000 112,000 

pounds) | pounds pounds 

| | 
ndiana: 
PR cca vtcmcekccckadsccuniescancas 1,017 580 322 | 79 | 9 
US a oo eer Fo 1, 462 833 390 | 94 107 
RE aes ccctaanemanntawtneeemnken 989 564 281 | 88 | 100 
RN cchgscis niga, teenie iatacasasen etal ges 1, 190 678 | 356 | 84 95 
Ee ee ae 1, 462 | 833 431 | 85 97 
MM a acccckpcacostecceasncedtddasas 1,017 | 580 | 297 86 98 
SR ene Kwetbboiege casein 1, 163 663 350 | 83 95 
CD Ci ncn cnaknsnendmimeca | 1,017 580 314 | 81 92 
Columbus..-----.-.- inane 1, 190 678 | 395 | 75 | 86 
Re MRD isan okaneieeesaneencanne 1,017 580 314 | 81 | 92 
Comin swe cscacnee 1, 403 | 800 | 406 | 86 | 99 
LE BAIRD ceca ciceacscune inidanmen | 1, 431 | 816 | 385 93 106 
Co aa ee eet 989 | 564 83 | 05 
RS ee aa 1, 462 833 | 86 | 9g 
RIED Cine ca in cacusadudewiadasentcene 1,121 | 639 89 101 
SNE Se cckckndanebdcnwcskemden 1, 588 905 73 | 83 
Fort Wayne.- . scenes 989 | 564 | 88 | 100 
REINS tka ois cir cenawnuieenemuseae li idols etch cadet Be amssioees a eneks ba 
SE a pene eer 1, 462 | 833 | 427 86 | 98 
Griith.......... se ee ae 1, 462 | 833 | 427 | 86 | 98 
Hammond__-_--- ibd nica Sse ancienabae 1, 462 833 427 | 86 | 98 
Indianapolis___.._- ‘ as 1,017 | 580 | 376 | 68 "7 
Kendallville__.--- siscepes nib 989 | 564 | 288 86 98 
RI nnn 8 tc. Satie a os in asenaieinilearn 1,017 | 580 | 358 | 71 | 81 
I a a eee teed alte 1, 298 | 740 | 390 83 95 
La Porte_-_-- laden eenitok teteke 1, 298 | 740 | 383 85 | 97 
i cma eiiemome 1,190 | 678 356 &4 95 
Marion__- eaetaiaialils _ 1,017 | 580 | 372 68 78 
Michigan City--_-.--- ‘ 1, 298 | 740 | 383 85 | 97 
aN 8a eo 1, 163 | 663 | 350 83 | 95 
ee aes oe hedsiaa 1,017 | 580 322 | 79 90 
New Castle__-.- : i aieete ae ergteee 1,017 580 | $22 | 79 1) 
RUUMONNNG 8 no atu tek : 1.017 | 580 | 358 | 7 81 
North Manchester-..........-......- 1,121 | 639 | 317 | 88 101 
I ee aes anit inns b ésdiecinecaultunn geen 
a ae  carsiaiedpemnnela baa 1, 163 163 | 354 R2 O4 
PRNUNN Aas sR licen gia 1, 163 | 663 | 349 83 95 
Portland abe canines 989 | 564 | 293 | 84 | 9% 
CT a 1,017 580 | 314 | 81 92 
Rushville = 1,017 580 | 349 73 83 
South Bend. _. % . 1, 163 663 | 350 83 95 
Terre Haute E 1, 462 833 448 82 | 93 
NI ii inion mae ieansinned Ys9 564 | 293 | 84 | 06 
SNE a Peis i Sakixk a cick ounisdbaes hikadec NG Sian a reer hb stats bea eee 
Veedersburg 1, 462 833 106 90 103 
EES | 1,121 | 639 | 317 88 101 
SN tuncinicninatnsdamdackws 1,017 | 580 | 93 | 87 99 
Michigan | | 

Adrian_. aS G89 564 | 106 | 121 
PO a soul 1, 070 | 610 08 112 
Ann Arbor 1, 070 610 | 108 | 124 
Battle Creek . 1, 190 678 | 109 | 125 
Bay City 1, 106 630 | $2 | 93 
Benton Harbor 1, 298 740 | RH | 98 
Bridgeman | 1, 208 740 | St Ys 
Cadillac ‘ 1, 366 779 80) 91 
Calument | 2.074 | 1, 182 | 68 78 
a | 1,190 | 678 | 308 | Q7 110 
Clio ™ Ricca - . x - 
Coldwater... | 1,097 §25 272 101 115 
Dearborn.... RU4 510 | 258 87 | Qy 
Detroit | RO4 10 A 7 i] 
Ferndale if 804 | 5 258 87 9 
Flint__ 1,070 | 610 | 304 88 100 
Grand Haven 1, 325 755 107 81 | 93 
Grand Rapid 1, 298 | 740 267 88 | 101 
Hastings 1, 298 | 740 | 308 | 105 120 
Hillsdale 1,070 | 610 | 272 | 18 i12 
Holland 1, 325 755 385 Si 98 
Howell 1, 070 610 | 275 | 97 lil 

I a cl ‘cuit iti nid tment 
Jackson... Z 1,070 | 610 273 | 8 112 
Kalamazoo 1, 190 678 337 RS 101 
Lansing... 7 1,070 | 610 | 309 87 | 99 


DECLINE OF COASTAL SHIPPING INDUSTRY 7Al 


osed Comparison showing present rates, mileage, revenue per car-mile, proposed 
’ per rates—Suggested rates based on 140,000 pounds minimum earn greater per 
car-mile revenue than present 56,000-pound rates—Continued 


[Rates in cents per ton of 2,240 pounds] 











— EEE = ss qe seed Gite aS 
nue Proposed ets Per car-mile revenue 
rate ocket 
Erie rate | (minimum | (28,300 aie 
000 | | 112,000 | miles) | 56,000 112,000 
nds pounds) | pounds pounds 
! 
Michigan—Continued 
9” DE iitikcntincnnnn ees ise on osama 1, 070 | 610 314 | &5 | 97 
107 Beene < sck Es 1, 462 833 | 463 | 79 | 90 
100 Manistee_------- ahaeeebs ice oleh se 1, 492 850 473 | 79 90 
95 PRINTING < acess wccinseesossnciccnees lowes ines tcsnencdann a eudacaen Riiemanaai a lcgmmmesnaceth ‘ 
97 I ao econ ses in eset tk ees estonia 1, 617 | 922 574 70 84 
98 Milan__-- be Sioa ties 894 510 233 | 96 109 
95 Monroe ---..-.-- scab sndiaganatae $94 510 226 | 99 | 113 
92 NN oe a — 1, 492 850 | 407 | 92 104 
86 Muskegon------ niitatereleeteonitainaiel . 1, 325 | 755 | 407 | 81 93 
92 Newago._---- ; Cee coe Ea cass esa eisai oa postcard eed oe ee ee 
99 New Haven__- . Pca Ne iets a ee oe 2 eo . 
106 Pontiac__.-- cea 1,070 | 610 | 284 94 107 
95 OS  — e J 1, 106 630 337 | 82 4 
98 St. Joseph- eee seaeere aaa 1, 298 749 378 | 86 | 98 
101 South Haven__-_--- : 1, 325 755 | 366 91 | 103 
83 Unk cic daninedvusbenwatiaaes . 1, 325 | 755 367 | 91 | 103 
100 Stevensville. ......-- . a wiichiasuh tbsdusrsb ca cortcanereatabla slain neni tala ins ad ohana aaah adeeb dead ee 
Maat Sturgis. cae tee Oy ieee oe cael 1, 121 639 | 314 89 | 102 
Ys Three Rivers_....--- sili ide eee tN 1,190 | 678 314 | 95 | 108 
98 WES pccucdoweie alle oh tees a 1, 106 | 630 336 | 82 | m94 
98 Wayne ar Se pe re 894 510 258 87 99 
77 NI 2g ra a sa ee | 894 10 258 | 87 99 
98 Sion aaa aiiin able aasaaees 1, 070 610 247 | 108 124 
81 Ohio: | | 
95 RE 5 noi a hea barge fn 622 355 126 | 123 | 141 
97 Ashland ee ae paiuessa hoe. 648 369 174 93 | 106 
95 Barberton. .....--- ss ination aaa a (22 355 126 123 | 141 
78 Belpre.......... Fo aS ec a 947 540 266 | 89 102 
97 Bettsville SAL ete Une le Bee ates 852 486 183 116 133 
95 Blanchester a i a ie a 947 | 540 | 309 | 77 87 
” ae esasacttor oi recom: 648 | 369 134 | 121 138 
90 | REIS GR Ree RP AIS FS ae) OAT 540 281 | 84 | 96 
81 GIR nko a daccecs Ba ead ay 947 540 333 71 81 
101 a 477 | 272 95 126 143 
oe Coldwater_.....- an agrees ead v61 548 269 SY 102 
4 Columbiana-._-- eee aT 477 272 113 106 120 
95 Columbus... _. oie ce = 837 A77 233 90 102 
9% Cosnosien......5.5....- A a a 745 425 188 99 113 
92 Devinn. «35.6. ; Snicachinerememiecaa 84 510 279 | 80 91 
83 Defiance. ____._---- re — 61 548 252 95 | 109 
95 IN oases cic ca ttercithnn rates 812 463 209 97 | 111 
93 Deshler a a ie ia a oN Siegel 852 486 212 100 | 115 
% | Bs cddieescnandadenes woke 477 272 95 126 143 
anamek Fostoria Rein. Oe ae oes Seen Seiad 852 | 186 | 183 116 133 
103 Fredericktown ; : ae 837 | 477 210 100 | 114 
101 Fremont. _._.-- ected adhe : 852 186 155 137 157 
99 Galion aaa epee Nia 756 431 | 174 109 124 
Geneva__.-_- - : 376 214 4] 229 261 
121 Grafton LS Ae PUB EN A ae 477 272 95 126 143 
112 Greenville_____- sek a oan . 1 548 | 293 82 94 
124 Hamilton. ___--- , a 947 540 333 | 71 81 
125 Harrison. ......- a ae Poet. 1,017 | 580 356 | 71 81 
93 Ironton i eivcd hain eine 1, 033 | 362 | 71 81 
9 Lancaster........... . Ses | 918 261 88 100 
98 OS ae et ees R52 237 90 103 
91 EOeO SS hae oat 477 | 95 126 143 
is Mansfield a ae ale ines aul 648 | 174 93 106 
110 RR on ati as a 771 | 195 99 | 113 
. Miamisburg___._.----- ¥ 918 | 79 82 94 
115 Middletown..... wl ae Q18 | 279 82 | Q4 
99 Minster a 3 a 961 | 269 89 102 
a Mount Vernon : ie Ee 837 | | 210 100 114 
99 Napoleon ae | 961 | 249 | 96 110 
100 New Philadelphia..................-- 745 | 169 | 110 126 
93 North Baltimore at Eh BAe ee 852 | | 212 | 100 115 
101 Norwalk _ __ 852 | 155 137 | 157 
120 Oak Hill O47 | 362 | 65 75 
il2 Orrville 648 | 134 | 121 138 
3S Overpeck = ie . M7 79 | R5 | 97 
Ill Piqua sg hare re 804 268 83 | 95 
oo--- Plymouth____- : aa Ee ss 756 | 174 109 124 
112 Pomeroy ______. of elated : 947 317 75 85 
- ELIA ALE IE 905 | 362 | 63 | 7 
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Comparison showing present rates, mileage, revenue per car-mile, proposed 
rates—Suggested rates based on 140,000 pounds minimum earn greater per 
car-mile revenue than present 56,000-pound rates—Continued 


[Rates in cents per ton of 2,240 pounds] 





| 
| Proposed | | Per car-mile revenue 
| rate | Docket |__ ‘ 

Erie rate | (minimum | (28 300 | oe 

112000 | miles) 56 000 112 000 

| pounds) | | pounds pounds 
———_ __—_—_——_ pecrete etn e I eS — oh 

Ohio—Continued 

a elit daalidicte msec 477 272 | 126 95 108 
ab pemee BereRRR RR chee 961 | 548 269 89 102 
ac citi aisues aah einer agente | 477 | 272 | 113 106 129 
Sandusky.- ----- aos crea emsasieerteinel 852 | 486 155 | 137 157 
Sidney. --.---- ee hab cadaiee aes 852 | 486 | 268 79 9] 
DIED oa ga nendeckimidvinkoushamde 880 | 502 | 258 85 97 
; i. es Sieh eoivtase daadinedbaae’ 852 | 486 | 183 | 116 133 
Told... ..-. oe hacia n ceased cafes 852 486 202 105 120 
SIT occas Sink mecitecsalsiiats x cihigen titeiie 894 | 510 268 83 95 
Upper Gandusky. .................-. 852 486 195 109 125 
Weosworto...............- 648 | 369 | 126 129 146 
Wauseon..-......- 6 3 961 | 548 249 | 96 110 
I a i ee! 648 | 369 138 117 134 
i RT RRR aR ate 918 | 523 | 309 74 85 
Wooster... --- cuiinecad seangrniet denice 648 | 369 138 117 134 
TN i ot lla ae Se 880 | 502 | 279 79 9 
IIIA. 28 ince soe ence 477 | 272 | 89 134 153 
PIE sos accnckibamemedadcchiins 837 | 477 218 96 109 


APPENDIX C 


Table showing development of unit costs for through-train movement of pig iron 
in gondola cars loaded to tariff minimum weight of 112,000 pounds in eastern 
district (taken from statement 5-59, table 3, and app. B) 


Out-of-pocket Fully distributed 


Cents per | Cents per | Cents per | Cents per 
hundred- | gross ton hundred- | gross ton 
weight weight 


Terminal: 
Per car 7,290.242 cents !+1,120 hundredweight=--_-_-| tet 6. 5091 Sere een 
Pr ICI a n « Siewinlass dn le dameansaeionen 2+. 0320 |..---- 3 +3. 6730 |_- a 

5) SN 7s eee eee a ee Oe | 6. 5411 | 146. 521 | 10. 1821 | 228. 079 

eee amare 4, 2800 6. 272 . 2800 | 6. 272 


Cents per hundredweight-mile 


Out-of-pocket Fully distributed 


Line haul (less interchange): 


cents+1,120 hundredweight=-.__._..._.._.._____- | . 01402 | . 01402 


Per car 20.52168 § cents —4.815386 cents=15.70630 | 
rr INNING 2s oo ee ne Oe J 7 +.01144 8 +. 02979 
ge ees . 02546 . 04381 
| (.5703 per gross (.9813 per gross 
ton-mile) ton-mile) 





1P. 68, table 3, col. 6, line 18. 

2 P. 68, table 3, col. 7, line 18. 

* Out-of-pocket costs per hundredweight-mile (0.0320) plus constant cost per hundred- 
weight (3.6410—statement 5—59, pp. 68, line 18, col. 9). 

«Pp. 73, app. A, col. 5, line 19. 

5 P. 68, table 3, col. 4, line 18. 

6 P. 76, app. B, col. 5, line 2. 

7P. 68, table 3, col. 5, line 18. 

8 Out-of-pocket cost per hundredweight-mile (0.01144) plus constant cost per hundred- 
weight-mile (0.0253—statement 5-59, pp. 68, table 3, col. 8, line 18) minus constant 
cost of interchange per hundredweight-mile (0.0021S8S—statement 5-59, pp. 76, app. B, 
col. 6, line 2). 
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Cuicaco, ILL., March 1, 1960 
Joun H. EISENHART, Jr., 
Washington, D.C.: 


This matter requires expedited handling under the Commission’s special 
rules of practice. Undersigned protestant appeals Board’s refused suspension 
ease No. 22484. On basis petitions and replies filed herein following facts stand 
admitted : 

(1) Buffalo-Chicago pig iron has always moved via common water carriage 
at $4.05 rate ($6.27, proposed rail rate; $7.50, total water costs including de- 
livery to consignee from vessel). 

(2) No portion of 40,000-ton annual movement of pig iron from Buffalo to 
Chicago has ever moved in private water carriage. 

(3) Only justification for reduced rate is assertion that private water com- 
petition compels it. 

(4) Alleged private competition assumes boat cost less than half common 
earrier rate which rate shipper has willingly paid despite ownership of vessels 
in question since 1957. 

(5) Reduced rate will divert 100 percent of traffic to rail. 

(6) Reduced rate less than half present rate and considerably less than fully 
distributed cost. 

(7) Pig iron is high-grade commodity normally earning 114 times fully dis- 
tributed costs. 

(8) Railroads do not deny commitment to spread reduced level to other 
Lake Erie ports if instant reduction approved. 

(9) Net revenue from pig iron, within official territory in 1957 was $9 million. 

Against these admitted facts stands only assertion of shipper-supporter that 
it would not ship pig iron in its own vessels unless rate is reduced. This 
self-serving statement must be measured against shippers history of continued 
willingness to pay common carrier rate double the asserted private cost, and 
eandid admission that private experience limited to but one isolated shipment 
of pig iron to Detroit. Bulk carriers such as shipper’s Valley Camp upon 
which estimated private costs based, once used regularly for pig iron. Since 
acquisition of self-loading and unloading crane vessels, the common carrier 
of pig iron now handling Buffalo-Chicago pig iron movement (Columbia) 
rarely uses bulk carriers because they are poorly adapted for traffic. On basis 
considerable actual experience with bulk carriers, Columbia asserts 4 days 
loading, 3 days additional time in transit, and 5 days unloading absolute mini- 
mum 40 for 10,000-ton bulk carrier, Thus, 8 days assumed by shipper under- 
states by at least one-third actual cost. 

Pig iron Columbia’s most important traffic. All substantial shippers this 
commodity ship ore in private bulk carriers. If, as railroads suggest, Columbia 
unable to compete with such private competition it would have been out of 
business long ago. Lake lines insist, and will upon hearing prove, that on 
fully distributed cost basis they are low-cost route for pig iron between Great 
Lakes ports. They cannot, however, survive if railroads allowed to depress 
rates to levels justified only by incremental costs. Lake carriers must earn 
revenues sufficient to meet total cost and revenue requirement from port-to- 
port traffic. 

If rate structure on pig iron, which represents half their business, is de- 
stroyed, destruction of regulated water carriage on Great Lakes will soon 
follow. 

Because of crucial importance of this appeal to undersigned protestant, and 
far-reaching implications of issue presented as to Commission’s obligations 
where depressed through compensatory rates threatened existence of low- 
cost carrier, request opportunity to present views orally before Division 2, 
Wednesday, March 2. Undersigned counsel as well as counsel for New York 
Central and Pennsylvania Railroads will be in attendance at hearing docket 
33268 in Washington that date. We suggest, if convenient, a 1:30 assignment; 
15 minutes sufficient to state our views. Telegraphic copies this wire sent to 
Edw. Heimert and R. R. Clark. 

JOHN EISENHART, Jr., 
Ricuarp J. Harpy, 
Great Lakes Ship Owners Association. 
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STATEMENT BY ELMER E. Metz, CHIEF, OFFICE OF GOVERNMENT AID, MARITIME 
ADMINISTRATION, ON BEHALF OF THE DEPARTMENT OF COMMERCE AND MARITIME 
ADMINISTRATION 


Mr. Chairman, section 506 of the Merchant Marine Act, 1936, as amended (46 
U.S.C. 1156), now requires generally that vessels for which a construction- 
differential subsidy has been paid be operated exclusively in the foreign trade of 
the United States. On such voyages certain specified limited intercoastal or off- 
shore domestic trade may be engaged in; permission may also be granted for 
transfer of a vessel to operation in domestic commerce for temporary periods, 
However, in all cases where any domestic trade is allowed, a proportionate 
amount of construction-differential subsidy must be repaid to the United States. 

S. 1956 would amend section 506 by inserting at the end thereof the following: 
“For the purposes of this section if the majority of the miles logged by any vessel 
during a calendar year are logged in round voyages from Alaska to British 
Columbia, Canada, such vessel shall be deemed to have been operated exclusively 
in foreign trade during such year.” : 

Under the bill, if a vessel built with construction-differential subsidy logs a 
majority of its miles during a calendar year between Alaska and British Colum- 
bia, it would be free during the rest of the year to engage in domestic trade of 
any type without repayment of any construction-differential subsidy. Further- 
more, since section 905(a) of the Merchant Marine Act, 1936, defines “foreign 
trade” for the purposes of the act as meaning “trade between the United States, 
its Territories or possessions, or the District of Columbia, and a foreign country,” 
the bill would also enable such a vessel to log up to half its mileage in trade 
between foreign countries. 

Present law provides that, except upon repayment of subsidy in certain 
specifically authorized cases, a vessel built with construction-differential subsidy 
may engage only in foreign commerce of the United States. With this limited 
exception U.S. domestic trade is reserved exclusively for vessels built without 
the aid of subsidy. However, under 8. 1956 domestic operators who have not 
received subsidy and who have paid full prices for their ships would be faced 
with competition from ships which have been built with the aid of construction- 
differential subsidy and for which their owners have paid substantially less 
than the full shipyard prices. Section 506 is specifically designed to prevent 
this type of unfair competition. 

The bill would constitute a major departure from the basic principles under- 
lying the award of construction-differential subsidy under the Merchant Marine 
Act, 1936. This Department is not aware of any special circumstances which 
would justify such a departure. 

The Department therefore recommends against the enactment of S. 1956. 

The Bureau of the Budget has advised that there would be no objection to 
the submission of this statement to your committee. 


Fort WorruH, Tex, April 5, 1960. 
Senator WARREN G. MAGNUSON, 
Senate Office Building, Washington, D.C. 


DeaR SENATOR: This letter is to thank you for your committee’s investigation 
of the railroad selective rate-cutting practices... We feel that some vital issues 
are at stake from the standpoint of preservation of free enterprise, as well as 
development of a sound transportation system to take care of the growing needs 
of our country. 

In reviewing my testimony before the committee, March 30, it occurs to me 
that something more might be said with regard to the role of Interstate Com- 
merce Commission in protecting the carriers as a whole and the shipping public 
as a whole from undue pressure for lower rates exercised by individual ship- 
pers or groups of shippers. 

Recently, we were approached by a shipper of animal fats to establish a rate 
between two points substantially below the railroad rate on a particular com- 
modity but equal to the railroad rate on a related commodity. We explained to 
this shipper that even if we felt that this was a fair rate we would not be inclined 
to incur the expense of getting such a rate published and instituting service since 
we could expect the railroads to immediately cut their rate so that we would have 
gained nothing in return for our efforts. This shipper advised us that they would 
not shift the business back to the railroads if they equaled our rate. Of course, 


a ita a Gi eh ot Boe oe 


ME 
ME 


on 
les 


ds 


ne 
m- 
lie 


ite 
m- 


ed 
ice 
ive 
ld 
se, 


DECLINE OF COASTAL SHIPPING INDUSTRY 745 


what this means is that pressure would be put on the railroads if they were 
to make a rate reduction to regain the business to reduce the rate below the 
level at which we would have set it. Having accomplished this on the partic- 
ular commodity in question then the pressure would be put on to lower the rate 
on the related commodity whose rate we had been asked to meet. 

The committee may be interested to know of another situation in which a 
rail rate cut destroyed the competing transportation. In 1958, Ray Smith 
Transport Co. of Dallas, Tex., was granted final authority from the Interstate 
Commerce Commission to transport carbon black, in bulk. This commodity re- 
quires a specialized hopper-type trailer which can be used on only a very few 
commodities. The truck transporter was operating about eight of these units 
when the railroads cut their rate in 1959. Since that time this transporter 
has received no more of this business. 

As stated at the hearing, it is our feeling that legislation is needed, and needed 
promptly to remedy this situation. Due to changes in the composition of the 
Commission the transport industry cannot run the risk of new Commissioners 
learning at the expense of the transporters. We believe that the law should 
specify that the Suspension Board should consider not just out-of-pocket expense, 
put fully distributed costs pertinent to the actual movements covered by the 
proposed rates. This does not mean average costs for the region or system but all 
the actual costs pertinent to the specific commodity and type movement involved 
pased on actual miles traveled and not just short line miles and including all 
overhead. Secondly, we believe that some criterion needs to be established as to 
what may be presumed to be a destructive, competitive practice in violation of 
the goals of the national transportation policy. Whenever it is indicated that ac- 
cording to these criteria a destructive, competitive practice may be involved in 
a given rate cut there should be an investigation and the rate should be sus- 
pended. The worst that can happen is that a situation which has been allowed 
to develop through natural normal processes will be perpetuated until the in- 
vestigation can be made and a determination of the facts made. On the other 
hand if a rate cut were allowed to be made which was in fact destructive by the 
time a review could be brought through a court the determination of the legality 
of the cut would be purely academic, as by that time the rate would probably 
have achieved its purpose of destroying the competition ; not only for the moment, 
but probably for the future as no individual, group, or a company would be likely 
toattempt to compete again without protection. 

We believe that action along the line indicated is essential and would be happy 
to assist the committee in any way possible to bring this matter to a satisfactory 
conclusion. Again, thanks for your interest in this matter. 

Very truly yours, 
COMMERCIAL Ort TRANSPORT, 
By THomas C. PALMER. 





City oF SAVANNAH,GA., March 8, 1960. 
Mr. JERRY GRINSTEIN, 


Senate Office Building, Washington, D.C. 


DEAR Mr. GRINSTEIN: I am enclosing a copy of a statement which goes a little 
beyond your request in that it talks about the general situation, but enclosure 
1 lists a cross section of smaller shippers that are being seriously hurt by loss 
of Seatrain service. These people have not received any rate decrease, there- 
fore, the market for which they are dependent upon this rate to meet competition 
will simply be lost to them. 

It takes time to develop new markets. When Seatrain first located here, small 
manufacturers were reluctant to develop markets in the North because this opera- 
tion isso marginal. In many instances, the difference in freight is the only profit. 
The National Rosin Products Co. had just made arrangements 30 days prior to 
the announcement by Seatrain to ship a new customer via Seatrain. The owner, 
Mr. William L. Hopkins, Jr., called me stating that it had taken 2 years to de- 
velop the business and the minute he gto it all lined up Seatrain discontinued 
the service. Needless to say he was quite upset. 
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The South faces a very serious economic problem because of the loss of our 
rural employment. Our only chance of solving this problem is the developing 
of industries that will go into these rural areas. The loss of coastwise shipping 
will seriously hamper our efforts in developing this type of business in the rura] 
areas along the coast. 

I wish to thank you for the opportunity to present the views of the city of 
Savannah before the committee and trust that the information enclosed will be 
of some value. If I have not covered the subject completely enough, please ad- 
vise and I will supply any information which you may request. 

Yours sincerely, 
W. L. MINGLEDoRFrF, Jr., Mayor. 


Coastwise and intercoastal shipping services, or “domestic shipping,” are 
generally considered to be a vital part of the American merchant marine. 

The American merchant marine provides, basically, two things of extreme im- 
portance to the military and economic security of the United States—vessgels 
for military transport during times of war and vessels for foreign and domestic 
commerce during times of peace—-in order that this Nation may keep its right- 
ful place in the maritime affairs of world nations. 

Domestic services in World War I and World War II provided needed bottoms 
in both conflicts. Prior to World War II intercoastal and coastwise shipping 
services were very active by comparison with postwar years. The disruption of 
services by war and the economics of conventional shiploading made it difficult 
for many services to resume in the post-World War II period. Some were 
restored, however, by American ingenuity reflecting itself in improved handling 
methods and equipment, and vessels of new design. 

The value of domestic shipping is generally conceded. That water transporta- 
tion is in the public interest has been consistently recognized by the Congress 
and the Interstate Commerce Commission. This, in fact, is the policy of Con- 
gress repeatedly expressed. 

These comments are directed to show the adverse effect on one particular port 
(and it may be assumed that such adverse effect is multiplied by the number 
of other affected ports) when domestic service, in this instance coastwise service, 
is lost to it. 

To summarize briefly, because the details are fully before the Interstate 
Commerce Commission and, I believe, the Senate Committee on Foreign and 
Domestic Commerce, a drastic reduction of certain rail rates has threatened 
the complete elimination of the only remaining ocean coastwise service at 
Savannah, Ga. 

Prior to World War II Savannah enjoyed two such services—namely, the 
Ocean Steamship Co. of Savannah, with regular service to New York and 
Boston; and the Merchants & Miners Transportation Co., serving Norfolk, 
Baltimore, Philadelphia, Boston, and ports south of Savannah. After World 
War II neither company resumed operations; one was dissolved and the other 
remained dormant until Seatrain Lines, Inec., through various arrangements, 
reinstated regular service between this port and New York in 1951. In 1959 
the Seatrain service was extended between Savannah and New Orleans. 

The drastic rate reduction referred to affected only one commodity, but in 
principle it attacked the whole principle of domestic water transportation. 
Seatrain Lines announced, on October 29, it would discontinue all operations at 
Savannah. The affected commodity was a major source of revenue on the 
Savannah-New York run, without which the company felt it could no longer 
sustain the Atlantic seaboard operation. State, city, and county officials, 
shippers, and receivers were alarmed, and a complaint was made immediately 
to the Interstate Commerce Commission. Seatrain Lines promised temporary 
continuance if prompt action on the complaint was assured by the ICC. 

In subsequent hearings before the ICC, information as to the impact on 
Savannah by the loss of the coastwise service was brought out along the 
following lines: 

EFFECT ON THE PORT OF SAVANNAH 


Based on 1958 figures, the port would lose approximately 125,000 tons of com- 
merce annually. This amount represents better than 3 percent of the total 
commerce of the port, and better than 8 percent of the coastwise tonnage of the 
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port. The total waterborne commerce of the port of Savannah, as reported by 
the U.S. Corps of Engineers, in 1958 was 4,086,901 short tons. : 

Of this tonnage, 36.75 percent was in coastwise tonnage, as defined by the 
Corps of Engineers. Approximately 90 percent of this 36.75 percent is to be 
found in petroleum products from the gulf to the Atlantic Seaboard in private 
tanker fleets which do not afford service to the general public. ; 

It is then to be said that Seatrain tonnage is better than 80 percent of the 
coastwise general cargo business of the port handled for the general public. 

The deepwater vessels operated by this coastwise line represented 8 percent of 
the vessel capacity tonnage entering the port of Savannah during 1958. This 
figure is based on net register tonnage (space tonnage) reported by the Savannah 
harber master. Highty-two calls by Seatrain vessels accounted for 407,000 net 

ister tons. 
Seaman is currently planning harbor improvements to accommodate the 
larger vessels of today—both in draft and in size. The port’s primary objective 
is a 40 foot mean low water channel, as opposed to the 34 foot mean low water 
channel. Loss of shipping tonnage can be detrimental to this improvement 
eo of coastwise service will be detrimental to the port and city of Savannah 
in its effort to sustain a healthy, and necessarily expanding, economy. 

The port city may be compared with an interior or “central” city in the sense 
that the market of the former is limited to a half circle, insead of the full circle 
available to the latter. Thus, the inherent advantages by reason of navigational 
facilities favorably affecting the port city may offset, to a large degree, the 
inherent advantages of the interior or centrally located city with a greater 

rket. 
“ae 1958 a study was prepared for the Chatham County-Savannah Metropolitan 
Planning Commission by Hammer & Co. Associates, Atlanta, Ga., entitled “A 

Study of the Economic Base.” This report succintly states: 

‘Development of the port of Savannah is essential to the optimum industrial 
development of the State of Georgia * * * the port will also serve to bring raw 
materials directly into the State’s other industries and to handle the export and 
internal waterways distribution of the State’s products Actually, the port has 
a role beyond the State of Georgia extending to other States in the Southeast.” 

Discontinuance of the ocean coastwise service now provided will result in 
direct financial loss to the port of Savannah and the State of Georgia. Physical 
operations by Seatrain in 1958 at Savannah resulted in expenditures as follows: 


ITT ieatcictesserihis scoot siren phrosepeiithincisiliegents te ideiapiie ininieneimnsetadsiataiaiaaaiadnalitaniaiet iene $170, 507 
I OU I Se 17, 706 
I cS nee ciemniineeibhmapiniiisidestceainindiadoaniakanfacsinidadimitietiitica taki aaea a 35, 500 
ENN Sa ca clas oa le ahs eS ere og er 65, 225 
nny SUC UIUOII SUT OUI ss cranes tsps ictal elon Sacia dd 32, 368 
I Is nt 2: sn etilescanibiienecne etna alleles aan bakes hidanidiiebassidabicieaaaiortdaiceied! 23, 660 
ETE Nicest lite sagiraesiassibsn bebesinlesclpas aginipiaa Ae Macca aaana patented 6, 794 

itachi seta apg aig a i an laa 351, 760 


The above figures may be considered as being the annual loss dollarwise. The 
cost of improvements figure will fluctuate, of course. The terminal rental figure 
is now $70,000 per annum, based on a new lease agreement with the Georgia 
Ports Authority. The State body acquired the Seatrain terminal when it ac- 
quired the former terminals of the Central of Georgia Railway Co. in 1958, 
No consideration is given here to Federal and State income taxes paid by reason 
of the Savannah-New York-New Orleans operations, as these figures are not 
available. Referring again to the expenditures above, in 1959 towboat fees 
amounted to $35,244, pilot fees, $30,044. 


60470—60——48 
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EFFECT ON SHIPPERS AND RECEIVERS 


“The availability of water transportation has influenced the location of 
industries and contributed materially to their development. Certain commodi- 
ties move freely only by such transportation, and the use of this transportation 
medium has enabled industries to reach markets which otherwise would be 
beyond their trade territory” (Interstate Commerce Commission, docket No, 
W926). 

With this thought in mind, it is pointed out that there are industries at 
Savannah, and elsewhere in the Southeast, dependent on water service to reach 
a market, a source of supply, or otherwise service their business requirement, 
Enclosure 1 indicates company, commodity, origin and destination, average say. 
ings per car, and total savings within the period indicated. 

Water transportation is considered an inferior service to land service, due 
to longer time in transit, infrequency of sailings, bunching of cars at destination, 
and disruption of service due to weather. Because of these factors, a differentia] 
in favor of lower water rates has been recognized as being essential for the 
water carrier. Without the differential shippers and receivers would have to 
resort to the superior and higher cost service, if they could afford it. The re. 
action of shippers and receivers to the announcement of the proposed discontinn- 
ance of Seatrain service is clearly indicated in the excerpts from affidavits sub- 
mitted by them to be used in ICC hearings. (See enclosure 2.) A survey con- 
ducted during the months of May, June, and July 1959, by the coastwise carrier 
at Savannah, involving 49 commodities moving northbound and southbound, in- 
dicated that shippers and receivers in the northeastern and in the southeastern 
areas were afforded a saving of $40,000 per month by using this water service, 
This survey was conducted during a period of no business interruptions due to 
strikes, et cetera. It indicates, conservatively, that nearly a half million dollars 
a year in savings accrues to many companies by virtue of the coastwise service 
between Savannah and New York. 

In conclusion, it stands to reason that if selective rate cutting is permitted 
without redress, and the coastwise services dry up, there will be no incentive 
on the part of the railroads to maintain lower rates along their coastal lines 
as opposed to higher rates on their interior lines, and in due time coastal cities 
will lose such advantages as they may now have, and are entitled to, and which 
serve to offset the advantages of the centrally located interior cities. 

It is therefore urged that Congress take remedial action to preserve coastwise 
shipping by amending the Interstate Commerce Act to require suspension of 
certain rates upon complaint, pending hearing and decision concerning their 
lawfulness, and to provide reasonable differentials in favor of joint rates for 
through transportation by rail and water. 
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750 DECLINE OF COASTAL SHIPPING INDUSTRY 


{Enclosure II] 


Excerpts from affidavits of shippers and receivers submitted in connection with 
the petition for expedited handling before the Interstate Commerce Commis. 
sion, State of Georgia et al. v. Bush Terminal Railroad Company et al., No. 
vember 9, 1959 


“Many of these textile mills began using the Seatrain service immediately on 
its inauguration for both northbound and southbound movements, particularly 
the latter. They use it for shipping textile machinery and parts, looms, ete. 
It is a useful, satisfactory, and very necessary service in the operation of textile 
mills.”—Georgia-Alabama Textile Traffic Association, Atlanta, Ga. 

“That continuation of the Seatrain service will contribute to the expansion of 
the production at Savannah and an increase in the consumption of materials pro- 
duced in the outlying area of Savannah with attendant beneficial effect on the 
economy of the entire area.’’—Atlantic Creosoting Co., Port Wentworth, Ga. 

“We very much need the type of service as proposed in the instant application, 
With this service we can sell in Georgia; without it we have very little hope of 
building up our sales there.”—Cal-Metal Pipe Corp. of Louisiana, Baton Rouge, La, 

“That cessation of service by Seatrain Lines to and from Savannah, Ga., as a 
result of the loss of pulpboard tonnage northbound from that point, is detri- 
mental to the primary business of the Calcasieu Paper Co., Inc.”—Calcasieu Paper 
Co., Inc., Jacksonville, Fla. 

“We have just recently expanded our operations, leasing a warehouse in 
Brunswick, Ga. The loss of the Seatrain rate to Savannah at a cost to us of 
several thousand dollars could very easily result in our being forced to give up 
our Brunswick operation, as well as operating at a loss in Savannah.’’—Ogeechee 
Beer Co., Savannah, Ga. 

“Understandably, therefore, the authority was dismayed to be advised of the 
discontinuance of Seatrain’s Savannah operations with its accompanying dis- 
astrous effect on the revenues of the authority.”—-Georgia Ports Authority, At- 
lanta, Ga. 

“That in effecting deliveries of pig iron on such sales, Woodward Iron Co. has 
customarily used the services of Seatrain Lines between Savannah, Ga., and 
Edgewater, N.J., for the reason that the transportation charges of the alternative 
earriers between Woodward, Ala., and points in the said territory are so much 
greater than those of the Seatrain Lines as to preclude sales of pig iron by 
Woodward to buyers in the said territory.”—-Woodward Iron Co., Woodward, Ala. 

“That since the availability of Seatrain Lines, Inc., service was one of the con- 
trolling factors in the locating of our company at Savannah, we consider it most 
essential that this service should not be allowed to discontinue.”—Port City Steel 
Co., Savannah, Ga. 

“Being located in the coastal port, we depend largely on commodities moving 
into this port via water for our warehousing operation. Savannah, being 
located on the coast, is limited to the area it can serve because the eastern area 
is cut off by the Atlantic Ocean. If we hope to compete with other warehousing 
operations not having this inherent disadvantage, we must have this water 
transportation available to and from our port. As a result of Seatrain Lines 
operation, there are potential movements which are susceptible to our handling 
that would not exist without such water transportation.”—Coastal Bonded 
Warehouse, Savannah, Ga. 

“That steel produced by the northern mills is a necessity in this area and must 
be transported by Seatrain to Savannah in order to enable said corporation to 
compete in the half-moon area it serves.”—Chatham Steel Corp., Savannah, Ga. 

“That availability of water service was one of the major factors for locating 
the plant at Savannah, Ga., and that because of the water service by Seatrain 
Lines, Inc., fully one-third of the production now moves into the New England 
States; that while lower transportation costs have had a beneficial effect, the 
increased production resulted from availability and use of the Seatrain service 
from Savannah.”—Tetley Tea Co., Savannah, Ga. 

“That keen competition is encountered from other shipyards located on the 
coast having available low-cost water service; that the discontinuance of the 
Seatrain Lines, Inc., service to Savannah will deprive us of such lower freight 
costs, thereby seriously affecting our future growth and expansion, inasmuch 
as transportation costs are a vital element in determining the bids for prospec- 
tive jobs, and the difference in getting or losing a job.”—Savannah Machine & 
Foundry Co., Savannah, Ga. 
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“The continuation of Seatrain-Savannah operation is of vital importance to 
my firm. For many years we depended upon the New York market for disposing 
of certain items manufactured by us. In recent years competition from North 
Carolina and Virginia in the form of trucks from those mills to jobbers, whole- 
salers, and even direct to jobsite eliminated any possibility of any further sales 
in that area by my firm under the then existing rate structure. 

“The moment Seatrain discontinues its Savannah service my firm will be right 
back where it was prior to April 1959. We will be shut out of the New York 
market.”—Reynolds & Manley Lumber Co., Inc., Savannah, Ga. 

“On account of recent adjustments in rates by Seatrain Lines on the commodi- 
ties we presently produce, it has become possible for us to utilize this water 
service, meeting the competitive situation of like producers. Prior to World War 
II we had available coastwise water services to and from the port of Savannah, 
which helped our business materially. With the adjustments in rates recently 
made via Seatrain Lines, we again expect to increase our volume of business in 
the northeastern market area.”—National Rosin Oil Products, Inc., Savannah, 


a. 

“That in this business large quantities of steel beams and forms are required 
most of it being drawn from mills in the eastern part of the United States by 
reason of the availability of the carload service of Seatrain Lines, Inc., and 
the lower transportation costs thereof. 

“That all appropriate action necessary to assure the continued operation of 
Seatrain should be taken by the Interstate Commerce Commission to restore the 
competitive relationship that existed prior to the drastic reduction in railroad 
freight rates on pulpboard from St. Marys, Ga., whereby some part of this ton- 
nage would be available to be transported by Seatrain from Savannah, Ga., to 
destinations in the East without incurring a loss thereon.”—Steel Products Co., 
Division of Great Dane Trailers, Inc., Savannah, Ga. 

“The discontinuance of Seatrain Lines’ service at Savannah would have ser- 
ious adverse effect on the operation of this corporation’s facility at that point. A 
substantial amount of raw materials as well as the finished product is shipped 
in connection with Seatrain Lines. 

“These inbound raw materials are further manufactured and reshipped to des- 
tinations that Seatrain Lines can and have participated in after the completion 
of the manufacturing process. This carrier handled 1,058.6 tons to and from 
Savannah for the account of this corporation during the first 9 months of 1959. 
The discontinuance of this service will result in our having to pay higher trans- 
portation charges on that portion of material now being handled by Seatrain 
Lines.”—Georgia-Pacific Corp., Augusta, Ga. 


THE NORTHERN CALIFORNIA Ports & TERMINALS BUREAU, INC., 
San Francisco, March 8, 1960. 
Subject: Congressional investigation of the plight of domestic water transport. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C. 
Hon. OREN HArRxIs, 
Chairman, House of Representatives Committee on Interstate and Foreign Com- 
merce, House Office Building, Washington, D.C. 

GENTLEMEN: The Northern California Ports & Terminals Bureau is main- 
tained by five ports bordering on San Francisco Bay and its tributary rivers 
in order that they may jointly act on common external problems affecting the 
flow of cargo over their piers and docks. The bureau has been particularly 
active in striving to obtain and maintain a freight rate structure, both land 
and water, which is competitive with the other great ports of the Nation and 
in legislative and Government regulation problems. 

One of the most serious problems besetting northern California ports, and 
for that matter all U.S. ports, is the unhealthy condition of domestic water 
service. In fact, coastwise service by self-propelled vessel is now extinct on 
the Pacific coast. With acute awareness of the fact that a healthy and com- 
petitive rail and truck system is an absolute necessity to their ports and the 
Nation, and that a regulatory system which nourishes and protects land trans- 
portation as well as domestic water carriage is also necessaty; the directorate 
of this bureau, believing that only Congress with its broad and impartial in- 
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vestigative ability and its power of quick remedial action can salvage the 
domestic water carriage system of the Nation, unanimously passed the attached 
resolution. 

They were aware that both of your committees have or are about to conduct 
hearings on this subject; therefore, you may construe this resolution as another 
voice urging that these hearings be continued to an appropriate end. 

There are, of course, many facets and ramifications to a subject as broad ag 
the plight of U.S. domestic water transportation. We are now busily engaged 
in preparing a report on those segments of the problem which we know best 
and hope to submit this report to your committees upon its completion. This 
report will, however, undoubtedly be delayed, due to the necessity of our 
attending and participating in the current Interstate Commerce Commission 
investigation of rail canned foodstuffs freight rates, from the west to the east 
coast, which are of such grave concern to the intercoastal water carriers. A 
hearing is to be conducted by the ICC in Washington, commencing on March 
21, 1960, on this subject. This hearing should be both a primary and _ post- 
graduate course on rail versus intercoastal steamship competition and the regu- 
lation thereof. 

Sincerely, 


Tue NORTHERN CALIFORNIA Ports & 
TERMINALS BUREAU, INC. 
JAMES H. McJUNKIN, 
Secretary of the Board, 


RESOLUTION REQUESTING CONGRESSIONAL INVESTIGATION OF THE PLIGHT OF DOMESTIC 
WATER TRANSPORT 


Whereas the preamble of the Interstate Commerce Act as enacted by the 
Congress of the United States declares the national transportation policy to be: 

“It is hereby declared to be the national transportation policy of the Congress 
to provide for fair and impartial regulation of all modes of transportation 
subject to the provisions of this act, so administered as to recognize and preserve 
the inherent advantages of each; to promote safe, adequate, economical, and 
efficient service and foster sound economic conditions in transportation and 
among the several carriers; to encourage the establishment and maintenance 
of reasonable charges for transportation service, without unjust discrimina- 
tions, undue preferences or advantages, or unfair or destructive competitive 
practices; to cooperate with the several States and the duly authorized officials 
thereof; and to encourage fair wages and equitable working conditions; all to 
the end of devolping, coordinating, and preserving a national transportation 
system by water, highway, and rail, as well as other means, adequate to meet 
the needs of the commerce of the United Sttes, of the postal service, and of the 
national defense. All of the provisions of this act shall be administered and 
enforced with a view to carrying out the above declaration of policy.” 

Whereas the Congress in 1958 in amending section 15a of the Interstate Com- 
merce Act to clarify the rule of ratemaking, when competition between different 
modes of transportation exists, again reaffirmed that due consideration must be 
given to the objectives of the national transportation policy ; and 

Whereas the national transportation policy is not being accomplished by the 
Interstate Commerce Commission as evidenced by the increasing difficulties of 
all domestic water transport and virtual extinction of some domestic water 
trades; and 

Whereas the Congress of the United States is the only body empowered to 
salvage domestic water transport before its demise: Therefore, be it 

Resolved, That the Congress undertake an investigation of the plight of 
domestic water transport and especially the regulation of such transport. 


I certify that the above resolution conforms to the minutes of the board 
meeting of February 19, 1960, in the city of Sacramento, Calif. 
THE NORTHERN CALIFORNIA Ports & 
TERMINALS BUREAU, INC., 
[SEAL] JAMES H. McJUNKIN, 
Secretary of the Board. 
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NORFOLK Port AUTHORITY, 
Norfolk, Va., February 23, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Commitiee, 
Senate Office Building, Washington, D.C. 


DeaR SENATOR MAGNUSON: In connection with hearings being conducted by 
your committee on the plight of the domestic merchant marine, the Norlofk 
Port Authority fully supports the position taken by the American Association 
of Port Authorities in its Resolution E-17, adopted on December 11, 1959, at its 
48th annual convention. Copy of this resolution is attached. 

The port of Norfolk has already suffered severely by reason of discontinuance 
of a number of coastwise and intercoastal services and is likely to suffer further 
injury unless the situation is remedied. 

Respectfully yours, 
MICHAEL M. Mora, General Manager. 


RESOLUTION E-17 REGARDING INTERCOASTAL AND COASTWISE SHIPPING SERVICES 


Resolved, That the American Association of Port Authorities views with 
grave concern the present threat to the continued existence of U.S, intercoastal 
and coastwise shipping as a result of the failure of section 15a(3) of the Inter- 
state Commerce Act, and the interpretation and administration thereof by the 
Interstate Commerce Commission, to control destructive competitive rate-cutting 
practices that are contrary to the national transportation policy which declares 
it to be “the policy of the Congress to provide for fair and impartial regulation 
of all modes of transportation subject to the provisions of this act * * * to the 
end of developing, coordinating, and preserving a national transportation sys- 
tem by water, highway, rail, as well as other means to meet the needs of the 
commerce of the United States * * * and the national defense.” The Ameri- 
can Association of Port Authorities therefore calls upon the Interstate and 
Foreign Commerce Committees of the Senate and House of Representatives to 
reexainine section 15a(3) of the Interstate Commerce Act and the administra- 
tion thereof by the Interstate Commerce Commission, and requests that such 
reexamination will include an investigation and analysis of Interstate Com- 
merce Commission actions and interpretations to date under section 15a(3) 
which are causing and threatening to cause wholesale diversion of volume com- 
modities to the degree that the continued existence of intercoastal and coast- 
wise shipping is piaced in grave jeopardy. 

Recommended by Committee XVI. 

Unanimously adopted, U.S. corporate members only voting; 48th annual con- 
vention, Palm Beach, Fla, December 11, 1959. 





NortH ATLANTIC Ports CONFERENCE, 
New York, N.Y., February 25, 1960. 
Subject: Before the Committee on Interstate and Foreign Commerce of the U.S. 
Senate on the status of the domestic merchant marine. 
Hon. Grorce A. SMATHERS, 
Senate Office Building, Washington, D.C. 


My Dear SENATOR: The last time I had occasion to speak with you was during 
the award ceremony here in New York at the annual dinner of the New York 
Foreign Freight Forwarders & Brokers Association when you were chosen as a 
recipient of the awards which this group makes each year. 

For the fiscal year I have been elected to the chairmanship of the North 
Atlantic Ports Conference which is made up of port interests reaching from 
Portland, Maine, to Hampton Roads, Va. This group approved and authorized 
that the statements as placed before your committee by Mr. Charles Seal, in 
behalf of the members of the American Association of Port Authorities, was 
concurred in by the members of the North Atlantic Ports Conference, and Mr. 
Seal agreed to make a statement at the time of his appearance before your 
committee in line therewith. 

Unfortunately due to the pressure placed upon Mr. Seal to place in the record 
concurrent statements by other interests, members of the American Association 
of Port Authorities, Mr. Seal when making his statement before your committee 
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on February 19 inadvertently overlooked making mention of the North Atlantie 
Ports Conference. 

In view of these circumstances, may we state at this time that the North 
Atlantic Ports Conference composed of the membership as shown in the attached, 
concur in the statements as presented to the committee by Mr. Charles Seal on 
behalf of the American Association of Port Authorities, and may we respectfully 
request that this letter be made a part of the record in these hearings pertaining 
to the survival of our domestic shipping lines, coastwise and intercoasta} 
carriers. 

Your kindness in having this letter accepted for the record will be deeply 
appreciated. 

Very truly yours, 
Epwarp K. Laux, Chairman, 


NORTH ATLANTIC PORTS CONFERENCE 


1. Norfolk Port Authority, 500 Board of Trade Building, Norfolk, Va. 
2. Richmond Chamber of Commerce, 616 East Franklin Street, Richmond, Va. 

3. Newark Association of Commerce & Industry, 24 Branford Place, Newark, 
N.J. 

Albany Port District Commission, Administration Building, Albany, N.Y, 

. Baltimore Association of Commerce, 22 Light Street, Baltimore, Md. 

. Massachusetts Port Authority, 14 Court Square, Boston, Mass. 

. Maryland Port Authority, Pier 2, Pratt Street, Baltimore, Md. 

. Delaware River Port Authority, Post Office Box 817, Camden, N.J. 

. Maine Port Authority, Maine State Pier, Portland, Maine. 

10. The Port of New York Authority, 111 Eighth Avenue, New York, N.Y. 

11. Connecticut Terminal Company, Inc., State Pier, New London, Conn. 

12. Wilmington Marine Terminal, Post Office Box 1191, Wilmington, Del. 

13. South Jersey Port Commission, foot of Beckett Street, Camden, N.J. 

14. Chamber of Commerce of Greater Philadelphia, 121 South Broad Street, 

Philadelphia, Pa. 
15. Virginia State Ports Authority, 254 Granby Street, Norfolk, Va. 
16. Brooklyn Chamber of Commerce, 26 Court Street, Brooklyn, N-Y. 


ane 


[From New York Herald Tribune, Mar. 18, 1960] 
Last COASTWISE LINE IN THE WEST QUITS 
Special to the Herald Tribune 


San Francisco, March 12.—Ports in California, Oregon, and Washington last 
week were without a general cargo coastal vessel to serve them. 

Coastwise Line, last company providing such service in the Pacific coastal 
trade, has retired from the route and chartered its lone C-4 freighter—ironically 
named the Coast Progress—for offshore operations. 

The Pacific coastwise trade had been declining for so many years that this 
death rattle shocked only the sentimental mariners. They remembered the 
haleyon days of the 1920's, when several hundred vessels carried cargoes and 
passengers profitably between ports as far north as Vancouver, British Columbia, 
and as far south as San Diego. 

Although the berth service is at an end, there still remains a little waterborne 
traffic carried by barge or by small ships adapted for special bulk cargoes, princi- 
pally lumber, wood pulp, cement, salt, and petroleum. 


MARGINAL OPERATIONS 


But even these are marginal operations except for the contract carriers moving 
lumber out of the ‘“dog-hole” lumber ports where tidewater mills remain in opera- 
tion. 

The Oliver J. Olson Co., of San Mateo, Calif., is still active with three old lum- 
ber schooners and three massive barges with their tugs. 

W. R. Chamberlain & Co., of Portland, Oreg., has three small ships. 
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The Crowley Launch & Tugboat Co. of San Francisco, and its several sub- 
sidiary companies, carry California redwood out of Crescent City via tug and 

arges. 
r eens is a Liberty ship carrying bulk salt from the bay area to Tacoma, Wash., 
and the Henry Kaiser industrial empire uses a ship to carry bulk cement. 

International Bulk Carriers has the Japanese-built tanker Duncan Bay trans- 
porting liquid pulp from British Columbia plants to the Crown-Zellerbach paper 
plant at Antioch, Calif. 

VESSELS LOSING OUT 


That about constitutes the present coastal fleet. And these vessels are slowly 
being driven from service either by changing manufacturing methods or the com- 
petition from railroads and trucks. 

Olson and Crowley have just returned to business after being strikebound for 
most of 1959. 

Kaiser has built a cement plant in Hawaii, ending the 50th State as a market 
for his bay area cement production. The State of Washington, formerly almost 
entirely dependent upon tankers for petroleum products, now has branch refin- 
eries and the trans-Canadian pipeline as a source. The salt ponds of the San 
Francisco area are being filled for industrial and home sites. 

There are some sparks of hope for a mild revival in the coastal trade. There 
are discussions with the Federal Maritime Board about subsidizing American 
operators running ships between Canadian and American ports on the west coast 
and between Mexican and California ports. 


ALASKA STIRS INTEREST 


There also remains interest in waterborne service between California and 
Alaska despite the record of recent failures in such ventures. 

Joint ship-barge service, with interchange at Seattle, has been tried by several 
companies. They found it unprofitable. 

But land carriers pretty well remain frozen out of the Alaskan business, the 
Alcan Highway being a rough road yet. If the Alaskan economy could be devel- 
oped as was the hope of residents when the Territory became the 49th State, 


then coastal shipping might make a substantial recovery, steamship operators 
believe. 


Port OF LONGVIEW, WASH. 
SITUATION 


The port of Longview is situated on the Columbia River halfway between Port- 
land and the sea; that is, 50 miles from Portland and 50 miles from the Pacific 
Ocean. It is fronted by a turning basin 2,500 feet in width and 15,000 feet in 
length, with a minimum depth of 35 feet of water. It is not necessary to use 
tugs in berthing a ship at the port ef Longview dock, Longview drains one of the 
largest log-producing areas in the country and its sawmills are the world’s 
largest. The volume of pulp and paper produced in the area is unsurpassed by 
any similar area in the world. 

The docks are served by four transcontinental rail lines and by main trans- 
continental highways, No. 99 running north and south from Canada to Mexico and 
No. 30 east and west from the Atlantic to the Pacific Oceans. The Yakima Valley 
is accessible by the White Pass Highway. The port is fully equipped with fa- 
cilities for the bunkerage of water and fuels of every variety, and complete fa- 
cilities are maintained for the repair of vessels except for drydocking. 
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Port of Longview 


EQUIPMENT 


The port of Longview is well equipped to handle anything that may be loaded 
or unloaded on any railroad car which, together with ample room for storage and 
assembly, makes it an ideal terminal for the shipment of machinery and other 
heavy industrial equipment which must be assembled in units before shipment. 
In fact, it is the only completely equipped water terminal on the Columbia River. 


The following is a partial list: 


150-ton capacity A-frame heavy lift crane._.......--..---.____-________ 1 
RR UES RONEN aac 5 cringe nsiesainge cin atonnngeabeaaie 3 
A Es cas emcees occa ic amie 27 
Ore a eT RC os cpp ce esica peice nitneeainad Apu eee 3 
SC RIN Ro can ce cee anni es 2 
50-ton capacity gantry-type whirley crane................................ 1 
635-ton capacity gantry-type whirley crane___.__.._.__.__.__--_________- 1 


The dock is also fully equipped to handle all small commodities on pallets 
which greatly decrease the amount of handling and constant wearing out of cargo 
before shipment. Unloading and handling capacity per day of 24 hours is 3,000 
tons. 


PACKING MATERIALS AND CONTAINERS 


Located in Longview is the Longview Fibre Co., which manufacturers com- 
plete lines of all known types of paper and fiberboard shipping containers. Also 
located in Longview are the lumber mills of Weyerhaeuser Timber Co., and the 
Long-Bell division of the International Paper Co., the world’s largest sawmills, 
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and any type of lumber for packing and crating is readily available. As for ply- 
wood, Long-Bell and Weyerhaeuser Timber Co. have plants here, manufacturing 
all grades of fir plywood. This is a decided advantage to a shipper who wishes 
to assemble and crate or repack shipments for oversea distribution, because the 
material he needs can all be had at mill prices. 


PORT LAYOUT 


The port of Longview terminal is of the quay type, lying parallel to the Colum- 
bia River, running 8. 65°59’17’’ E. The dock is 2,130 feet in length, the entire 
length of which is equipped with face track so that cars may be handled direct 
transfer if so desired. 

Additional data is as follows: 


QROR BOCK, ATOR ni etc ninnnene wanna ammeeeeminn square feet. 450, 000 
Open storage areé...................- 1... nccsnnn ennsnase do__-. 500, 000 
BOG) SRG cit ecnnm nema meee nanan do__.. 342, 200 
Gere, SETACE TAOURCR RE ics Sees calscaldal cence en ee deed linear feet. 6,000 
wunGin CODRGICY Il CNPGee ss cco oi ha a ee, 100 
Sean CUUNCICS Si CRIN ssn ae io ce es 1, 500 


Realizing that adequate illumination is necessary for safe, efficient night work, 
the port recently installed the most modern lighting system on the coast. Vessels 
can now be worked almost as efficiently by night as by day. 


PORT DEVELOPMENT 


During the past 15 months the new grain-loading facility has been completed, 
allowing berths for three general cargo and one grain ship. An additional whirley 
will be installed on the general cargo dock during 1959. 


FACILITIES 
Bulk tallow facilities 

The port has a bulk tallow assembly plant consisting of an 85-horsepower 
boiler, 400 gallon-per-minute pump, four storage tanks with a capacity of 500 
tons along with all piping necessary to serve vessels at dockside. Facilities 
have been arranged to accommodate either tank cars or tank trucks. Equipment 
for drumming is available. 


Railroads 


Serving the port of Longview are four transcontinental railroads—the Northern 
Pacific Railway, Great Northern Railway, Union Pacific Railroad, and Chicago, 
Milwaukee, St. Paul & Pacific Railway, the latter serving the Columbia River 
only at Longview, which is its southern terminal. All four lines jointly connect 
with port of Longview terminal and there is no extra switching charge on cars 
originating from or going out to the main line. 

Transcontinental railway rates to Longview are equal to the lowest rates 
available to other Pacific coast ports. 


Switching yards 


The Longview railway switching yards have a holding capacity of approxi- 
mately 600 cars per day, and switches are available between the yard and port 
four times daily. 

Customs service 


Longview has its own customs district with offices in the U.S. Post Office 
Building. Complete services for the entry and clearance of ships and all 
transactions of customs business are fully available. 


Towboats 


Complete tug and barge services are available from the following operators: 
W. J. Smith Tugboat Co., Atlas Tug Service, Portland Tug & Barge Co., 


Willamette Tug & Barge Co., Shaver Forwarding Co., and Western Transporta- 
tion Co. 


Steamer service 


The port of Longview is served by a number of lines to the Atlantic coast, the 
Caribbean, Europe, the Philippines, Japan, and the Orient, and South Africa. 
The port enjoys full terminal status with all lines serving the Philippines, Japan, 
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and the Orient. These lines have frequent, regular sailings to and from the 
port. 


Stevedoring services 

Services of skilled stevedores are available. The following companies are at 
your service: the Portland Stevedoring Co., the Oregon Stevedoring Co., W, J. 
Jones & Sons, Inc., and Brady-Hamilton Stevedoring Co. 
Repairs 

Marine repair shops and equipment are maintained at Longview by the follow- 


ing firms—the Albina Engine & Machine Works, the Amadon Forge & Machine 
Works, Chess & Waite, and Columbia Marine Steel Co. 


Water bunkerage 


Both city water, which is chemically pure and soft, and the Columbia River 
water are obtainable for bunkerage. 


Terminal charges 

See copy of port of Longview Terminal Tariff No. 2. 
Grain elevators 

The port of Longview grain elevator has a capacity of 5,365,000 bushels of 
grain and is equipped with automatic sacking equipment which will sack out 
1,000 bags per hour. The elevator is also equipped with a link belt car tipper 


and a hydraulic truck dumper. All the grain handling facilities are under lease 
to Continental Grain Co. 


Freight forwarders and customs brokers 


Longview is in customs district 29 with headquarters at Portland. Customs 
brokers serving this district are Longview Forwarding, J. T. Steeb & Co., Geo, 
S. Bush, Arthur J. Fritz, and Frank P. Dow. 


Miscellaneous services 


Fuel oil bunkerage and complete facilities for bunkering vessels with any type 
of petroleum products are maintained by Standard Oil Co. of California at 
identical rates with those obtainable at Portland, Oreg. 

Pilotage: Both Columbia River bar pilots and Columbia River pilots are 
obtainable at the same fee as all other Columbia River ports. 

Electric current service is available in all voltages from 110 to 11,000 
volts (AC). 

Barge loading facilities: Two barge loading slips are maintained, one of which 
is equipped for the direct transfer of rail cars from land to barge. 


PORT OF PERSONAL SERVICE 


The port of Longview is big enough to handle your shipments no matter how 
large; yet it is small enough to handle all vessels at one dock. Cargoes can 
therefore be consolidated readily for interior shipment with no extra effort or 
expenses. 

The watchful care given each individual shipment has earned for it the name 
of “The Port of Personal Service.” 


STATISTICAL COMPARISON 


The port of Longview has been in either first or second place in volume of 
export wheat for 4 years although it has one elevator and its nearest competitor, 
Portland, has four. 

During 1958 the port handled a total of 2,542,889 tons of cargo inbound and 
outbound. It handled a total of 19,449 freight cars and a total of 404 rafts and 
barges. 

The principal 1958 imports were varied: artware, bamboo blinds, bamboo 
drapes, bamboo fish baskets, bamboo poles, bicycles, canned goods, charcoal, 
Shristmas decorations, chrome ore, clothespins, coffee, cornstarch, cotton waste, 
Easter baskets, epsom salts, glass floats, hardware, hemp, Hessian cloth, KD 
furniture, laterite ore, Lauan lumber, lily bulbs, machinery, nails, nutmeats, 
ornamental shells, steel plates, steel strapping, steel wire, shells, plywood, 
porcelain, rattan furniture, rickshaws, sewing baskets, sugar, tapioca flour, tea, 
teakwood furniture, toys, frozen tunafish, twine, cameras, chinaware, clothing, 
glassware, optical goods, pottery, and rugs. 
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The list of exports is also impressive, the principal ones being: machinery, 
powdered milk, mustard seed, wrapping paper, paper bags, paper boxes, petro- 
jeum products, piling, plywood, pulp, sugar, tallow, wheat, barley, corn, 
stereoscopes, aluminum, automobiles, canned goods, dried beans, dried peas, 
firebrick, flour, hides, hops, houses (KD), logs, lumber, and wallboard. 

he port of Longview has made great strides in increasing volume and value 
of import cargo. U.S. customs figures for import duties collected by fiscal 
years are: 


| Sets rs Si, To GF | 1960-06 eo no seck ee $889, 989. 02 
I cai canal 68, 361. 66 | 1966-67_......_.............. 1, 597, 386. 42 
tia icicle ia 104, 504. 20} 196 7-U8..W..w ss 2, 440, 096. 43 
icici is Sloss 143, 740. 48 | 1958-59___.-_.._....-_- 4, 224, 978. 26 
OI issn deb ienisdlipaste 622, 930. 93 





The port has served an ever-increasing number of ships annually. The 
record is: 


CC elena BORN DRI Rea a scat casas ences om epee ecmemeeneelies 474 
aca ac caer tn icc enat alse eini aeaeaceiatiaad GOS b RONG alemninctnamamnnnnne meee 487 
[QO nec nnn noe eee ROU BMAD isc a caesar apace ee ED 576 
Ginn etccncansnnnsn cece GE | MUGS ecnnsenieeedonneaaaeene 598 
TR 4 oe cee nncas anos 446 
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